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PUBLIC INTEREST [ AW

Wlat does the term convey to you? For many it conjures up some “public interest”

groups who have used this vehicle for change and social justice to reshape America in their
own image. But their image of America is often frightening.

% Inthe name of “civil liberties” they seek to censor out of the public square any

positions or values informed by faith or which they perceive as “religious.”

% In the name of “free speech” they all too often enforce only the ideology of

the new statists and the politically correct police and seek to prevent all other

points of view from having access to the marketplace.

* In the name of “family” they seek to dismantle the family and substitute in

‘1% its place same sex unions and relationships of convenience.

S % In the name of new found “rights,” they endorse, promote and seek to

enforce, with our tax dollars, the legalized killing of the

® unborn up to the day of birth; and the medical extermination

of the elderly, the disabled, and the seriously ill. Rather than

encourage those who have lost the desire to live to choose life,

they encourage them in suicide.

IS THIS ALL REALLY IN THE

“PUBLIC INTEREST”?
We don’t believe it is and we're
convinced you don’t either.

Wre the AMERICAN CENTER FOR LAW AND JUSTICE,

. anational public interest law firm and educational
= ,ﬁrgamzatmn dedicated to pro-liberty, pro-life and
~pro-family causes.
* We believe that the First Amendment protects free speech. That includes religious speech in
the public arena and “politically incorrect” speech.
% We believe that there is an inherent and pre-eminent right to life and that one of the genuine
roles of government is to protect, preserve and defend life, not legalize its destruction in the
name of new found “rights.”
* We believe that the family is the basic cell of civilization and must be protected and
supported if the social order is to remain intact.
* We practice true public interest law and we're in the battle of our lives.
If you want to help us or simply find out more about our work, write for a free copy of our
journal, LAW & JUSTICE.

e i

1]
EST 1990
v

This message ﬂ 2 is presented by

THE AMERICAN CENTER ¢ Q. - )JFOR LAW AN D JUSTICE



Summer 1993

Number 65

polic

Please Do No Harm
A doctor’s successful battle with Medicare price controllers
holds a warning for Hillary Clinton’s task force.

Calm After Desert Storm
Dick Cheney’s blunt talk on tax cuts, price controls, and
our new commander in chief.

On the Cutting Edge
House Republicans show Bill Clinton how to chop the
deficit without raising taxes.

Casting a Wider Net
Admitting tactical mistakes, the leader of the Christian
Coalition sketches a broader political strategy.

Bush-League Unemployment
Job growth is finally back, but Bill Clinton’s labor policies
threaten to cut it short.

West of Eden
California’s economic meltdown threatens the national
recovery. Who’s to blame?

Chicago’s House of Hope
Over 90 percent of this homeless shelter’s former residents
lead independent, successful lives. What’s their secret?

Free Trade’s Forgotten Amigos
Forty U.S. governors support free trade with Mexico.
Where are their congressmen?

City Lights
Maverick mayors in Philadelphia, Indianapolis, and
Milwaukee are revitalizing their cities.

Notes from the Underground
No slump here: America’s informal economy flourishes.

Yakkity-Yak, It’s Coming Back

Doo-Wop fans dance to family values.

How Mighty Is MITI?
Karl Zinsmeister takes on 33 critics.

L\

€
“Heritage “Foundation,

Lois J. Copeland M.D.

An interview by Adam
Meyerson

John R. Kasich

Ralph Reed Jr.

Carlos Bonilla

Steven Hayward

Sister Connie Driscoll

Douglas Seay and
Wesley Smith

William D. Eggers

Jeffrey R. Tucker

Mark Gerson

Letters to the editor

4

14

23

31

36

42

50

57

67

76

80

84




INTRODUCING MAGAZINES ON TAPE

The Best Articles From
America's Top Magazines...
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Had
Enough?

The Clintons have declared war on productive, successful
Americans. But you can fight back!

IGHER TAXES. Increased spending. Gays in the

military. Radicals in the cabinet. Bigger
government than ever before. If you’re appalled by
what Bill Clinton has done so far—brace yourself.
He’s got more planned for your future!

In “THE CLINTON-ERA SURVIVAL KIT” we
reveal the hidden agenda of the Clintonistas—
including plans the liberal press wants suppressed by
all means possible. Here is a sample:

e HOW the Democrats will move to “gerrymander” all
of America to ensure a liberal dynasty.

o HOW they’ll repeal the Hatch Act so IRS agents,
EPA fanatics and other federal employees can put
political pressure on you.

e HOW they’ll grant statehood to Washington, D.C. to
give themselves two more liberal senators.

e HOW they’ll expand the judiciary and load the
courts with political favorites of Hillary Clinton
and other radical feminists.

And speaking of Hillary, you’ll finally learn the
covered-up truth about her hard-left past. Her
conversion to “sixties radicalism” while a student at
Wellesley. Her role as a militant protest leader at Yale
Law School. Her ultimate emergence as the “Winnie
Mandela” of American politics.

You’ll also receive an up-close profile of the man
feared most by the Clinton Administration...Rush
Limbaugh! Who is this fascinating character who’s
become conservatism’s rock’'n’roll media super-
weapon? Find out how Rush went from small-town

disc jockey to number-one radio talk show host. Visit
with Rush in his New York studio where he
demolishes liberal frauds with joy and humor.

We won’t kid you. It’s going to be a long, bumpy road
to 1996. But “THE CLINTON-ERA SURVIVAL KIT”
can make your journey a whole lot smoother. Best of all,
the kit is YOURS FREE with your introductory sub-
scription to The American Spectator . . . America’s most
fearless magazine. From David Brock on the real Anita
Hill story to Michael Fumento on Magic Johnson and
AIDS, don’t miss some of the best investigative reports
ignored by the mainstream media. Subscribe today!
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3 call 1-800-472-9990.

[ YES, please rush me my FREE CLINTON-ERA
SURVIVAL KIT . .. and send me a full year (12 monthly
issues) of The American Spectator for just $29.95—more
than $5.00 off the cover price. And if it’s not for me, I'li
just cancel and receive a full, prompt refund on all
unmailed issues.
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PreASE Do No HarMm

A Doctor’s Battle with Medicare Price Controllers

Lor1s J. CopELAND M.D.

I am a physician, an internist in a solo practice, and
I am in mourning for the dignity and nobility of the
medical profession.

I started in my current practice in Bergen County,
New Jersey, 18 years ago when 1 took over the practice
of a retiring physician. I was seven months pregnant with
my first child at the time, and I went into labor while
making rounds on a Friday night. I was back at work
full-time three days later. I returned to work as promptly
after the births of my three other children. It was not
unusual in the early years of my practice to find me
arriving at the emergency room, a baby under each arm,
to see a patient.

I consider myself an old-fashioned doctor. I try to get
to know my patients, and their families, in an effort to
provide quality care to them. Because I have a large
practice, and work 12 hours a day, I have been well
compensated financially, but I do not charge outrageous
fees, nor do I require my patients to come to see me
more than is strictly necessary. [ make house calls, and
my practice includes a number of patients I care for at
no charge. Over the years [ have become close to my
patients, many of whom are senior citizens; I regard a
great number of them as my friends.

These close relationships, the opportunities to com-
fort and heal, and the intellectual challenges of medicine
have been gratifying—so much so that despite the great
difficulties of raising a young family and having so little
time to spend with them, despite the long hours and
intense effort my practice demanded, I have felt, until
lately, richly rewarded by my work.

Patient Against Doctor Against Government

Most physicians know that this level of devotion to
our profession is disappearing in America. Government
intervention in medicine has taken away the dignity of
the physician and the privacy of the patient-physician
relationship, and it threatens the financial viability of
private practice. Government price controls have
restricted many physicians’ freedom to care for govern-
ment-insured patients adequately, reduced the number
of physicians willing to care for these patients, and still
has not reduced overall medical costs. Mountains of

paperwork aud continual wrangling with health-system
bureaucrats are distracting physicians from the more
important work of treating the sick, while shrinking
profit margins and hassles caused by mandatory
regulatory compliance are forcing many doctors out of
private practice. We are seeing more and more forced
rationing of care, especially for senior citizens.

And finally, the government has denied older
Americans freedom of choice in health-care purchasing.
The Medicare bureaucracy has attempted to prohibit
doctors from making private contracts with their
Medicare patients, even when no Medicare reimburse-
ment is being sought, effectively turning the large
majority of senior citizens in this country into dis-
enfranchised, second-class citizens, with little voice in the
intimate decisions of their own health care. Together,
these federal interventions have degraded the medical
profession, pitting patient against doctor against the
governmerit.

I decided to act against this degradation, and in 1991,
along with five of my patients, I fought one part of the
federal health system, Medicare Part B, as administered
by the Health Care Financing Administration and the
Medicare carriers. Our goal was to regain freedom of
choice for those senior citizens who want full access to
high-quality health care, as well as privacy and dignity in
their relationship with their physician. Our story is a
warning to those who, like the members of Hillary
Clinton’s task force, believe that the solution to
America’s health-care problems is government or third-
party management.

The Distress of Medicare

My greatest distress as a physician in private practice
has come from Medicare, specifically Medicare Part B,
and the agencies that administer the Medicare program.
Medicare is the governmentsponsored health plan for
Americans over 65 who are not actively employed, and
the disabled. Every American over the age of 65 who
collects Social Security is eligible for Medicare coverage.

Lois J.T]OPEIANE is a physician in?m’vate practice in
Hillsdale, New Jersey.
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Medicare is divided into two parts: Part A, which pays
for most hospital care for the elderly, as well as some
non-physician nursing-home and home health-care ser-
vices; and Part B, which covers physician services and
related expenses. Those eligible enroll in Part B by
paying a premium that is deducted from their Social
Security benefits. It is Medicare Part B that has caused
some of my most disheartening and degrading experien-
ces as a physician.

Medicare was conceived during the era of the Great
Society programs of the 1960s. Then-President Lyndon
Johnson envisioned Medicare as a low-cost, universal
form of health insurance for the retired and elderly.
Although its goals were noble, one of Medicare’s unfor-
tunate side effects was that private insurance companies
eventually stopped offering health-insurance policies to
retirees and senior citizens, since the market for such
policies faded as Medicare participation grew. It has been
said that President Johnson coerced insurers into drop-
ping such coverage in order to guarantee Medicare
participation by all seniors.

Today there are virtually no insurance companies
offering primary, first-dollar health coverage to these
groups. The great majority of elderly Americans are
enrolled in Part B out of necessity; those who might
choose another form of health coverage really have no
available options. Enrollment is automatic unless specifi-
cally declined in writing. A 10-percent annual penalty
prevails in the premium if enrollment is delayed.

Generally, physicians who see Medicare patients fall
into one of two Medicare categories: participating or
non-participating. Participating physicians are in direct
contract with the government to provide services to
Medicare patients; they bill their local Medicare carrier.
The patient pays the doctor the co-insurance fee for the
service, but the doctor collects the rest directly from
Medicare. Non-participating physicians who are in con-
tract with their patients are paid by their patient, and
send a form to the Medicare carrier so that the patient
can be reimbursed for the amount he paid to the
physician, minus coinsurance. I always have been a
non-participating physician. I have taken on Medicare
patients gladly, but I want the minimum amount of
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James Stewart and Trudy Drucker, two of the five patients who joined Dr. Copeland in suing the Medicare system.
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government intrusion possible in the patient-physician
relationship. I want to deal directly with my patients, not
through a third party. I do not wish to work for the
government; I work for my patients. I believe there is a
great danger for my patients in my doing otherwise.

Price Controls and Sanctions

From the time I took over my practice in the early
1970s until approximately the mid-1980s, my experiences
with Medicare were quite positive. The program was
generously funded, and equal to the best of the private
insurance programs. The bureaucratic problems were
minimal; essentially, getting reimbursement from
Medicare for a patient visit or service was no different
than from any other insurance carrier. I and my patients
were satisfied with the program, and I was happy to
accept new Medicare patients.

