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Exhibit 2: Subprime Mortgages as a Share of the Total, 1994-2007
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o9l>zoo')zu I The 1994- 2000 data are from Edward M. Gramlich, Financial Services

Roundtable Annual Housing Policy Meeting, Chicago , Illinois , 21 May 2004. The 2002—-
2007 data are from the Joint Center for Housing Studies of Harvard University, The
State of the Nations Housing 2008, http://www.jchs.harvard.edu/son/index.htm.
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Exhibit 3: Monetary Growth and Inflation, 1990-2007#

Annual Growth Rate of the =~ Avg Annual Growth Rate of
Money Supply(%)# Inflation (%)#

Slow Growth of the Money Supply#

United States 2.1 2.8
Central African Republic 2.3 3.4
Singapore 2.5 1.4
New Zealand 2.8 2.1
Sweden 4.0 2.0
Maritius 4.7 6.5
Canada 5.1 2.1

Rapid Growth of the Money Supply#

Peru 22.7 21.9
Uruguay 24.6 23.9
Ghana 24.8 22.2
Malawi 27.4 23.8
Nigeria 27.5 21.9
Romania 35.6 61.7
Venezuela 36.8 32.9

Hypergrowth of the Money Supply

Turkey 71.8 51.6

Ukaraine 84.5 89.9

Congo, Dem. Rep. 140.3 360.4

Zimbabwe 164.8 165.3
#

Source: The World Bank, World Development Indicators, 2009 and International Monetary Fund,
International Financial Statistics (annual). The growth rate of the money supply is measured by the



nominal growth of the money supply minus the growth of the real gross domestic product (GDP). The
data for the Ukaraine are for 1992-2007.

o[opeo0id  200dpsbypiza0pt:  egelogiewtigaspdidkaopd ter8CEo3tiopt
ega(ogi0en[03agig0d 6516060009 VOl80d9§I0RSH 0oecdRE egelmyewatyg
¢ ;[gSeoy [03q0pd §E603E:0000 egelmyueanzanqCanlgs §.0m:adeg[ets
a0odeogtel  30fEocd  [§000pdn  320305[gbodeag  egeloyowoan  sagmlgs
[Progodales  ogofor  maaqCenjgSemniglgtiodmjom:  §odeoodgaodd  Bipeeg
322:00203¢ §Cwr0ph §ode0ndeyPIde 00d9 (465000520001

[GCensfB:  c[plicdesopd  egelpyewnigagsiqproopd  [ogudog6roomgad
cagpspd:eo0pdl 0odsO0RE mrSegess: 0% 6§2Cs80RC §0%I 6500500050038
0§ %I 0365000 000NN  [§desepdBqE  cvgpigst  BsydieerodcSigp:
o5l §Seocpdeacnqoopd eqgpdsedsodyp: 6deemnESEepd wurodeomsul
oeoogpeeqePeqpeloPs egoCegl: qC8ig 050000 Bom3Sqp: 8od GepadqSst
:eon:noodesdqs  gSodaqpenB:  §esonly  spdidkeocopdi  wegPegol
e[pCacdonodo0pd  egelogieentigaclopé  30[godeagsigod8Eoopd  cwbesin?
Bareqendaologneofaopdl  oBmdl  eddqodqiodgeodopgpin  eEIogPGYP:
qCadesqepdooad egolegqls qC:84q04aqpsC el TeNIqutileteptetteblo?
[P:eoncrdes: 003 Cagpiad  eeplepiandcdoepdbi I n 9903 wOcasE
EGBIPS  opoloForpSBoiaiond Booepl  og olpBop e Siepd
DOYocd3gd  opagudeqe  Fojpeslqodgpn  BxgnieerpiesiesonlgrdyEdypst
6gqCi{gdedl god 0d:dra30:9a88epdi