The situation began to disintegrate during the mid-
1980s when, faced with spiraling Medicare outlays and a
mandate to cut costs, Congress enacted a number of
initiatives designed to regulate doctors’ fees for
Medicare-covered services. While refusing to raise
Medicare premiums for participants—a politically
dangerous move, considering the number of elderly

Federal price controls have
taken from older Americans
their freedom of choice in
health care.

voters in America—Congress in 1985 imposed a tem-
porary price freeze on Medicare physician services. Con-
gress eventually lifted the freeze, but replaced it with a
sweeping new Medicare pricing system, the Resource-
Based Relative Value Scale (RBRVS), which was enacted
in 1989 and phased in during 1992. The RBRVS system,
which is still in place, has strict price caps for services

Photos: Margaret Bonilla



and fines and sanctions for doctors not in compliance,
and is coupled with controls over the volume of services
a physician can provide through the Medicare system.
The RBRVS price limits fell far short of many doctors’
actual costs of services, including mine, but the regula-
tions prohibited physicians from charging more than the
limiting charges on the RBRVS schedule. And as so often
happens when price controls are in effect, many doctors
immediately looked for ways around the limits. Some
started limiting the number of Medicare patients they

Many physicians solve the
reimbursement dilemma by
refusing to see new Medicare
patients, and referring their
old ones to another doctor.

would see, or stopped seeing them altogether.

In addition to the price controls, the Health Care
Financing Agency (HCFA)—the division of the Depart-
ment of Health and Human Services (HHS) that ad-
ministers Medicare—and my state Medicare carrier set
new reporting procedures under the RBRVS system for
those seeking Medicare reimbursement. The new
method required that my office file a complicated claims
form, coded with specific Medicare designations, for
each and every patient service I provided to a Medicare-
enrolled patient, whether that patient was seeking reim-
bursement from Medicare or not. Filing an incorrect or
improper claim could result in a $2,000 fine; overcharg-
ing or establishing a private agreement with a patient to
pay more than the limiting charge for a service risked a
similar fine, and potentially even a loss of license.

The effect of all these regulations was a staggering
amount of paperwork for me and my office staff, and
continually shrinking income from my Medicare
patients. While the price I could charge my Medicare
patients was frozen, or in some cases actually declining,
my other expenses were going up. I continued to give
my office staff their well-earned annual raises, and to pay
increased prices for everything from office and medical
supplies to garbage removal. Malpractice-insurance costs
continued to climb, although they are more stable now
than a few years ago. Medicare was paying only about 50
percent of the costs for services I provided to Medicare
patients, a situation that continues today.

The Medicare Gap

A few examples of the current gap between my regular
fees and Medicare reimbursement illustrates the prob-
lem. I generally charge one flat fee for return visits, other
than comprehensive physicals, no matter how long the
duration of the visit. This fee for non-Medicare patients
is $60; the allowed Medicare charge for an intermediate
visit is $36.81. My fee for an initial hospitalization of a

non-Medicare patient, which includes initiation of a
treatment plan, history, physical examination, and hospi-
tal chart documentation, is $275, but I am allowed to
charge a Medicare patient only $122.71 for this same
care. An electrocardiogram (EKG) is another common
procedure performed by internists. I charge my non-
Medicare patients $50 for an EKG, but the maximum
charge allowed for my Medicare patients is only $32.33.
Surgeons suffer even greater disparities. In my region,
surgeons typically charge $1,200 to $2,000 for a carpal
tunnel release, a common procedure performed on the
wrist. Medicare allows a maximum charge of $300 for
this surgery. With most surgeons paying more than
$40,000 annually in malpractice insurance fees alone, it
is no wonder that fewer of them are willing to accept
new Medicare patients.

I found myself in the same bind as so many other
doctors—raising fees for my younger patients to make
up for the Medicare shortfall. My younger patients were
often far less wealthy than my Medicare patients, and I
was outraged at having to transfer additional costs onto
these younger people—many had children in school and
mortgages to pay. But my expenses were not frozen just
because Medicare payments were. And I refused to
engage in fraudulent activity just to compensate for my
Medicare losses. The business side of my practice began
to suffer, as did my morale.

I could have solved this dilemma, as many of my
colleagues have, by refusing to take on new Medicare
patients, or by telling my current Medicare enrollees to
find another physician, or by refusing them timely ap-
pointments. Buta number of my older patients were and
are my friends, and I did not want to cut them off; it was
not their fault that they had no alternatives to Medicare
coverage. And I was troubled by the ethics of such a
decision. How could I be the kind of old-fashioned
doctor I had always been if I started turning away those
who needed my help? How could I possibly refuse to
treat a sick patient?

Confusion and Anger
Price controls and paperwork were not my only
Medicare problems. The state carrier of Medicare, Blue
Cross/Blue Shield of Pennsylvania, (which has a contract
with HCFA to administer the Medicare program in New

Price controls and paperwork
were not my only Medicare
problems.

Jersey) often delayed reimbursement to my Medicare

patients by challenging my medical decisions, denying
payment for services already rendered, by requesting
additional information for claims even when the diag-
nosis or treatment ordered was unquestionable, and
sometimes by denying claims altogether, usually because
of some administrative mistake originating not in my
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office, but in the carrier’s. One of these letters to a
patient falsely stated that I was a chiropractor in explain-
ing why my services had been denied payment.

Unfortunately, in these cases it is often the patient,
and not the doctor, who is notified of the denial. Com-
plicated, jargon-filled, official letters from the carrier can
confuse and anger a Medicare patient; when the letter
refuses or delays reimbursement on the basis of an
alleged misdiagnosis or treatment error by the doctor,
the result is often a rift between doctor and patient, with
the patient accusing the doctor of improper care, or of
holding up the patient’s reimbursement.

This type of misunderstanding can go to extremes. A
former patient arrived in my office one day angry over
a Medicare reimbursement problem. Thinking I was at
the hospital, she called me dishonest in front of my office
staff, other patients and, most unfortunately, my 10-year-
old daughter, who happened to be there at the time.
The episode angered me and my staff, but deeply hurt
my child. Although this patient eventually was made to
understand that the mistake was not ours, I knew that
our relationship had been too severely damaged to con-
tinue. After 17 years of caring for this woman and other
members of her family, I had to ask her to find a new
physician. This story illustrates the aspect of Medicare
that I resent the most: the atmosphere of suspicion and
distrust that has grown up between doctors and their
patients because of Medicare’s intrusion in the patient-
physician relationship.

Hassle Letters

Appealing a Medicare denial is the doctor’s job, not
the patient’s, because the physician must write a letter
to the Medicare authorities justifying his or her treat-
ment. I have a large file of what I call “hassle” letters:
copies of letters I have written to the state Medicare
carrier, and in some cases to HCFA or other Medicare
oversight agencies, justifying my medical decisions, chal-
lenging the delays, the “down” or “up” coding of claims
to a different (and always lower) level of payment, and
the intimidating and sometimes threatening language

I have spent two hours a night
writing protest letters to
bureaucrats who had denied
my patients reimbursement.

the various Medicare agents use in communicating with
physicians and patients.

My hassle file is filled with many letters defending
treatments that Medicare was obligated to cover. One
letter defends daily hospital visits to a patient on a
respirator and intravenous fluids who suffered from com-
plete respiratory failure and terminal cancer. The
Medicare bureaucrats suggested that daily treatment of
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this patient was excessive. As I stated in my letter of
protest:

This is the most outrageous denial I have ever
received.... This person was absolutely in need of
my professional services, and required daily medi-
cal attendance. Whether you wish to pay for the
medical services or not does not affect the medical
need. Mrs. Jones [nother real name] was well aware
of the inadequacies or Medicare during her life ...
[she] always paid her bills despite Medicare denial
and was in full agreement of her responsibility to
pay my bills despite your attempts to cut back on
your insurance obligations. In addition ... how
could any reasonable person know that Medicare
would not support the hospitalization of a terminal-
ly ill patient on a respirator?

Medicare won’t even let you mourn in peace. From
another letter to the Medicare administrator:

I returned from my vacation ... to receive your
letter (a“medically unnecessary” denial letter) with
regard to my visit to the Emerson Convalescent
Nursing Home on June 6, 1988. Please be advised
that I was required to visit at that time by the
administration of the convalescent center, as Mr.
Smith had passed away suddenly and it was neces-
sary and required by the nursing home that I per-
sonally come and pronounce my patient. In the past
year I had received communication from the
Medicare Administration that visits for the
pronouncement of death would be covered.... I did
not feel it was appropriate or in good taste to call
Mrs. Smith during her acute grief to notify her that
the visit may or may not be covered by Medicare.

Writing these letters took a great deal of time. My
office staff was already overburdened with paperwork,
and I could not afford to hire someone with the medical
expertise to respond adequately to all the denials. Since
I was threatened with unconscionable fines, I always took
them home to do at night. My family paid the price for
this. I would come home from a full day of office visits
followed by hospital rounds at 8:00 or 9:00 PM,, eat a
quick dinner left for me on the table, and then spend
another two or three hours writing letters to Medicare
agencies.

Forbidden Private Contracts

By 1990, I had become very depressed by these govern-
ment intrusions on my practice, and was seriously con-
sidering leaving medicine. I began speaking about my
Medicare problems to many of my patients. In the fall
of that year, a letter written by one of these patients
appeared in the local newspaper under the title,
“Medicare Red Tape Is Jeopardizing American Health
Care.” She professed her shock at hearing that I was
contemplating leaving my practice. She wrote that her
physician was being “driven from the profession in which
she excels by the heavy hand of government
bureaucracy.”



“I have traveled extensively since our victory in the freedom of choice trial, giving lectures and interviews,
and encouraging patients and physicians to stand up for their rights.” —Dr. Lois Copeland

Many of my older patients well could afford to pay
me privately, and some wanted to make such an arran-
gement to help me meet my costs for providing their
medical care. Under such a contract, I would provide a
specific service for an agreed-upon fee—or in some cases,
for no fee at all, since Medicare regulators threatened
me with a $2,000 fine if I failed to charge any patient
the deductible, and another $2,000 fine if I failed to file
the proper form with Medicare. Several of my patients
were poor, and I did not wish to charge them anything—
not even the Medicare deductible. In such cases, no
Medicare-reimbursement claims would be filed because
reimbursement would not be sought. The Medicare
regulators no longer would intrude in these patients’
care when a private contract existed. I was still willing to
see Medicare patients, and my own ethical standards
would not allow me to turn away Medicare patients who
could not pay outside the system, but for private contract
patients over age 65, Medicare would not be able to
interfere in the patient-physician relationship.

But such an agreement was prohibited by the
Medicare carriers, who were backed up by HCFA. The
Jjustification for disallowing private contracts was that
physicians would overcharge their elderly patients
without the Medicare authorities acting as a watchdog.
The implication was that a patient was not intelligent

enough after age 65 to make his or her own decisions.
So even if I treated someone privately, and no Medicare
reimbursement was desired by the patient, I had to file
the proper Medicare claims forms proving that I had not
charged more than the maximum allowable fee on the
RBRYVS schedule—an insidious form of price control. No
confidentiality was allowed to a patient over age 65: all
visits and diagnoses had to be filed with the bureaucracy,
or I would be fined $2,000 per occurrence of failure to
comply.

The prohibition against such private contracts had
been upheld in 1988, when Federal Appellate Judge
Abner Mikva ruled in New York State Ophthalmological
Society v. Bowen that a Medicare beneficiary would have
to resign from Part B in order to privately contract. Judge
Mikva’s dictum resulted from the mistaken supposition
of both the defendant and plaintiff in this case that the
original Medicare law prohibited private contracting, a
supposition that was stipulated by both plaintiff and
defendant at the outset of the case. The Mikva ruling
often has been used by the Medicare regulators to justify
the prohibition of private contracts. This regulation not
only unfairly restricted me, but took freedom of choice
away from my patients, who could not contract for any
medical services outside of the Medicare arena.