Q€ =:Bqgpin  egelogeenlige  [gdedeocopdmsdlog  [geSopodmn
0Q05p0ym0ged  :dfpopgapidinlf 855y - ogpgromegedapan
:2§§Odcmogepdl  egelog  eeligass: 200330y 9§08:qS  o[gb8CE[FEelopE
o0bB:00deonadel  053E0CG3  BIodyEdBieo§E0d[gdep  cpeagpin 88036l
§P:0kanqCe3gbypin’ m&0pbs 08680nCGP: c0odO[gE: vlgeomd egeloyewatyy
omogud8Ea00d  pbekigpad eg elpliopdogepd  [g0oopdn  Bsgdseepapdess
50D geodaIGPIET 00050006qP: 86083[gC:5¢ 8od[gE:0005
oqrgSime(plimcdyp: 9§08:0005qodSE[gEin 3  3pad:08cneucddepdi
egemgiemntigass:  weanLgPfes0pdzdl  Biieaprpdesigpigrodaopd  grgRd
Z\ESC&OQGUJJOR&?JQH'):@ cepepsogos(Be 5183$3|§18‘§C‘TZC\?80$3"1P=§3 sgeﬁéco@ooo:@él
8803  32qCimlgdypisC  2S$03  HE0H8Es:  $pdsdkoopd  cpdesigpogt



[38f03050000p5 (9820051 egulagqagpioopdaopd: saeamndsadyp oodugpdigpest
$5:0p02060W5HAR 0p5apode0eRRgbogdianph q:Rgbsgqpiay wBiobeondd
egelogiemnigastany ogpssidodonadoopd ogi Ggl 2a50p0gR0KgP: VLSLIEPD
Gepodfiogaophn aphooodapdedglgbogdiep cpdokiqpie cphoocdapdy §pbidkoopd
c0cSigp:ad  20qC:3a[gbgp:  GepaSognioopdsadl BxgieqEodionndy  G§:eaR:PERd
[g205u

egelogieontigaclopé =ediqeaed  wiogpde  oyeotieoaopdi sac[gdesayed:
320060p8  cgooopd S3ojopqpist §EBEgqpiop oqreorprpapapypiady 3fieD
momdopudeusg  egdrotooyoopdl  Beadd  egelogiooddeofgln  adeg[ats
egonsd:gs co[gt:odod  Bqen  [grodomaopdsesl  2a8:odudodEaodutayE
oEeorPeononday  [gdomoopdi aB3pdl  @8iqen 880%el  3Ee3Cagpea?
©ODEPI0IMOEPe  00RudGLIRdI  CVOCS:006o0PBgodgpP:  Ad&:eoPEicued
030005 0yC0odsE wpdoopd o§odmgEarypPi3e0305 3p[gdeuidepduy [gpdanadm
00580558 AlopSspda 3890 6gelr3:0083:03 oyeieo00pdeadl waowIaHEP:N?
:[gdeuiqs  82500:0000  326530000:0009330  GEPAAG ozl powdsgyE
cagpigpieepeon  cBegdapdoncdandan  88ocomgudomgpia:  0o&B:ogeand
000pd Ocsindy (0005w CLESEGNRQUSLIGEYP:ET  QE[ggIEdeauRI3
060x§uOLNIVdGP: 00066a05E0[FE:) 0395 [gdoopd

egelogoilsgeodoagpion  egelony.  [98:5C g [§6:0)  sesondolgod
c06eemesiloncopd:  BigieapaBionndgnd dB3mdeodloopdi  egeloyeanamEEypian
egalogis: :qCan[gs qP2gPORG0/C0500560209824) 200C:038
ega(ogr0eN0dkg), 2009/6ge(ogiopducdguwanypieoaop) @il (expansionary
monetary  policy) elop&  ewoopoyEmigE  Sa0dgSiqpr  eoqpogeo(de
qodeeadqC:SgOsagp:ad  sameomtiamneo oouesodiooaopl (3a0p3e60N0E)
BeeqpdBpoopd  0m0c0mdead  qfeoepdgdoodi  3a03gS:ecqnspdgtielope
[Elealclbalotontetien colqoopd cdcSigpionl qC:84q 0595 gty
§oonepdlgdeaodoopds [oxpgpdonpdodepdeon vupcheun GgalogiuwdIN0d:y), 2009 ¢dls
s00dc00doyCadioopdmesl  egelogiemntigalgbedieol:  glielopé  egelogeds
qoodopgpin  3800C{d0pd  egepiedlsntdad  elpdardesmnanaeoaogdi
a36oob{gnicopds odadegelad 0olon6cdabo0pd3a8l 320358 0005aG: Ygadm
qC:&q0sqqp: ege0p:000q) Baieqeaa(030200000:08  SBaHeEPaHEE00I AdelopE
egeloyoenmyg), [§E: 4§, [§€:98 elgpcdgEsonpd BsyrieapeonpdBoen’ [gded cooopdn
Begrseqpoopd =005 [gSeoliod:  Bigmseepd@raopSomco  (boom)sE