Few patients over 65 could afford to“go bare”—to risk
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having no health coverage at all—and no other coverage
was available to people over 65 who were not actively
employed. The grim fact was that in America, if you were
retired, elderly, or disabled, you were forced into
Medicare by lack of alternatives, and you lost the freedom
to make personal medical decisions, as did your
physician when treating you.

Stewart vs. Sullivan

My frustration and rage grew, but I decided I would
not give up my practice or my Hippocratic ethic without
a fight. I began a letter-writing campaign to my congres-
sional delegation, to officials in HHS and HCFA, to other
members of the medical and insurance communities,
and even to the White House. The letters helped air my
complaints, and [ received replies to some of them, but
the replies did not offer solutions, and nothing changed.

I attempted to stimulate private-sector interest in an
alternative private insurance policy to replace Part B, and
travelled to Connecticut to meet with one insurance
executive who told me, “The golden age of medicine is
dead.” His vision of the future was clinics with hard
benches and whatever doctor was on call that day taking
care of the poor and the Medicare-enrolled. He saw no
future for the private practitioner because we were “too
inefficient.”

It was then that I called the Library of Congress and
found that the original Medicare statutes were still intact.
I sought advice and support from medical and legal
experts, and talked to my Medicare patients. A number
of my Medicare-insured patients volunteered to join with
me in a lawsuit to establish their freedom of choice of
medical care and their right to contract for medical care
outside the Medicare system. Of the 20 or so patients
who volunteered to participate in the suit, my attorney
and I chose five who represented a wide cross-section of
my practice and of Medicare enrollees.

The five patients formed a diverse group, with dif-
ferent reasons for pursuing the case, but in common was
their belief that their personal freedoms had been
abridged by the Medicare regulation against private con-

One insurance executive told
me, “The Golden Age of
medicine is dead.”

tracting. James Stewart had just turned 65 and entered
into the Medicare system, and was angry at his sudden
loss of the right and freedom to select the medical care
and the doctors he desired and could pay for, a right he
had enjoyed at age 64. Some physicians had stopped
taking Medicare patients, shrinking the pool of care
available to Medicare patients. When I asked him if he
would go to court with me, he agreed on the condition
that we found a good lawyer. As he said later, “Why
should I wake up with fewer rights on turning 65 than I
had the day before?”
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Joan Kennedy Taylor, my patient and a writer
knowledgeable about constitutional law, was convinced
that allowing private contracting might actually save the
Medicare program. With Medicare outlays so far outpac-
ing income, she argued that the Medicare trust fund
soon could be bankrupt; private contracting by those
who could afford to pay for their own care would save
Medicare funds for those who were needy.

Connie Streich, my retired former office assistant, had
helped hold my practice together when I first arrived;
she remembered the days when Medicare transactions
had been generous and simple, and was shocked at the
monster that Medicare had become. Miss Streich had

“Why should I wake up with
fewer rights on turning 65
than I had the day before?”

suffered her own problems with Medicare reimburse-
ment since her retirement, requiring me to justify much-
needed reimbursement; she was also my friend. She told
a reporter later that she saw the toll the Medicare battles
were taking on me, and said, “Really, I wanted to get
involved to help Lois.” Connie Streich was also one
patient for whom I wanted to waive my fee, and therefore
her deductible payment, but Medicare forbade me to do
so or I would incur a $2,000 fine.

Trudy Drucker, a patient of great devotion, was wor-
ried that I would have to stop taking Medicare patients
or leave my practice, and did not want to lose me as her
physician. Ms. Drucker also loved the prospect of a good
fight, and she was willing to fight hard to keep the
liberties she believed were essential to being an
American.

Warren Klose, the last of our group, had been told by
Medicare that he could not pay me for a visit he re-
quested because the bureaucrats felt the visit had been
medically unnecessary. His wife was upset that she could
not appeal Medicare’s decision because the amount was
less than $100—the minimum allowable in the appeals
process. Mr. Klose was angry at his and my abuse by the
Medicare system, and wanted to protest the degrading
treatment we had received.

Kent Masterson Brown, legal counsel for the Associa-
tion of American Physicians and Surgeons, who had
successfully battled the Medicare bureaucracy in Ohio,
agreed to represent us, and began an intense study of
the original Medicare statute and subsequent changes in
the law. The American Health Legal Foundation, which
supports litigation to resist compulsory political
medicine, recognized the importance of this case and
volunteered to help support the legal expenses. The
Freedom of Choice Fund was initially started by many
patient contributions, and the staffs of my area hospitals
donated to it generously. With this backing, on January
31, 1992, these five patients and I filed suit in federal



Judge Nicholas Politan ruled that the Secretary of
Health and Human Services had not articulated a clear
policy against private contracting.

courtin Newark, New Jersey, to enable Medicare patients
to contract privately for medical care outside Part B
without resigning from Part B. Our case became known
as Stewart v. Sullivan.

Our Honesty Used Against Us

Kent Masterson Brown was confident that we would
win the freedom to contract because his research had
revealed no explicit prohibition in the Medicare law or
regulations published in the Federal Register against such
arrangements. Medicare law repeatedly states that with
respect to Part B, Medicare is an entitlement, not a
compulsory requirement, and the original Medicare
statute specifically states that nothing in the Medicare
law prohibits a beneficiary from obtaining health-care
services through any other means of payment or in-
surance. It appeared that HCFA and the carriers formu-
lated their prohibition of the private contract by leaving
out the implied “if” in the law discussing physician sub-
mission of claims. Services “for which payment is made
under this part” does not translate into “all services for
any medical need must be paid under this part.” The
bureaucrats then enforced their interpretation with
threats and intimidation of physicians who may have
wished to deal with their senior-citizen patients privately.

It may seem unbelievable to those who do not deal
with government programs and the bureaucracies that
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administer them that physicians actually were coerced
into following a regulation that did not exist. But
physicians across the country had been told by their
carriers and by HCFA that private contracts were
prohibited by Medicare law. Physicians believed this must
be true if we were so told. Physicians did not ask for
proof, or check the statute itself, or ask to see the citation
in the Federal Register. They made their judgment based
on what they were told by the appropriate authorities.
Undl the lawsuit challenged this prohibition in court,
physicians naturally assumed the prohibition was in the
law. The great majority of physicians have honest, ethical
natures, and the bureaucracy used these attributes
against us.

An Absolute Victory

Our freedom-of-choice lawsuit, Stewart v. Sullivan, was
heard in oral arguments on September 14, 1992, in
federal court in Newark. Judge Nicholas Politan asked
the U.S. attorney representing HHS to identify the
source of the carriers’ statements that seemed to prohibit
private contracting. Mr. Robbins replied, “We don’t
know where those statements came from.” Mr. Robbins
also could not verify that Louis Sullivan, then-secretary
of the Department of Health and Human Services, in-
terpreted the Medicare Act to prohibit private agree-
ments, or whether Dr. Sullivan would try to sanction me
for treating patients outside the Medicare program.

Judge Politan did try to “flush out” the intent of the
suit as a means for me to charge more than the limiting
charges of the Medicare RBRVS schedule. Our attorney
pointed out that private contracting would allow the
doctor to charge more or less than the RBRVS rates, and
that in any event, freedom of choice, and not allowable
charges, was the point of the lawsuit,

Based on this testimony, as well as various internally
contradictory statements in correspondence from HHS,
Judge Politan ruled on October 26, 1992 that he did not
believe that the secretary had clearly articulated a policy
against private contracting. Judge Politan dismissed the
case after finding for us on a critical point: if Secretary
Sullivan had articulated a clear policy against private
contracting, such a policy would constitute an “injury in
fact,” giving both me and my patients standing to sue.
He stated that we, the plaintiffs, would find relief in his
court.

We considered this ruling to be an absolute victory.
Kent Masterson Brown stated in a press release after the
decision, “If the Secretary does come forth with a clear
policy [against the private contract], we’ll be back in
court immediately.... At present, there is nothing to
prevent patients from seeking private care on a case-by-
case basis. On reaching 65, patients become entitled to
use Medicare benefits. This entitlement does not require
patients to use those benefits to the exclusion of all other
methods of providing for medical care.”

The opinion in Stewartv. Sullivan upheld the idea that
we citizens of the United States have the right to do that
which we are not expressly prohibited from doing, as
stated in the Ninth Amendment and as articulated in
the Declaration of Independence. To say otherwise
creates the dangerous context in which the citizen acts
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only by permission of the government or state, rather
than by right.

After the Ruling

Since Judge Politan’s ruling, I have accepted new
Medicare patients with the understanding that, at some
times and for some services, I might seek a private
contract with them outside of Medicare to provide pay-
ment to me. This has not driven patients away, although
patients who want to use Medicare exclusively are, of
course, free to go to another doctor who will agree to
that. Certainly it is far more ethical for a physician who
cannot deal with Medicare for a particular service to offer
the private contract to a person seeking medical help
than to refuse to see the patient altogether. The plaintiffs
all have remained in my practice.

Oddly, the case has received little publicity from the
lay media. I have traveled extensively discussing the case
with physicians, giving speeches and interviews in the
medical press, and encouraging doctors and patients to
stand up for their rights. Private contracting is spreading,
but many physicians, still unfamiliar with the case, are
afraid to cross the Medicare carriers and HCFA. I receive
many calls each week asking me about the suit and the
waiver form that I now use with private patients over the
age of 65. As recently as March of this year, one of my
wealthy older patients was denied care in Durham, North
Carolina, because the clinic she went to for help in an
emergency was not accepting new Medicare patients,
even though she wanted to pay for treatment herself.
She had to make a number of calls and obtain help from
a friend to find a doctor who was willing to make a
contract with her privately to provide her care. This
patient was well aware that the private contract was
lawful, because she had contributed $500 to the Freedom
of Choice Fund.

Succeeding in this lawsuit has by no means solved all
my professional problems. My income continues to
shrink, and the regulations, paperwork, and expenses
continue to increase. And I miss the special relationship
I had with the senior citizens in my care before the
imposition of coded claims, fines, and threats.

I still seriously consider leaving the profession that I
love and for which I have sacrificed. As my son enters
his first year of college this year, I cannot encourage him
toward a career in medicine, even though both of his
parents are dedicated physicians. Many young people of
talent and ambition look at the health-care system in
America today and see no future for themselves; many
physicians in private practice are seeking other options.
My hospital staff is giving a dinner this summer for a
physician considerably younger than I am who has had
the “courage” to leave medicine.

A Warning to the Health Task Force
The Medicare headaches that I and many other
physicians have suffered are not unusual in the current
system—in fact, they are routine. Medicare is really not
a partisan issue, since both Republicans and Democrats
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Problems with bureaucracy and red tape are likely to
intensify under the Clinton administration.

have helped build the system. My problems with
Medicare began during the Reagan administration, and
jitwas George Bush’s bureaucrats who denied my patients
freedom of choice.

But it seems likely that these problems will intensify
under the Clinton administration. Having witnessed first-
hand the ensnarement of doctors and patients in the
Medicare web, I dread the prospect of government
health care management. My chief concern about the
Clinton health plan, whatever form it eventually takes,
is that it will politicize the entire health-care delivery
system, and dramatically increase restrictions on the way
physicians are able to treat their patients, interposing
the bureaucrat in all patient—physician encounters.

Managed competition, which now seems to be the
cornerstone of the Clinton plan, is supposed to be a way
to give all Americans access to health care. In reality, it
may cause a number of serious side effects: individuals
will have less choice in their health-care decisions; there
may be less access to certain providers and fewer services
overall; and development of the new technologies that
have made American health care the best in the world
will stagnate. The massive new bureaucracy that will be
required to administer such a system will increase red
tape and delays as well as costs. Price controls on health
services will force doctors out of practice.