Bazeqeenoduncdaopdomco  (bust)od 0ocvodd  [gdedlesepd [gdaopdn  oo3dd
6ge[03:00I806 0y&addgtia0pd woopdBéa veqepeallgdbedieoB vaadmet:&igdsy
6$:603:606] B::eapd[BpasSiodc0pd: ogeoieoilaodi

opbo-0pe |  95b0mMmumoxt:  !eudm[gpdecmnteog  3ed0lscdtnt
2033073 [§6G0530la0di egalogizmnamdEyqpin egelmyoean 03,000 ©dlsn?
&d:[gtielope  egolopemntigaod  [gbedleodoopdn  egelogieenCigasss
[4Censanaopbendl gdlageodopgpion B8:qiOaqpsad elgplicdoyEoddlaSep Bspice;
3[30200005:08  B0deepadeo$2001  ORQVI ORAG-ORQS) OREVSE ORe 950
omeogppl Bsgreepea[ndmaonpd: a0dqa0pd vCezacloEiqlien ABomcogpiogt
"2§$0nl :§Seaqn” egelos odlseloE [(goa0pd

olopeoo8oncopd:  gdlageodopgpion  jooo 950 Bieq  20[030320005:0
DOCBGS  §oc0Socoepd  $pdic0b:0dgdmes[eE  BgeloiruLImMO:y),Gepedlsn?
&P JOO - JOOG 950  0mc030038:  0c00d:0RsSigp:  208E00609POd
32§6e0:3908qpd  GepPodogndoopdi dlqaom: ¢ o€ [goonaopdeeddl: (o) §6
2005m&§eorn  egodadooqd  (Treasury bill) 3203:58:0000 Joo i Joopl  Joog
osbgpioneagpad % Bowpod  glesncdopE  §esdoopdi  woelesICiodopt
6eR65:39[G:00p53003C: egoqEepoRt A3ods0qEEd dsSigps 0RDING:000D00IgOdEP:N?
claeletolleletebiol) 0pdiqDiopdinbigisCanon BgelonELdIN0:y),Geedlacopd
FOjelqegpagad SRE[03:agmscneod005i a36005 Joog 95632038
egeogiemntigass:  [gEunicn0pdmnd  oodmedigon  38038:q 00000  egeloeds
(restrictive monetary policy) 98 e[p&cdoy&addep sa0dssiqp: (400050320001
gEelop F3o[jely GQgS:eeCiaod §000§60520001 a36o05
GqregeodaSqEdmadaqpn  BORelg  §odSodessigpd  [gEonodaneodoopdi
:200:009038  Jooo 950 Bsdieep ©UMVODLICdE/ U030 (Great
Recession) 83056epa560$a0001%°

Bomediegeqry  0pdndiooducdgEdgpiad  eagpdeocopd  opdigd:
opdsnbigpisé 0udmgSegeloiend ol coeusioBioopl $0b:i0keanz0Rgs: adlagp:
6006080500038 cpgpigoodoopd  egeloy  ddeqrupg$i 2003 ©odc5§Ea005
B0[e[ge:8g05eqp: 006e0rEqS 30305 sie0iEmegPtd [§Be00pdl odlzelopE
JOO - Joo§) 9500mc0320p8:  338[§e[geaonndapdeainpdesia’d &, [Breodeondaopds
2a00lqC:8:g040qpigooden Bsieesang ogadelgealiodeon 2a3dl g g0sagp:a?
066e00E33 weomEieon G&o30d GomnneuzsLpIgEade 0oa3qC:lgOsagp: (mal-
investment) oy oCgSi00600001  BegreqEondqds:  eqgPEdopSoda0d ¢ [Bke



cobelopCiad  [gfeepodoopdsdd  osdmacplio  fumdeom  qC:fdgOsagpia?
26CqE:0005qepd [gd20pdi Jooq- Joog 0mco30p8: [§E:coS0pd egeloiruedmd),
[96: oqodopope mamSmogupdGs [T enien:  B§0ddenq0pd  [§Eopode
[§632005

#

Exhibit 4: Fed Policy and Short-term Interest Rates, 1995-2008
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Source: Federal Reserve System, http://www.federalreserve.gov, and Economagic, http://
www.economagic.com
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Exhibit 5: Economic Freedom, Per Capita GDP#

# GDP Per Capita 2007 | Growth Rate of Per

# PPP (constant 2005 Capita GDP 1990-2007
EFW Rating, 1990-2007# | international $)# PPP (percent, constant

2005 international $)#

10 Highest Rated Countries, 1990-2007#

Hong Kong 8.8 $39,958 3.1

Singapore 8.6 $47,497 4.1

New Zealand 8.2 $25,282 1.9

United States 8.2 $43,102 1.8

Switzerland 8.1 $37,581 0.7

United Kingdom 8.0 $33,717 2.1

Canada 7.9 $36,260 1.8

Ireland 7.8 $41,036 5.1

Australia 7.7 $32,735 2.0

Netherlands 7.7 $36,956 2.0

Average# 8.1# $37,4124# 2.5

10 Lowest Rated Countries, 1990-2007

Niger 5.0 $597 -0.7

Burundi 5.0 $349 -1.9

Venezuela 4.9 $11,480 1.1

Syria 4.9 $4,038 1.9

Central Afr. Rep. 4.8 $674 -1.0

Congo, Rep. of 4.8 $3,517 0.1

Algeria 4.7 $7,317 1.0

Zimbabwe* 4.4 $450 -1.6




Congo, Dem. Rep 4.2 $288 -4.3
Guinea-Bissau 4.2 $495 -2.1
Average# 3.9# $2,920# -0.84

Source: Derived from World Bank, World Development Indicators, and James Gwartney and Robert
Lawson, Economic Freedom of the World: 2009 Annual Report.

*1990 to 2005 GDP data are used for Zimbabwe because the data is unavailable for 2006 and 2007.
Myanmar was in the original bottom ten but it is omitted here because the GDP data are unavailable.
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Exhibit 6a: Economic Freedom and Per Capita Income
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Exhibit 6b: Economic Freedom and Economic Growth
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Source: Derived from World Bank, World Development Indicators, and James Gwartney and Robert
Lawson, Economic Freedom of the World, 2009 Annual Report
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Exhibit 7: Trading Votes and Passing Counterproductive Legislation

NET BENEFITS (+) OR COSTS (-) TO VOTERS IN EQUAL SIZE DISTRICT

Indoor#

Voters of Bridge to Rainforest Ethanol #

District Nowhere Project Subsidy Total
A $100 -$30 -$30 $40
B -$30 $100 -$30 $40
C -$30 -$30 $100 $40
D -$30 -$30 -$30 -$90
E -$30 -$30 -$30 -$90
Total -$20 -$20 -$20 -$60
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Exhibit 8: Federal Deficit or Surplus as a Share of GDP, 1960-2010
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Source: Office of Management and Budget, President’s Budget *FY 2011 Budget, Table 1.3.
http://www.whitehouse.gov/omb/budget/historicals/
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Exhibit 9: Poverty Rate, 1947-2008
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Source: U.S. Dept. of Commerce, Characteristics of the Population Below the Poverty Level: 1982, Table
5; and U.S. Census Bureau, Historical Poverty Tables_Families.
http://www.census.gov/hhes/www/poverty/histpov/hstpov4.xls.
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Exhibit 10: Don’t Smoke ~ Get Rich#

$600,000 -

$400,000 -

$200,000 -

S0
26 36 46 56 67

Age of Investor#

B Amount Invested W Value of Investment with Interest

Source: Author’s calculations. Assumes 7 percent interest per year
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Exhibit 11: Stocks Are Less Risky When Held for a Lengthy Period of Time}

60
47.2%

50

S&P 500 Index - Annualized Real Total
Return. 1871-2009 (nercent)

-40.8%

-50
1-year periods 5-year periods 20-year periods 35-year periods

Source: Liqun Liu, Andrew J. Rettenmaier, and Zijun Wang, “Social Security and Market Risk,” National
Center for Policy Analysis Working Paper Number244 (July 2001). Thereturns are based on the
assumption that an individual invests a fixed amount for each year in the investment period. Data are
updated through 2008.
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1. Philip K. Howard, 7he Death of Common Sense (New York: Random House,1994): 3-
5.

2. See the chapter “Time for Symphonies and Softball” in W. Michael Cox and Richard
Alm, Myths of Rich and Poor (New York: Basic Books, 1999).

3. Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations ed.
Cannan (Chicago: University of Chicago Press,1976), 477.

4. F.A. Hayek, “The Use of Knowledge in Society,” American Economic Review 35 no. 4
(September 1945): 519-30.

5. Henry Hazlitt, Economics in One Lesson (New Rochelle: Arlington House, 1979), 103.
6. Assar Lindbeck, 7he Political Economy of the New Left (New York: Harper & Row,
1972), 39.
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1. The leading contributors to the modern theory of growth presented here are Nobel
laureate Douglass C. North and the late Peter Bauer. See P.T. Bauer, Dissent on
Development: Studies andDebates in Development Economics (Cambridge: Harvard
University Press, 1972); and D.C. North, Institutions, InstitutionalChange, and Economic
Performance (Cambridge: Cambridge University Press, 1990).

2. Tom Bethell, The Noblest Triumph (New York: St. Martin’s Press, 1998),10.

3. For additional information, see John McMillan, Reinventing the Bazaar: A Natural
History of Markets (New York, Norton, 2002),94-101. As McMillan points out, real
privatization would havebeen preferred. Nonetheless, the policy Was still “the
biggestanti-poverty program the world has ever seen” (see page 94).
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5. Clair Wilcox, Competition and Monopoly in American Industry. Monograph no. 21,
Temporary National Economic Committee,Investigation of Concentration of Economic
Power, 76th Cong.3d sess. (Washington, D.C.: U.S. Government Printing Office, 1940).
6. Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations, 18.

7. M. Mark Crain and Thomas D. Hopkins, The Impact of Regulatory Costs on Small
Firms (report for the U.S. Small Business Administration, U,S. Department of
Commerce), p.61. Downloaded August 6, 2004, at
http://www.sba.gov/advo/research/rs207tot. pdf.

8. For evidence on this point, see Edward Bierhanzl and James Gwartney, “Regulation,
Unions, and Labor Markets,” Regulation (Summer 1998): 4053.

9. Henry George, Protection or Free Trade (New York: Robert Schalkenbach
Foundation, 1980), 47.

10. Many of the “job savers” act as if foreigners are willing to supply us with goods

without ever using their acquired dollars to purchase things from us. But this is not the
case. If foreigners were willing to sell things to us for dollars and never use the dollars
to buy products from us, it would be as though we could write checks for anything we
wanted without anyone ever cashing them. Wouldn't that be great? In fact, however,
people do cash our checks when we buy things from them. They don't actually want
our checks; they want the things that money from our checking accounts can buy.
Similarly, people in other countries who export products to us don't want our money;
they want what the money can buy. Otherwise, we could just print the dollars we send
them to get their goods as cheaply as possible, without fear of inflation, because the
dollars would not come back to buy things in our market. But most of the dollars do
come back in the form of foreign purchases of goods made by American workers. Thus,
our purchases from foreigners-our imports-generate the demand for our exports.



11. When the exchange rate is determined by market forces, equilibrium in this market
will bring the purchases of goods, services, and assets (including both real and financial
assets such as bonds) from foreigners into balance with the sale of these items to
foreigners. During the last couple of decades, United States imports of goods and
services have persistently exceeded exports. With market-determined exchange rates,
such trade deficits will be largely offset by an inflow of capital of similar magnitude. The
capital inflow will result in lower interest rates, more investment, and additional
employment. Thus, even in this case, there is no reason to anticipate that there will be
a negative impact on employment. The U.S. experience illustrates this point. Even
though trade deficits were present throughout most of the 1980-2003 period,
employment in the United States expanded by about 35 millions.
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13. For additional details, see James Gwartney and Robert Lawson, Economic Freedom
of the World: 2004 Report (Vancouver: Fraser Institute, 2004) and the Web site
www.freetheworld.com.

14. Countries with lower initial income levels should grow more rapidly than those with
higher incomes (keeping other factors constant). After all, the low-income countries are
in a position to adopt technologies and business practices that have proven successful
in the higher-income countries. The freer economies have higher initial income levels, a
fact that makes their more rapid growth all the more impressive. It should be noted,
however, that the world's fastest growth rates have been registered by low-income
countries after they achieved relatively good economic freedom ratings (for example,
EFW ratings of 6.0 or better during 1980-2000). Thus, low-income countries can
achieve highly impressive rates of economic growth when they adopt institutions and
policies that are consistent with economic freedom.
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1. Thomas Jefferson, First Inaugural Address, March 4,1801.