I cannot imagine continuing under such conditions;
the danger is that the pool of talented, dedicated, in-
novative physicians will give way to doctors working not
for their patients, but for a government or corporate
paycheck. The civil servant mentality will predominate,
rationing will be inevitable, and the Hippocratic ethic,
which emphasizes the good of the patient, will disappear.
Under such a system, the profession of medicine that

Americans have known and come to rely on will cease

to exist. x
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CArM AFTER DESERT STORM

Dick Cheney on Tax Cuts, Price Controls, and Our New Commander in Chief

AN INTERVIEW BY ADAM MEYERSON

Dick Cheney is one of the strongest potential con-
tenders for the Republican presidential nomination in
1996. He is a man of national and international ex-
perience: best remembered for his distinguished per-
formance as secretary of defense during America’s
Desert Storm victory, he was also White House chief of
staff under President Gerald Ford, and then House
Republican Whip, one of the top leadership positions
in Congress. Elected six times to the House of Repre-
sentatives from Wyoming, he has proven vote-winning
ability in a state that went 26 percent for Ross Perot
last year. He comes from the West, a region where
Republicans are now in trouble—and which they must
recapture if they are to win back Congress and the
presidency. He is one of the few Republican leaders
widely respected by Democrats and independents. An
economic conservative and a moderate on social issues,
he probably also would be acceptable—no small feat—to
all factions of the GOP.

His greatest challenge, should he aspire to national
leadership, is to be a little bolder, a little more imagina-
tive, a little more stirring in his rhetoric. His message is
plain, no-nonsense, conventional, center-right
Republicanism—Iower taxes, limited government, freer
markets, a strong defense. This message could prove very
attractive to Americans after four years of Bill Clinton.
But will it be enough to galvanize the political coalitions
Mr. Cheney would need to win—and then to govern
effectively? He already has won his countrymen’s respect;
can he now move them to action to cure America’s
economic ills and arrest its cultural breakdown?

I talked with Mr. Cheney in late May in his office at
the American Enterprise Institute, where he currently is
a senior fellow.

—AM.

Policy Review: It is now two years after the spectacular
victory of the United States and its allies in Desert
Storm. What objectives were achieved during this war?

Cheney: The best way to evaluate Desert Storm is to
consider what the world would be like today if we hadn’t
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fought and won this war. If we had taken a pass on
Saddam’s occupation of Kuwait, by today he would have
the eastern province of Saudi Arabia and would sit
astride about 50 percent of the world’s oil reserves,
which he could control directly when you add up
Kuwaiti, Saudi, and Iraqi oil reserves. He’d be able to
dominate the rest of the reserves in the Persian Gulf.
And he’d have nuclear weapons. We had to stop this
from happening. And we did.

We did exactly what we set out to do in Desert Storm.
We liberated Kuwait, and we destroyed Saddam’s offen-
sive capability. Those were the two objectives we talked
about repeatedly in the run-up to the war, and once we
achieved those objectives, we stopped operations.

P.R.: What were President Bush’s most important con-
tributions to this victory?

Cheney: The president laid out the broad strategy. He
took a personal hand in organizing the international
coalition that gave us political and military support. He
managed the Soviet account. He worked with the United
Nations and the major Arab leaders who sent troops to
fight alongside U.S. forces. He gave the Defense Depart-
ment clear direction in terms of the objectives. Then
he let us fight the war and refrained from micromanag-
ing the military campaign.

He also deserves credit for having the courage to avoid
some of the mistakes that Lyndon Johnson committed
in Vietnam. When I told him we wanted to call up a
quarter of a million reservists, he never hesitated. He
said, “Do it.” When we said we needed to put a “stop-loss”
order in effect so that everybody currently in the military
would stay in for the duration, he said, “Do it.” He
consistently gave us the kind of political support that we
needed to use military force to maximum advantage.
That’s one of the reasons we were so successful.

P.R.: By contrast, how would you evaluate President
Clinton’s handling of the conflict in Bosnia?

Cheney: I've been very nervous watching President Clin
ton deal with the Bosnian conflict. This has been his
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Dick Cheney visiting U.S. troops during Operation Desert Storm. “The first obligation of the
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federal government is to maintain the nation’s security.”

first test in foreign policy. He has finally decided, at
least as of today, to refrain from a major addidonal
commitment of U.S. military forces. That’s the right
answer in Bosnia. Yet, it was painful to watch him get
there. Our allies have been very worried that he did
not seem to know what he wanted to do, that he’s been
all over the lot. First he was aggressive, then he backed
off. He talked a bold game during the campaign. Now
he’s reconsidered his position. The reconsideration has
been sound, but the way he’s managed it has created
some problems for our major allies. This is their first
experience with Bill Clinton, and I don’t think it's been
a reassuring one. But he’s new and green, and maybe
he’s learned from it.

I don’t think that advocates of U.S. military force to
end the bloodshed in Bosnia have properly considered
what would be entailed. Before you commit U.S. forces,
there are certain questions you need to be able to answer.
You need an objective that you can define in military
terms. Our military knows how to liberate a country,
destroy a navy, take down an air force; those are militarily
achievable objectives. But if you say, “Go in and stop the
bloodshed in Bosnia,” that’s not sufficiently clear to build
a mission around. Does that mean you're going to put
a U.S. soldier between every Bosnian Serb and Bosnian
Muslim?
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A second requirement is to specify rules of engage-
ment. The soldier or marine in the trenches needs
ground rules—what we call “rules of engagement™—
about how he is to achieve his mission. Whom does he
shoot? How much force can he use, and under what
circumstances? That's very difficult to define in this
nebulous kind of civil war that's been raging in Bosnia.
Who's the enemy? And how do you tell the good guys
from the bad guys? Is this a threesided conflict among
Serb, Muslim, and Croat, or a two-sided conflict between
Muslim and Serb? That’s never been very well defined.

You also need to know what constitutes victory. How
would you define it? How would you know when you had
achieved it? And finally, how do you get out? What'’s the
end game? How do you wrap it all up? And what’s the
cost in terms of American lives in that involvement?
Nobody answered these questions with respect to Bosnia.

Is there any reason to expect that an age-old conflict
based on animosities that go back for hundreds of years
is going to be ameliorated or ended by the temporary
presence of U.S. military force? I don’t think so. And for
all of those reasons, I was, and still am, very reluctant to
see us rely on U.S. forces to solve Bosnia’s problems. 1
am afraid we would have an ill-defined mission, we would
take significant casualties, and would get involved
without knowing how we were going to get out.
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P.R.: You got out of Iraq without going all the way to
Baghdad. Are you worried that Saddam Hussein is still
in power today?

Cheney: I'd rather he were not in power, but I don’t
see him at this point as a threat to any of his neighbors.
In that part of the world, I'm more concerned about
Iran. Saddam is unable to sell oil; without selling oil,
he can’t generate the revenue he needs to rebuild that
military machine we destroyed. The Iranians aren’t faced
with that situation; they have access to the world’s
markets, they are selling oil, and they are using some
of that revenue to regenerate their forces and expand
their capabilities. For example, they're buying diesel-
powered submarines and MiG-29s from the Russians.

Long term, we have to be concerned about both Iran
and Iraq. The Gulf is going to be an area of vital interest
to the United States for at least a hundred years. We
have to remain actively involved there—supporting our
friends in the region, trying to promote stability, and
responding to threats whenever they arise.

P.R.: Could America win a campaign such as Desert
Storm with the defense cuts that Bill Clinton is pushing?

Cheney: The cuts proposed by President Clinton are
dangerous. Could we win another Desert Storm after
them? I think so, but I don’t think we could do it as
effectively as we did in 1990 and 1991. The cost and
casualties would be higher. It would take us longer to
respond to a crisis and to finish the job.

We saw in 1980 the problems that arise when the U.S.
doesn’t maintain ready forces in peacetime. Remember
Desert One, when we weren’t able to mount a successful
rescue operation to get our hostages out of the embassy
in Teheran: we had equipment failures, we had an
accident when two aircraft collided in the desert, eight
people were killed, and the whole mission had to be
aborted. Now compare this with Desert Shield in 1990.
From the time the president said, “Go,” it took us only
14 hours to send the First Tactical Fighter Wing from
Langley Air Force Base in Virginia to Saudi Arabia. Ten
years before, in 1980, that same unit flunked its opera-
tional readiness exam; 47 out of the 72 aircraft were
grounded for lack of spare parts.

That’s what will happen again if the Clinton defense
cuts are ultimately approved. We’ll end up with a force
that’s not ready to deploy on short notice, that’s not
capable of carrying out the missions we assign it. It’s the
kind of force that would cause us to suffer much higher
casualties than necessary in the next conflict because we
didn’t maintain adequate peacetime capability. That's
the real danger of the Clinton budget cuts. For example,
freezing the pay of the troops, as President Clinton has
proposed, will ultimately have an impact on the quality
of the people we can retain in the force. And as the
quality of the people goes down, so will their perfor-
mance in the next war.

P.R.: You have argued that America demobilized too

hastily after victory in World War I and World War II.
What difference does the end of the Cold War make
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for America’s defense requirements? Which threats to
our security are mostly over? Which ones remain?

Cheney: The end of the Cold War has allowed us to
change our defense strategy dramatically. We have
moved away from the old strategy of containment and
the forces that were required to pursue that strategy.
We no longer face a wartime scenario of a massive,
all-out, Soviet-led Warsaw Pact attack on Western Europe
of upwards of 100 divisions that would begin on short
notice, would start from the inter-German border and
would probably require us to use nuclear weapons to
stop it. We no longer have to be prepared to fight that
sort of all-out global war with the Soviets.

Consequently, we no longer need to field 10 divisions
in Europe within 10 days of a decision to mobilize, or to
have forward deployed nearly five divisions in Europe.
The Navy can become smaller, because the Soviet navy
is rusting at the docks. We've been able to take down
our land-based battlefield nuclear weapons from Europe
and our tactical nuclear weapons off our ships at sea and
substantially reduce our strategic nuclear forces as well.
All of those things are a direct result of the end of the
Cold War and the actions we initiated in the Bush
administration. And they've all, for the most part, been
accomplished.

What we need now, as we proposed during my time
in the Pentagon, is sufficient force to be able to deter
or defeat an adversary who would try to dominate a
region of the world that’s vital to U.S. interests. The best
example of that, of course, would be preventing Saddam
Hussein from taking control of the Persian Gulf and the
world supply of oil.

P.R.: What are our interests in Russia today, and how
can U.S. policy promote them? Can direct financial aid
from the West make much of a difference in Russia?

Cheney: In Russia, our interests clearly lie in supporting
political and economic reform efforts aimed at building
a democratic society based on principles similar to our
own. A democratically governed Russia is not going to
be the threat to its neighbors and to the rest of the
world that the old Soviet Union was. We ought to do
everything we can to try to support these reform efforts,
keeping in mind that there’s a limit to what we can do
until the Russians make some very fundamental changes
themselves. Massive economic assistance is not going to
be helpful, for example, unless the Russians take control
of monetary policy, stabilize the ruble, and take other
steps to make it possible for them to use our assistance
effectively.

P.R.: President Clinton wants to slash the SDI budget
by some 40 percent from the level President Bush recom-
mended for fiscal year 1994. What role for missile defen-
ses do you see in the coming decade, and do you think
this can be achieved with the Clinton administration’s
budgets?

Cheney: It’s a big mistake to slash the SDI budget. The
Clinton administration says it inherited the 1983 concept
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“I’ve been very nervous watching President Clinton deal with the Bosnian conflict.” —Dick Cheney

of SDI, and that’s just dead wrong. It inherited the 1990
concept of SDI, which was dramatically different, which
was built after the end of the Cold War and put together
after a dramatic change in the Soviet military posture.
It specifically had been geared down so that we were
focusing on limited strikes, not on a massive, all-out
Soviet assault on the U.S. with ballistic missiles. That
had already been done, before the Clinton people ever
arrived on the scene.