2. Abraham Lincoln, fragment on government from 7he Collected Works of Abraham
Lincoln ed. Roy P.Basler, vol. 2 (Rutgers UniversityPress, 1953),220.

3. The principle that productive projects generate the potential for political unanimity
was initially articulated by Swedish economist Knut Wicksell in 1896. See Wicksell, “A
New Principle of Just Taxation,” in James Gwartney and Richard Wagner eds., Public
Choice and Constitutional Economics (Greenwich: JAI Press,1988). Nobel laureate
James Buchanan has stated that Wicksell'swork provided him with the insights that led
to his major role inthe development of modern public choice theory.

4. More than half of U.S. families now retain tax-preparation firms like H&R Block and
Jackson Hewitt to help file the required forms and comply with the complex rules.
Businesses spend roughly $5 billion each year in tax-consulting fees to the Big 5
accounting firms, to say nothing of the fees paid to other accounting, law, and
consulting firms. For additional details, see Office of Management and Budget,
Information Collection Budget of the UnitedStates Government, fiscal year 1999. Also
see Tax Foundation Special Brief by Arthur Hall, March 1996.

5. M. Mark Crain and Thomas D. Hopkins, "The Impact of Regulatory Costs on Small
Firms (report for the U.S. Small Business Administration, U.S. Department of
Commerce), p.24. Downloaded August 6, 2004, at
http://www.sba.gov/advo/research/rs 2 0 7 tot.pdf.

6. Quotation is from The Wall Street Journal, December 16, 1983.

7. For additional details on the sugar program, see Aaron Lukas, “A Sticky State of
Affairs: Sugar and the U.S.-Australia Free-Trade Agreement” (Washington, D.C.: Cato

Institute, 2004). In recent years candy manufacturers and other major users of sugar
have been moving to Canada, Mexico, and other countries where sugar can be
purchased at the world market price. Illustrating our earlier discussion of trade, the
import restrictions that “saved” jobs in the sugar-growing industry caused job losses in
other industries, particularly those that use sugar intensely. It will be interesting to see
if the increasing visibility of the job losses among candy manufacturers will weaken the
political clout of the sugar growers.

8. Interestingly, politicians will be in a position to extract more political contributions
from well organized interest groups when legislation that threatens their interests is



likely to pass. Interest group members will tend to give more political support and
campaign contributions in an effort (often succesful) to block or derail the harmful
legislation. For example, when the Clinton administration was pushing for widespread
controls over medical care in 1993, contributions to Congress by the medical industry
increased 27 to 30 percent above their levels in the previous nonelection year. See Fred
S. McChesney, Money jor Nothing: Politicians, Rent Extractionand Political Distortion
(Cambridge, Mass.: Harvard University Press, 1997), 56-57.

9. James Buchanan, The Dificit and American Democracy (Memphis: P. K. Steidman
Foundation, 1984).

10. E.C. Pasour Jr., long-time professor of economics at North Carolina State University,
has pointed out to the authors that the federal “dinner check” analogy can be carried
one step further. Suppose the check is to be divided evenly among the large group, but
the ordering will be done by committee, so there will be separate committees for drinks,
appetizers, entrees, salads, and desserts. Since each person can serve on the
committees of his (or her) choice, lushes will end up on the drinks committee,
vegetarians on the salad committee, sweet tooths on the dessert committee, and so on.
This arrangement further exacerbates the tendency toward overordering and
overspending. The arrangement just described closely resembles the committee
structure of the U.S. Congress.
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12. James R. Schlesinger, “Systems Analysis and the Political Process,” Journal of Law &
Economics (October 1968): 281.

13. See James Gwartney and Richard Stroup, “Transfers, Equality, and the Limits of
Public Policy,” Cata Journal (Spring/Summer 1986), for a detailed analysis of this issue.
14. James Gwartney and Richard Stroup, ibid.

15. Adam Smith, 7he Theory of Moral Sentiments (1759; New York: A. M. Kelley, 1966).
16. For additional details on this topic, see James Gwartney, Richard Stroup, Russell
Sobel, and David McPherson, Economics.: Privateand Public Choice. 10th edition
(Cincinnati: Thompson Learning/ Southwestern Press, 2002), especially Special Topic 8,
“The Economics of Health Care.”