The Clinton administration is now taking steps that
may cripple the program. One of our biggest needs as a
nation is to be able to defend ourselves and our forces
forward-deployed overseas against ballistic missiles. SDI
is the program to do that. It was Ronald Reagan’s dream,
and I think he was correct when he gave it a major push
back in 1983. I think we have the capacity to solve all
the problems connected with it and to actually deploy
strategic defenses. And at a time when the problem of
proliferation of weapons of mass destruction and ballistic
missiles is growing around the world, it’s not a time for
us to scale back our efforts to develop that capability.

SDI can also play a significant role in discouraging
proliferation. A number of our major allies have the
capacity to build ballistic missiles and nuclear weapons.
One way to discourage that is to make sure they under-
stand that we have the capacity to defend against missile
attack, and to extend that defense to them, so there’s
no need for them to add to the proliferation problem
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by developing their own nuclear weapons.

Some of the most exciting research and development
in the country in recent years has been in SDI. The
potential commercial spinoffs from there have been
significant.

P.R.: Do you agree with the Republican platform’s op-
position to women in combat?

Cheney: Well, let me state my own position. I think that
the ban on women serving in infantry, armor, and ar-
tillery units is appropriate and ought to stay in place.
The physical requirements are sufficiently difficult, and
the physical differences between men and women are
sufficiently great, that the capabilities of these units
would be degraded if women were incorporated into
them.

I think that some billets in the Air Force can be
opened up, though there shouldn’t be any relaxation of
the physical standards. Winning a slot as a fighter pilot
in the Air Force is extremely competitive, and ought to
remain so in accordance with the same standards that
have always been there. If some women can successfully
compete for those positions, I wouldn’t have any objec-
tion to their filling those billets. There shouldn’t be any
quota for how many women will have assignments there.

In all of these cases, the appropriate standard is: How
will a proposed policy affect the ability of the unit to
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“The Clinton administration is seriously undermining
the quality and morale of our armed forces.”

function in combat? We should not include women or
anyone else if their presence would hurt performance
in combat.

P.R.: You were first elected to Congress in 1978, with
Jimmy Carter in the White House and the Democrats
in control of both Houses of Congress. Within two years,
liberalism and the Democratic Party went down to crush-
ing defeat in the Reagan landslide. In preparing for
future victories, can the GOP draw any lessons from
the experience of Republicans in Congress in the late
1970s?

Cheney: Two of my most enjoyable years in public life
were those first two years in Congress. Maybe it was
because I was a brand new member of the House, and
I'was excited about being elected for the first time. But
it also was because Republicans were able to draw some
very stark contrasts between what we stood for and what
the Democrats stood for in the Carter years. We used
the period out of power in the late *70s to get our own
act together, which we needed to do. We went back to
Republican basics: lower taxes, smaller government, free
enterprise, a strong national defense. This laid the
groundwork for that tremendocus Reagan victory of 1980,
when we also captured control of the Senate and sig-
nificantly enhanced our numbers in the House.

P.R.:What are the most important issues for Republicans
to emphasize in the congressional elections of 1994 and
the presidential and congressional elections of 19967

Cheney: We should go back to the issues that have
worked well in the past. The American people want
greater confidence in their government, which they
generally believe hasn’t been working very effectively.
This gives Republicans a tremendous opportunity to
emphasize our traditional view that government is best
when it governs least. We need to reaffirm our fun-
damental commitment to freedom and democracy and
individual liberty and the genius of the free-enterprise
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system. We have to aggressively take on the Clinton
administration over tax policy. By advocating massive
tax increases, the Clintons have done us the great favor
of giving us back the tax issue.

National security and defense may conceivably be
important issues, too. This will depend to some extent
on external events. But certainly we ought to run aggres-
sively on the platform that America is the world’s only
superpower, and we have to maintain our military
strength. The Clinton program does not do that. The
Clinton administration is seriously undermining the
quality and morale of our armed forces. There is now
the distinct possibility that the next time we have to use
the force, the military won’t be able to perform as it
should because of the way it’s being treated under the
Clinton administration.

P.R.:What priority do you give to each of these objectives
in budget policy: preventing tax increases, sharply cut-
ting the deficit, cutting capital-gains taxes, providing tax
relief for families with children, and reducing federal
spending as a proportion of national income?

Cheney: The first obligation of the federal government
is to maintain the nation’s security. With the end of
the Cold War, we can do this with fewer resources than
were necessary before. We would have been able to do
it under the Bush program for about 3.5 percent of
GNP, which is less as a percentage of GNP than we’ve
had to spend on defense since before Pearl Harbor.
This is more than President Clinton wants to spend,
but it’s much less than the 6 percent of GNP we spent
at the height of the Cold War.

The second most important goal in budget policy is
to promote economic growth. Almost every other goal—
reducing the deficit, promoting opportunity, maintain-
ing the peace—ultimately depends on whether we have
sustained economic growth of the kind that we had
during the Reagan years. If economic growth is our
foremost economic objective, then itis important to work
for a capital-gains tax cut. Reducing the cost of capital
will expand investment and job creation and oppor-
tunity. Promoting economic growth also requires not
allowing government to grow relative to the total size of
the economy.

I'would cancel all of the Clinton tax increases. Raising
taxes flies directly in the face of our efforts to expand
the economy. I can’t think of a single instance in history
when a major tax increase has ever led to economic
prosperity. So I would hold the line on taxes.

With respect to deficit reduction, the emphasis has to
be on spending cuts. You can cut the size of government,
cut the number of people employed in the federal
government, and cut the amount of money government
spends. I know, because we did it in the Defense Depart-
ment in the four years I was there: we closed some 800
bases and installations worldwide, and eliminated
400,000 positions out of the Department of Defense. We
could similarly cut domestic spending if we went at it
aggressively. We could make progress on the deficit
simply by cancelling the $152-billion increase in new
domestic spending that Clinton wants.
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P.R.: Conventional wisdom has it that Republicans lost
the “family values” debate in 1992. Is this a battle worth
fighting? And if so, what are the most important family
and cultural issues for Republicans to emphasize?

Cheney: Values are important. They are an inherent
part of the debate about where we want to take the
country in the years ahead. But it’s important to handle
values in a way that does not convey an attitude of
intolerance. The Democrats are likely to do everything
they can to portray Republicans as intolerant of others,
and when that happens, we lose the edge in the debate,
as we did in ’92. We have to find ways to talk about
values that are inclusive, and are seen as generous and
enlightening. We cannot let ourselves be perceived as
having a message of hate or lack of respect for those
who differ with our views.

P.R.: Ross Perot won 26 percent of the vote in Wyoming,
with much of it coming from Republicans and GOP-
leaning independents. Why were so many people in
Wyoming attracted to Perot, and what must Republicans
do to win back their confidence?

Cheney: I'm still puzzled by the Perot vote. I'm not sure
how much of it was based on an attraction to Mr. Perot,
and how much was a protest vote based on unhappiness
with President Bush and then-Governor Clinton. But
Mr. Perot was saying some things that were very appeal-
ing to people of Wyoming—my voters, my constituents;
they elected me six times.

The people in Wyoming are frustrated with the size
and cost of government. They sense that it doesn’t work
very well. Mr. Perot was able to capture a lot of their
frustration with his rhetoric. I'm not certain he could
have done anything about it if he had gotten elected.
But he was able to articulate a view with wide appeal in
a state like Wyoming, where we look askance at big
government, believe deeply in a low-tax philosophy, and
think that the deficit is a serious problem that we need
to get under control.

Republicans will win back Perot voters if we can per-
suade the public that we offer the best prospect of
reducing the size of government in a way consistent with
the conservative view of the world held by most
Americans. It’s a matter of establishing our own
credibility and our commitment to those principles that
made us the majority throughout the 1980s.

P.R.: Black Americans have found more advancement
opportunities in the military than in any other sector of
society. What lessons do you see here for domestic
policy in terms of providing greater opportunities for
blacks and other minorities?

Cheney: I don’t think there’s any question that the
military has offered great opportunities for blacks and
other minorities, in terms of upward mobility. The
military runs on merit. You have to meet very clear
standards in order to advance, and you are judged not
on the color of your skin, but on how well you meet
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“The American people want greater confidence in their
government, which they generally believe hasn’t
been working very effectively.”

those standards. T wish the rest of the society would
work in the same way; [ can’t say that it does. Over the
years I think the military has benefited from the per-
ception that it offers equal opportunities to minorities
in a society where there are still vestiges of discrimina-
tion. The military has become a magnet for those who
want to advance themselves, and so it has been able to
attract the best and the brightest.

P.R.: You worked as a price controller for President
Richard Nixon.

Cheney: A terrible experience.

P.R.: What did this experience teach you about price
controls, say, in health carer

Cheney: Early in my career—1971 to early 73— worked
on the Cost of Living Council, and during much of that
period I was assistant director for operations. I oversaw
3,000 IRS agents in their efforts to enforce wage-price
controls. It demonstrated conclusively, if any demonstra-
tion was needed, the foolishness of a central bureaucracy
in Washington trying to control something as complex
as the American economy, in terms of setting wages
and prices and profit margins for every enterprise and
man and woman and child in the country. Proposing
wage and price controls was one of President Nixon’s
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biggest mistakes. And the notion now that the Clintons
are talking about—some system of price controls as an
integral part of their health-reform package—is a grave
cause for concern. Nobody’s smart enough to write the
regulations to do, by fiat, what we’re able to do by
letting the marketplace work.

One of the problems with wage and price controls is
that economic decisions suddenly become political
decisions. People perceive that policy-makers are making
decisions about wages and prices, so they rush in to lobby
the policy-makers. Then the politicians get involved.
Imposing controls politicizes what should be a non-politi-
cal or economic process—the allocation of resources in
the economy. One of the worst consequences is that the
entrepreneur spends all of his time trying to figure out
how to manipulate the controls in order to make a profit
instead of trying to figure out how to build a better
mousetrap and outcompete his competitors.

Let me just comment on the whole health-care debate.

Nobody’s seen the Clintons’ final proposal, butI don’t
buy the argument that we have the world’s worst health-
care system. We have the world’s best health-care system.
It’s not perfect, but it is a tremendous success story for
this country.

The medical profession and drug industry have
dramatically improved the lives of all of us. Go back 30
and 40 years, when we had no effective medication for
controlling blood pressure or lowering cholesterol levels,
and no effective vaccine against polio. Now we do, plus
much, much more. America’s pharmaceuticals industry
1s one of the most dynamic, technology-driven, industrial
sectors anyplace in the world, and the Clintons have gone
out of their way to trash it.

We also keep hearing about the 37 million Americans
who don’t have health insurance. Not having health
insurance, though, doesn’t mean you don’t get health
care. It means you go to the emergency room, and the
rest of us pay for it through our own insurance rates. I
remember a time when I didn’t have any health in-
surance, either. I couldn’t afford it, but I also was young
enough so that I didn’t think that I really needed it.

We need to look at what the health care system
currently is able to provide before we tear it down. I'm
worried that we’re embarked upon a course where the
90 percent of the system that works very well is going to
be destroyed in order to do something supposedly to fix
the 10 percent that needs to be fixed. And I don’t hear
anybody in the administration arguing the merits of the
existing system, pointing out its enormous successes,
pointing out that, for the vast majority of Americans, we
have a higher standard of health care than any other
society in the world.

P.R.: About half the surface area, and three-quarters of
the energy and mineral resources, of Wyoming are
owned by the federal government. Are there ways to
strengthen the economy of Wyoming, without hurting
environmental protection, by giving commercial interests
greater access to these resources?
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Cheney: My frustration as Wyoming’s lone congressman
was that my friends in New York and California thought
they knew better than we did about how we ought to
manage our affairs in the state, when in fact we’d done
a far better job than they had in preserving our en-
vironmental resources and quality of life. That’s why so
many of them keep trying to buy ranches in Wyoming.

An awful lot of the appeal of Wyoming depends on
preserving its tremendous environmental assets. I was
pleased as congressman to sponsor legislation that added
almost a million additional acres to wilderness. It was
good legislation, and those lands ought to be protected.
But we also have to develop prudently those resources
that are necessary for economic growth and develop-
ment. And I think we’ve done that pretty well in Wyom-
ing.

Wyoming is the nation’s leading coal producer now,
and most of that coal comes from public lands. It’s in
everybody’s interest that this coal be mined. It’s low-sul-
fur, so it contributes to cleaning up the environment,
and it produces jobs, revenue, and energy. And we're
able to mine it in a safe and sound manner from an
environmental standpoint—we have tough reclamation
standards, and we reclaim the land almost as soon as it’s
mined. It’s a mistake to treat environmental protection
and economic development as a zero-sum game. The
way we mine Wyoming coal is good for both the economy
and the environment.

P.R.: More generally, how would you lower the costs of
environmental regulation without hurting environmental

quality?

Cheney: A significant portion of the regulatory cost
comes from trying to get that last 2 or 3 percent of
improvement in the environment, so we might be able
to get some savings there. We should also look for ways
to let the marketplace provide incentives for people
who want to do the right thing.

I've always been attracted to the idea of allowing
people to buy and sell emission credits. This has been
started in the 1990 Clean Air Act. If you let the
marketplace work, people will be amazingly creative in
finding ways to make changes that are environmentally
sound and, at the same time, economically sustainable
and supportable. For this to work, government needs to
resist the temptation to spell out exactly or precisely the
manner in which the cleanup needs to be achieved.

P.R.: Who are your heroes?

Cheney: I'd start with my parents. They have embodied
the old-fashioned virtues of hard work and deep religious
convictions and a fundamental faith in America. They
have dedicated themselves to doing everything they can
to create opportunities for their children, to pass on
their inheritance to their children and grandchildren
in better shape than they found it. They have never
been flashy, but have lived courageously. z
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The House GOP Alternative to Clinton’s Budget

Jonn R. KasicH

On March 18, 1993, 132 Republicans and three
Democrats did something unusual for members of Con-
gress: they voted to shrink the size of the government.

The vote was for a budget resolution, offered on the
floor of the House of Representatives by Republicans on
the House Budget Committee, to reduce federal spend-
ing by $430 billion over five years. This GOP budget
achieved the same amount of deficit reduction promised
by President Clinton’s budget. But unlike the president’s
plan, the Republican budget achieved all of its savings
through spending restraint. It did not raise any taxes and
did not disturb the government’s Social Security contract
with the American people.

Many Republicans initially believed it was a mistake
to put forth such a budget of their own. However, as the
new ranking Republican on the House Budget Commit-
tee, I believed it was absolutely necessary for the GOP to
develop a bold, serious budget alternative to the
president’s economic plan. My GOP Budget Committee
colleagues and I convinced most members of our party
in the House that a detailed budget was essential in
distinguishing the Republicans’ intent to control the
growth of the federal government from the Democrats’
desire to expand it.

“No Hot Air, Show Me Where”

When President Clinton presented his budget sirategy
on February 17, in what he called his “Vision of Change
for America,” he asked critics of his plan to be as specific
and thorough as he was in developing their alternatives,
and precisely identify where they would allocate resour-
ces differently. His demand: “No hot air, show me
where.” Leon Panetta, the new director of the Office of
Management and Budget (OMB), repeated the chal-
lenge in testimony to the House Budget Committee.

Committee Republicans already had decided that any
alternative they produced would be substantive and
specific—it was not enough to call for a spending freeze
or spending “caps.” Such mechanisms only determine
limits on aggregate spending amounts; they do not face
up to the kinds of program changes needed to achieve
the savings. They also ignore the different impact that
the same level of spending cuts will have on individual
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programs and departments.

Control of federal dollars can only come by confront-
ing particular programs line by line. Republicans needed
to show precisely how and where they would achieve the
savings they claimed.

A Clinton Trap?

Republicans who were reluctant to go forward with
an alternative had understandable concerns. They saw
the Clinton challenge as a trap. A GOP budget alterna-
tive would draw attention away from the Clinton budget
and its numerous flaws, while asking Republican mem-
bers to support spending cuts that could be unpopular
with many constituents. It could draw the opposition of
various interest groups, focusing attention on what they
disliked in the Republican plan and away from every-
thing that was wrong with the Clinton plan.

Despite these hazards, Budget Committee
Republicans were convinced that, without a credible
alternative to the president’s budget, Republicans would
come off as petty naysayers whose criticisms would not
be taken seriously. Even more important was the future
impact of such an approach. If Republican policies were
to succeed in the long run, they would have to be
formulated, explained, and advanced at every oppor-
tunity. If Republicans wanted to govern again, they had
to show they knew what role the federal government
should play in the life of the nation and that process had
to start now, with the budget resolution.

The zeal and commitment of the committee’s
Republicans became apparent early. They quickly agreed
on certain demanding criteria for their budget:

Credibility. Every spending reduction, every program
termination, every government reform had to be based
on sound and defensible analysis. There could be no
gimmicks.

Specifics. The Republican budget would need to be
thorough and specific—as much as the president’s plan.

Political viability. The budget had to be one that a

]_OHN R. KASECH, a sixth-term Republica?z, represev?t& the 12th

district of Ohio and is ranking minority member of the House
Budget Committee.
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large majority of Republicans could support. A program
that received no more than, say, two dozen votes would
not represent a realistic blueprint for governing behind
which Americans could rally.

Social Security Off Limits

Several other substantive criteria were established.
First, and most important, the Republican plan would
contain no tax increases. One of the most fundamental
convictions of Budget Committee Republicans is that
chronic budget deficits are the result of excessive govern-
ment spending, not inadequate tax revenues. The
Republican budget resolution needed to reassert this
pomnt.

The president already had reversed his campaign
promise to cut middle-class taxes. The budget plan he

President Clinton proposed to
raise taxes on two kinds of
people: people who are
wealthy and people who
breathe.

unveiled in February contained more than $350 billion
in tax increases, many of them imposed on middle-in-
come earners. These included taxes on energy, gasoline,
and on the Social Security benefits of middle-income
senior citizens. These taxes, along with the many others
the president proposed, offered Republicans a clear
opportunity to demonstrate the differences between the
two political parties: We would reduce the budget deficit
without raising any taxes.

Second, Social Security was off limits. Republicans
believe that Social Security represents a fundamental
agreement between the Federal Government and the
American people—an agreement that must be
preserved. Once Mr. Clinton raided Social Security
benefits by expanding the taxable portion of these
benefits and calling the added taxes a spending cut, he
presented a clear opportunity for a distinction between
Democratic and Republican strategies: Republicans
would achieve their deficit reduction without cutting
benetits that American senior citizens have come to
consider a sacred trust.

Third, prudence was essential in the defense arena.
The president, in his budget, proposed roughly $112
billion in defense spending cuts over five years. This was
double the amount of defense cuts he had proposed
during his campaign. Republicans acknowledged that
the world had changed with the end of the Cold War.
This did not mean, however, that the United States and
its allies were now free of security threats. Therefore, the
Republican budget would adhere to the figure on which
Mr. Clinton had campaigr >d—cutting no more than $60
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billion from defense over five years. We didn’t outline
in detail where our $60 billion in defense cuts would
come from. Indeed, we might have lost some coalition
members if we had to identify specific weapons systems
to be eliminated or specific bases to be closed. We were
as specific here as the president was.

Wide Latitude for Working Groups

To develop a comprehensive plan, Republican com-
mittee members were divided into several working
groups: national security, economic growth/budget
process, health care reform, human empowerment,
physical capital, natural resources and science, and
government management. This approach allowed us to
distribute the work load and capitalize on the interests
and leadership talents of individual committee members.
For example, Alex McMillan of North Carolina has spent
years examining the alarming growth of spending in
Medicare and Medicaid, the government’s two major
health programs, and is the third-ranking Republican on
the Energy and Commerce Subcommittee on Health and
the Environment, which handles both programs. He
handled our working group on health care.

Another example was Lamar Smith of Texas, who for
several years has been pushing legislation to cut govern-
ment “overhead” spending on items such as travel, print-
ing, and supplies. He led the working group on
government management.

Jim Kolbe of Arizona has long been a strong voice on
the importance of restraining federal entitlement
programs, which are driving spending and the deficit.
He was put in charge of the working group on what we
called human empowerment.

Olympia Snowe of Maine brought expertise on
foreign aid programs from her post on the Foreign
Affairs Committee. She joined with Christopher Shays of
Connecticut, who has a deep personal interest in defense
issues through his work on the Government Operations
Subcommittee on Legislation and National Security, in
fashioning our national security proposals.

Committee members had only two-and-a-half months
to develop a complete budget. Working group sessions

Many Republicans initially
believed it was a mistake to
put forth a detailed budget of
our own.

were frequent, intense, and productive. Members
vigorously debated each one of dozens of proposals for
reforming the government and controlling its costs. Staff
members often worked into the night and through the
weekends compiling the working groups’ decisions.
Members also consulted at length with colleagues on
other committees whose support would be needed later.
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For instance, Bob Walker of Pennsylvania, the Ranking
Republican on the Science, Space, and Technology Com-
mittee, worked closely with our committee members to
shape a series of spending reductions that could win the
support of Republicans on his committee. Among these
was a recommendation to cancel the NASA program for
developing an advanced solid rocket motor.

Consultations between Budget Committee
Republicans and their fellow GOP members in the
House contributed to building a coalition for our budget
in two basic ways. First, each of the 17 committee mem-
bers was reaching out to other colleagues with whom he
or she had contact. Second, if non-committee members
made recommendations that we followed, they then
would have a stake in the product that emerged because
they had contributed to it.

The working groups were given considerable latitude
in developing criteria and spending goals tailored to
their programs. Working groups were not given specific
spending reduction targets they had to meet; they were
encouraged simply to seek out reasonable and significant
savings that could win broad public support. Further-
more, we were not just concerned with numbers. We
wanted to develop government reforms that actually
enhanced the effectiveness and efficiency of govern-
ment, while at the same time saving money.

Facing Political Realities

Our efforts culminated in a five-and-a-half hour meet-
ing of all the committee’s Republicans on the evening
of March 2. Every proposal developed by the working
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The Republican Budget plan would achieve savings with cu

s o

ts throughout the federal budget, not just-in defense.
In contrast, President Clinton’s only cuts were in defense.

groups was debated, line by line. Many were endorsed
without change. Some were altered and refined. By the
end of the evening, the members had reached an agree-
ment. The plan would reduce the deficit by $430 billion
over five years without raising taxes or touching Social
Security. It would ask most Americans to accept a little
more responsibility for their own lives, rather than
ceding it to the government, but it would impose no
devastating sacrifice on anyone.

Some early recommendations were altered in the
process. For example, the working group dealing with
natural resources recommended terminating funds for
the superconducting supercollider. But the termination
would make it virtually impossible for Texas Republicans
to support our plan, so the recommendation was ex-
cluded from our final proposal. Similarly, an original
working group proposal called for terminating the
Economic Development Administration (EDA) and plac-
ing a moratorium on filling the Strategic Petroleum
Reserve (SPR). Some Republicans could notaccept both,
so we struck a compromise: the EDA would be preserved,
but the refilling of the SPR would be reduced by half.
All committee Republicans accepted this agreement.

Members of the empowerment group were troubled
by the large expense incurred supporting programs for
veterans—about $35 billion a year and growing—but
acknowledged the larger political question of cutting
them too deeply. Veterans are a natural Republican
consiituency; they tend to be relatively conservative on
budget issues in general. Group members therefore
sought modest restraints in this area.
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By trimming the fat and waste from some government
programs, our committee was able to find reasonable
and significant savings that could win broad support.