17. Walter Lippmann, 7he Good Society (New York: Grosset & Dunlap, 1956), 38.

18. Points (b) and (c) are borrowed from Milton and Rose Friedman, Free to Choose
(New York: Harcourt Brace Jovanovich, 1980). See particularly chapter 10.
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I. Thomas Stanley and William D. Danko point out in their best seller, The Millionaire
Next Door (Atlanta: Longstreet Press, 1996), that the most common characteristic of
millionaires is that they have lived beneath their means for a long time. Over half of
them never received any inheritance and fewer than 20 percent received 10 percent or
more of their wealth from inheritance (p.16).

2. Some may need creative methods of controlling impulse purchases with a credit card.
If this is the case, economist and financial adviser William C. Wood suggests that you
freeze your credit card inside a block of ice in your refrigerator. By the time the ice
thaws, your impulse to buy may have cooled. For an excellent book on personal finance
written from a Christian perspective, see William C. Wood, Getting, a Grip on Your
Money (Downers Grove, IL: Inter-Varsity Press, 2002).

3. Prof. William C. Wood calls such items “SIT expenditures.”Wood indicates that “SIT
stands for two things: (1) sit down when you get an unexpected bill, and (2) surprises,
insurance and taxes.”

4. Our calculations assume that your investments yield a return of 7 percent every year.
Obviously this is unlikely to happen. Even though you can expect an average annual
return of approximately 7 percent, this return will vary from year to year. This can



make a difference in how much you accumulate at retirement, but the difference is
likely to be small.

5. A 7 percent real return may not sound like much compared to what some stocks,
such as Dell and Microsoft, have yielded. But a 7 percent compounded rate of return
means that the value of your savings will double every ten years. In contrast, it will
take thirty-five years to double your money at a 2 percent interest rate, the
approximate after-tax return earned historically by savings accounts and money market
mutual funds. (Note: you can approximate the number of years it will take to double
your funds at alternative interest rates by simply dividing the yield into seventy. This is
sometimes referred to as the Rule of 70.)

6. See Liqun Liu, Andrew J. Rettenmaier, and Zijun Wang, “Social Security and Market
Risk,” National Center for Policy Analysis Working Paper, no. 244, July 2001.

7. Over the thirty-plus years from January 1971 through October 2001, the average
return from equity mutual funds was 10.72 percent per year. Over the same period, the
Wilshire 5000 (which now includes over six thousand stocks), earned an average annual
return of 12.09 percent, and the S&P 500 earned an average annual return of 12.36
percent. Furthermore, these averages do not include the fees and commissions that
often run as high as 2 percent of the total investment in managed funds but which are
commonly less than 0.25 percent of the total investment in indexed funds. Once these
differences in expenses are considered, the difference in expected returns from
investing in an indexed mutual fund and an actively managed mutual fund favors
indexed mutual funds by an even larger margin. See Jeremy

J. Siegal, Stocks for the Long Run, 3rd edition (New York: McGraw Hill, 2002), 342-43.
Also see Jonathan Clements, “The Truth Investors Don't Want to Hear on Indexed
Funds and Market

Soothsayers,” Wall Street Journal, May 12, 1998, C1.

8. This example comes from pages 13-14 of Burton G. Malkiel, A Random Walk Down
Wall Street (New York, W.W.Norton & Company,1999).

9. For these and other examples see Malkiel, 1999, p.183. For additional evidence that
a mutual fund yielding a high rate of return during one period cannot be counted on to
continue to do so in the future, sec Mark M. Carhart, *On Persistence in Mutual Fund
Performance,” The Journal of Finance 52, no.1 (March 1997): 57-82.



10. See Burton G. Malkiel, A Random Walk Down Wall Street: The Time-Tested Strategy
for Successful Investing (New York: W.W.Norton & Company, 2003),189-190.

11. Even those investing in index funds should obtain some advice from experts. There
are tax and legal considerations such as taking advantage of tax-deferred possibilities,
establishing wills and trusts, making wise insurance choices, etc., which do require
input from specialists.

12. James K. Glassman, in “Eyes on the Prizes,” January 7, 2003, Tech Central Station,
at
http://www.techcentralstation.com/1051/techwrapper.jsp?PID=1051_250&CID=1051_0
10713D usesthis example and deals with strategies for each of these savingsgoals in

more detail.
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