The working group dealing with health programs
recognized the serious spending problem associated with
Medicare. Specifically, the program’s outlays are
projected to grow from $130 billion in 1992 to $389
billion in 2002 if no policy changes are made. To strike
a balance among what was possible in terms of budgetary
goals, the need to maintain broad-based support for the
Republican budget package, and the desire to protect
the interests of senior citizens, the working group recom-
mended $65 billion in Medicare savings over five years.
Our plan had less net cost to the elderly than that of the
Democrats, which will cost seniors about $80 billion over
five years through increased Social Security taxes and
Medicare charges.

We also wanted to ensure that our cuts could not be
challenged as unrealistic. We included nearly $49 billion
in overhead savings over five years, a figure that may very
well be understated. But by being conservative with our
numbers (as well as our philosophy), we avoided charges
that our proposals were not serious.

Unchanged Cuts

Recommendations that went unchanged included a
moratorium on federal land purchases and the elimina-
tion of the subsidy for improvement of Amitrak’s North-
east Corridor.

Other key recommendations of our plan, an 84-page
document titled Cutting Spending First, included:

* WIC-PLUS. This reform combined the assistance for
Women, Infants, and Children with other food and
nutrition programs into a consolidated program funded
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through block grants to the states. Twelve percent of the
program’s fund would be guaranteed for WIC, constitut-
ing full funding, but states were given flexibility to allow
funds to go to areas of greatest program need.

® Medicaid. The Republican plan saved $10 billion
over five years by making a fundamental change in the
way Medicaid works. Medicaid recipients would be
placed in managed-care systems, similar to what already
is working successfully in Arizona.

* Medicare. Members agreed it is good public policy
to require wealthy individuals, those with incomes above
$100,000 annually, to absorb a greater share for both
their Medicare hospitalization coverage and their
Medicare supplemental medical insurance. This policy
would reduce the amount of subsidy these higher-in-
come people would receive from other taxpayers. The
reform saved $6 billion over five years.

* Foreign Aid. The Republican plan proposed far-
reaching changes that would have saved over $13.5 bil-
lion in the next five years. It cut funding for the Agency
for International Development (AID); a presidential
commission has already found that AID has too many
objectives and supports too many programs. It ter-
minated aid to 33 middle-income countries and to those
low-income countries where U.S. assistance has shown
no results. It also advocated program reforms to assure
that U.S. aid did not become counter-productive in
countries we were trying to help.

* Federal Employees’ Retirement. The committee
members also determined that the current minimum
retirement age of 55 for civilian federal employees is
unrealistically low. Gradually increasing it to 62 would
bring it more in line with the retirement age in the
private sector. In addition, the cost-of-living-adjustment
for military retirees would be deferred until the retirees

Veterans are a natural
Republican constituency. We
had to seek modest restraints
in their programs.

reached age 62. (They now receive the COLA from the
day they retire, even if they have as many as 20 working
years left.) These reforms saved nearly $11 billion over
five years.

Sharp Partisan Contrast

By the time our plan was ready for public release, the
substantive differences between the Republican and
Democratic strategies were clear.

The president’s plan, which became the framework
for the Democrats’ congressional budget resolution, con-
tained the highest tax increase in American history in-
cluding expanded taxes on Social Security benefits—with
almost no effort to restrain spending. Although the
administration had promised to pursue a deficit-reduc-
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tion ratio of $2 in spending cuts to every $1 in higher
taxes, the first year of the Clinton budget called for $36
in tax increases for every $1.50 of spending restraint.
Even over the full five years, higher taxes would outpace
lower spending by two-to-one—precisely the reverse of
the president’s initial promises.

The president’s campaign promise of cutting middle-
class taxes also was reversed. Even his claim that the plan
would impose 70 percent of its higher taxes on people
making more than $100,000 annually turned out to be
false. Actually, a large portion of his tax increases
reached down to income levels as low as $30,000 a year.
His most egregious tax, the so-called BTU tax, which
fortunately has been dropped, would have taxed
everyone’s energy use. To put it simply, the president
proposed to raise taxes on two kinds of people: people
who are wealthy and people who breathe.

His choice of spending restraint was remarkably one-
sided as well. Of his net spending reductions, which
totalled about $150 billion, nearly $112 billion were
designated to come from national defense. These cuts
would be in addition to the 25-percent defense reduction
already required by the 1990 budget agreement. Nearly
$60 billion of the president’s deficit reduction would
come from his estimates of savings in future interest on
the national debt.

At the same time, the president proposed $180 billion
in new domestic spending initiatives, and in an Orwellian
twist called them “investments.” In fact, the president’s
plan actually increases domestic spending by $25 billion
over five years.

In other words, the “contributions” to Mr. Clinton’s
deficit reduction would come from America’s armed
services and American taxpayers; the favorite domestic
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programs of Democrat constituencies would continue to
grow while everyone else was making sacrifices for the
president’s “Vision of Change.”

Contrasting the Republican plan was fairly simple.
The Republican plan would achieve savings throughout
the federal budget, not just in defense. It would achieve
the same level of deficit reduction as the president
claimed, and would do so without raising taxes and
without touching Social Security. The Republican budget
expressed the fundamental belief that reducing the
deficit depended on restraining the growth of govern-
ment outlays, not raising taxes.

Support from the Press

We now had a plan that sharply contrasted with that
of the president and his fellow Democrats. Yet there were
still questions among Republicans outside the Budget
Committee about what to do next.

Discussions with the Republican leadership were in-
conclusive. Most of the leadership team liked the plan;
Republican Whip Newt Gingrich had supported the
project from the beginning, and Republican Leader Bob
Michel pledged to join Budget Committee Republicans
on what he called a death march, if necessary, to support
our plan on the House floor. But many Republicans were
hesitant to present it publicly. Some also were concerned
about the timing: would it be best to release our alter-
native in the committee or to hold back until the budget
came up for debate on the House floor? Again, the
concerns were understandable; we Republicans were in
an unfamiliar role of opposing the White House, so there
was uncertainty about how best to proceed.

Nevertheless, the Republican Budget Committee
members were determined to go forward. We held a
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news conference the evening before the markup session.
The next day, we offered the full package as an alterna-
tive to the Democrat budget.

The time, effort, and risks involved in describing our
more than 160 budget recommendations proved
worthwhile. News media throughout the country ap-
plauded our effort, even if some disagreed with some of
its specifics. The New York Times wrote in an editorial:

But when the House Budget Committee
Republican members laid out 80 pages of detail for
the committee yesterday, they were brushed aside
with barely a nod. Their effort deserved better ...
[their] plan isn’t flawless, but it calls Mr. Clinton’s
bluff and deserves a serious airing.... The
Republicans have made a good faith effort to enter
the budget process this year. Their proposals
deserve good faith debate.

Four days later, syndicated columnist Patrick
Buchanan added: “Diamond hard, packed with
specifics—real cuts and no new taxes—it represents a
serious Republican alternative, a clear choice.”

The comprehensive nature of our plan and the posi-
tive reaction from the press emboldened Republicans to
supportus. This was a large reason why our plan received
135 votes when it reached the floor (including three
Democrats). The total was not enough to win passage,
but it was the largest number of votes a Republican
budget had received in at least five years—including four
when Republicans held the White House.

In recent months, Ross Perot, who deserves consider-
able credit for having galvanized public opinion behind
the need for deficit reduction, has applauded our effort,
calling our proposal a “world-class plan.” But even more
important than that has been the response from the
general public. My office in Washington received more
than a thousand individual requests for copies of our
plan in just two months.

Our committee will pursue a similar course next year,
in debating the budget for fiscal year 1995. In the mean-

“If Republicans want to govern again, they must show
they know what role the federal government should
play in the life of the nation.”

time, we will seek to incorporate our recommendations
into authorizing and appropriating legislation that
comes to the House floor during the course of the year.
We intend to use every opportunity to highlight our
differences with the Democratic Party, and to assert our
convictions about the proper ways to allocate limited
federal resources, reduce chronic deficits, and restore
balance in budgeting and government. x
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Facing facts

One heartening bit of news that seems to be coming from recent discussions on
the economy is that Americans now seem prepared to face the fact that the
nation has a deficit problem.

The Administration has introduced its proposal to solve some of the prob-
lem, and in the days and months ahead there will be considerable debate over
the economy, and how to fix it. Everybody will have an opinion, as will we.

But before the debate heats up we thought we should first take a look at
some of the numbers and let you make up your own minds. The table below
summarizes federal revenues and expenditures according to numbers provided
by the U.S. Office of Management and Budget. The numbers—for the period
1980 to 1992—exclude the Social Security trust funds and reflect the period just
before and since the great tax “cut” in 1982 we hear about so often these days.
The numbers convey a very simple message.

YEAR REVENUES* EXPENDITURES* DEFICIT*
1980 404 477 73
1981 469 543 74
1982 474 594 120
1983 453 661 208
1984 500 686 186
1985 548 770 222
1986 569 807 238
1987 641 810 169
1988 667 861 194
1989 727 932 205
1990 749 1028 279
1991 760 1082 322
1992 789 1129 340

INCREASE +95% +137% +366%
*($ billions)

We said we’d let you make up your own minds, but anyone can see that
revenues were up 95 percent while expenditures grew by 137 percent.

On the revenue side, from 1980 through 1992, personal income taxes rose
by $232 billion, or 95 percent. Taxes paid by individuals making over $100,000
rose by $128 billion, or 330 percent, and in 1991 made up 35 percent of the total
personal income taxes paid.t Corporate taxes grew by $35 billion, or 54
percent.

On the expenditures side, over the same period, defense expenditures
rose by $164 billion, or 122 percent, health and Medicare spending grew by $154
billion, or 280 percent, and expenditures to service the federal debt rose by $168
billion, or 305 percent.

No, the problem is not revenues. The problem is spending.

Those are the facts we have to face.

Mobil

tData from the IRS on individual tax returns available only through 1991. © 1993 Mobil Corporation
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CastiNG A WIDER NET

Religious Conservatives Move Beyond Abortion and Homosexuality

RALPH REED JR.

During Adlai Stevenson’s second losing campaign
for the presidency in 1956, Harry Truman met with the
embattled candidate to offer him some advice. Mr.
Stevenson, then badly trailing Dwight Eisenhower, asked
the former president what he was doing wrong. Mr.
Truman led him to the window, pointed to a man
walking down the street below, and said, “What you've
got to do is figure out how to reach that man.”

This same dilemma now faces the pro-family move-
ment. Though blessed with talented leadership, strong
grassroots support, and enormous financial resources, it
has not yet completely connected its agenda with average
voters. The pro-family movement still has limited appeal
even among the 40 million voters who attend church
frequently, identify themselves as evangelicals or or-
thodox Roman Catholics, and consider themselves
traditionalists on cultural issues.

Developing a Broad Agenda

There are many explanations for this political discon-
nect. One is a basic breakdown in communication. In
his incisive critique of the “family values” theme of the
1992 campaign, pollster Richard Wirthlin points out that
political communication proceeds on three levels: policy,
personal benefit, and values. The pro-family movement’s
political rhetoric has often been policy-thin and value-
laden, leaving many voters tuned out.

Values are important to voters, but values alone are
not enough. The successful candidate or movement must
promote policies that personally benefit voters—such as
tax cuts, education vouchers, higher wages, or retirement
benefits. Without specific policies designed to benefit
families and children, appeals to family values or
America’s judeo-Christian heritage will fall on deaf ears.

A related shortcoming is that pro-family activists have
built their movement around personalities rather than
policies. Visible religious figures play a vital role in
building grassroots membership and generating finan-
cial support. But their personal charisma, while an im-
portant asset, is no substitute for good policy.

Prominent personalities are always critical in building
social movements. Labor unions were dominated in the
1940s and 1960s by controversial figures like John L.
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Lewis of the United Mine Workers or Jimmy Hoffa of
the Teamsters. Today, however, labor organizers are
more likely to be lower-profile political professionals.
The same can be said of the civil-rights movement, which
no longer has one dominant figure such as Martin
Luther King. A similar transition will probably occur in
the pro-family movement during the coming decade.

The pro-family movement in recent years has put too
much emphasis on political solutions to America’s social
problems. Political involvement alone will not bring
about cultural renewal: it is also important for the faith
community to feed the hungry, teach the illiterate, pro-
vide loving care for unwed mothers, bring together
families, and reawaken the spiritual life of criminals.
These require cultural institutions more than election-
day mobilization.

The most urgent challenge for pro-family conserva-
tives is to develop a broader issues agenda. The pro-fami-
ly movement has limited its effectiveness by
concentrating disproportionately on issues such as abor-
tion and homosexuality. These are vital moral issues, and
must remain an important part of the message. To win
at the ballot box and in the court of public opinion,
however, the pro-family movement must speak to the
concerns of average voters in the areas of taxes, crime,
government waste, health care, and financial security.

Attracting a Majority of Voters

The issues of abortion and gay rights have been
important in attracting activists and building coalitions.
When tactics become ends in themselves, however, social
movements falter. Abolitionists spent decades in the
early 19th century petitioning Congress in vain for anti-
slavery laws before expanding their focus to the free soil
movement. Cesar Chavez built the United Farmworkers
union in the 1960s with hunger strikes and boycotts. But
as he continued the same organizational tactics, mem-
bership in his union plummeted, falling to under 20,000
by the time of his death earlier this year.

If the pro-family movement is not to suffer the same

RALPH R_EEDJr._is the executive director of the Christian Coali-
tion.
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Cesar Chavez built the United Farmworkers of America
with hunger strikes and boycotts, but as he continued
these same tactics, membership plummeted.

fate, the cluster of pro-family issues must now be ex-
panded to attract a majority of voters. Network exit polls
conducted in 1992 are instructive. Only 12 percent of
voters indicated that abortion was a key issue in their
voting decision. Even more startling, only 22 percent of
selfidentified, born-again evangelicals—about 24 per-
cent of the total electorate—listed abortion as an impor-
tant voting issue. And only 16 percent of all voters listed
family values as one of the most important issues in their
voting behavior.

There is growing evidence that suggests that evangeli-
cals and their Roman Catholic allies are concerned about
the same issues as the broader electorate, but with a
pro-family twist. Their primary interest is not to legislate
against the sins of others, but to protect the health,
welfare, and financial security of their own families.

In this sense, the pro-family movement and its natural
constituency have passed like two ships in the night. A
recent survey by the Marketing Research Institute found
that, aside from the economy, the chief concern of voters
who attend church four times a month was not abortion,
pornography, or prayer in school, but cutting waste in
government and reducing the deficit. A poll of GOP
voters by Fabrizio, McLaughlin and Associates in January,
1993, also found that the issue that most united evan-
gelicals and fiscal conservatives was the deficit.

The reason is simple. Taxes fall heaviest on middle-
class families with children, who must tighten their belts
and balance their checkbooks. They wonder why govern-
ment cannot do the same. The furor over federal fund-
ing of the arts in 1990 and 1991 was not about censorship,
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but about eliminating government waste and abuse.

According to exit polls, 17 percent of self-identified
evangelicals in 1992 cast their ballots for Ross Perot, only
two percent less than the total electorate. Perot
downplayed or avoided stating his support for taxpayer
funding of abortion. The centerpiece of his campaign
was deficit reduction, an issue that resonates among
middle-class families.

Famine in Family Time

Family tax reliet is another important issue to
churchgoing voters. Members of both political parties
are beginning to understand the importance of reducing
the tax penalties on savings, capital formation, and jobs
creation. The family, too, exemplifies Justice John
Marshall’s admonition that “the power to tax is the power
to destroy.”

In 1950 only 2 percent of the income of the average
family of four in America went to pay federal income
taxes. Today that figure is 24 percent. When state, local,
and property taxes are included, the typical family of
four spends 37 percent of its income on taxes, more than
on food, clothing, housing, and recreation combined.

Higher taxes have torn at the fabric of the American
family. In many families, both parents must work just to
make ends meet. According to the U.S. Census Bureau,
the second income generates an average of only 27
percent of total household income. Because of confis-
catory tax rates, therefore, mothers and fathers often
work for the sole purpose of paying for taxes, meals,
wardrobe expenses, and day care.

Children are the main victims of this financial strain.
As employers and the government encroach on the time
and attention of parents, children are left to pick up the
crumbs from the table. The result is a famine in family
time. In 1965 parents spent 30 hours each week in direct,
intimate interaction with their children. By 1985 that
figure had fallen to only 17 hours per week, and today
shows no signs of increasing.

An essential principle that should guide tax policy is
that income dedicated to the care and nurturing of
children is sacrosanct and should be exempt from taxa-
tion. The standard deduction for dependents today is
only $2,300. However, if the standard deduction had kept
pace with inflation since World War II, its value today
would be approximately $8,000. No family of four in
America with an income of $32,000 or less would pay
federal income tax. One promising step is a bill offered
by Representatives Rod Grams and Tim Hutchinson that
would provide a $500 tax credit for each child and pay
for it with a cap on discretionary domestic spending.

In the late 1970s, the U.S. economy labored under
the twin burdens of inflation and sluggish growth. The
challenge of fiscal policy at that time was to lower mar-
ginal tax rates to generate economic growth and create
jobs without inflation. In the 1990s the primary objective
of fiscal policy should be to make the tax code more
family friendly, allowing parents to keep more income.

Health care is another issue that directly affects the
family’s pocketbook. Itis inextricably linked to the moral
health of society. Good health reflects good living; poor
health in many cases betrays poor living. Yet this simple
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fact is almost entirely missing from the current policy
debate over health care on Capitol Hill.

The United States spends $800 billion a year on health
care, roughly 14 percent of its entire gross domestic
product. As Dr. Leroy Schwartz of Health Policy Inter-
national has documented, many of the most expensive
items in the health care budget are directly attributable
to behavioral problems. Crack babies, with intensive care
costs of $63,000 per infant, cost $25 billion. Drug abuse
and its associated violence cost the nation additional tens
of billions of dollars.

Cancer is the second leading cause of death in the
United States. Lung cancer claimed 146,000 lives last
year; 90 percent of these victims were cigarette smokers.
Recent figures indicate that the direct cost of lung cancer
on the economy may be as high as $5 billion, with an
additional $10.1 billion of indirect costs such as lost
wages. America’s 18 million alcoholics suffer from cir-
rhosis of the liver and a host of other costly ailments.

Hospital emergency rooms overflow with the victims
of gang wars, drive-by shootings, and domestic quarrels.
Murder, assault, and unintentional injuries run up a bill
of $100 billion a year. Sexual promiscuity imposes its own
terrible costs, including hepatitis, AIDS, and other
sexually transmitted diseases.

Unless these widespread social pathologies are
ameliorated, there can be no genuine solution to the
health care cost crisis. Poor physiological health is often
a reflection of psychological disorders such as stress,
loneliness, marital discord, alcoholism, sexual promis-
cuity, lack of exercise, or poor eating habits. The heal-
thiest environment for persons suffering from these
disorders is not a hospital, but a loving home.

Protecting the Children

The key to understanding evangelical and Roman
Catholic voters is appreciating their devotion to their
children. Voting behavior was once determined by geog-
raphy or income. Today, the two most predictive
demographic characteristics of conservative voting be-
havior are church attendance and having children
present in the home. Survey data reveals that 47 percent
of the electorate attends church twice or more a month.
Seventy-six percent of churchgoing voters are married,
and 66 percent have children.

Crime is a major issue to churchgoing voters because
they worry about protecting their children. Parents no
longer feel that their children can safely venture more
than two blocks from their homes, and no wonder. While
U.S. population has increased only 41 percent since
1960, violent crime has increased 560 percent. The num-
ber of crimes has increased from 4.7 million in 1965 to
14.8 million in 1990. The U.S. violent crime rate is five
times that of Europe, and our incarceration rate is the
highest of any major industrialized nation in the world.

The crime problem in America is largely a problem
of single men raised in absentee-father households. A
child growing up in a home without the father present
is three times as likely to abuse alcohol or drugs, twice
as likely to drop out of high school, and three times as
likely to commit murder or rape. As George Gilder has
pointed out in Men and Marriage, while single men com-
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Growing evidence suggests that evangelicals and Roman
Catholics are concerned about the same issues as the
broader electorate, but with a pro-family twist.

prise only 13 percent of the total population, they ac-
count for 40 percent of all criminal offenders and com-
mit 90 percent of all violent crimes.

Many of their victims are children. In Washington
state last year, prison officials executed convicted mur-
derer Wesley Alan Dodd as death penalty opponents
burned candles at a silent vigil outside the penitentiary.
No one bothered to light a candle for the murder victim,
four-year-old Lee Iseli. Mr. Dodd was on parole after
serving just four months of a 10-year sentence for child
molestation when he abducted Lee Iseli from a
playground just a few blocks from his home. He took the
boy to his apartment, strapped him to a bed, and spent
all night repeatedly suffocating him, reviving him, and
brutally molesting him. As the sun rose over this horrible
scene, Wesley Dodd choked the child to death, hung his
body in a closet, and went to work at his job as a shipping
clerk.

Such violence will prevail as long as the two-parent
family continues its decline as the primary socializing
institution in society. As Daniel Patrick Moynihan argued
in 1965, “from the Irish slums of the 19th century eastern
seaboard to the riot-torn suburbs of Los Angeles, there
is one unmistakable lesson in American history: [When]
a community that allows a large number of young men
to grow up in broken families ... that community asks for
and gets chaos.” Moynihan added that in such a society,
“crime, violence, unrest, unrestrained lashing out at the
whole social structure—these are not only to be ex-
pected, they are very nearly inevitable.”
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Today one in five white children is born to an unmar-
ried woman; two out of every three African-American
children are born out of wedlock. This social calamity
has produced gang violence, juvenile crime, and pathol-
ogy among our youth that has no parallel in history. Our
inner cities have become war zones. An African-
American male between the ages of 18 and 35 in the
District of Columbia has a greater chance of being killed
than an American soldier did in Vietnam.

Liberal solutions to crime, such as rehabilitation and
early release programs have failed utterly. Nor are tradi-
tional conservative policies—building more prisons, for
example—an adequate answer. Since 1975 the United
States has quadrupled its rate of incarceration and the
prison population has soared from 250,000 to 1.3 mil-
lion. Yet our streets are less safe and our neighborhoods
more terrorized than ever.

The only true solution to crime is to restore the family.
Young males raised in homes with male authority will
emulate their fathers in marriage and procreation.
Through their families, they will have a personal stake
in creating a moral climate for their own children.
Moreover, the penal system needs reform to allow for
redemptive sentencing for non-violent criminals that
allows them to work, pay back their victims, and make
restitution to society.

Make Schools Safe

Education is another issue that churchgoing voters
view primarily through the eyes of their children. Many
observers mistakenly believe that the abortion issue gave
rise to the Religious Right. In fact, the spark that ignited
the modern pro-family movement was the fear of in-
creased government regulation of church schools. When
the government begins to threaten their children, evan-
gelicals will pour into the civic arena like a flood, albeit
reluctantly. The first goal of education policy should be
to make schools safe. Increasing numbers of American
children bring weapons to school every day. Stuffed in
book bags or hidden in lockers, these weapons are
turning schools into combat zones. Violence against
teachers is commonplace. In Lorraine, Ohio, a female
student attempted to stab her teacher to death after a
dare from classmates, who promised her their lunch
money if she committed the murder. The knife-wielding
student was 15 years old.

In part because of the breakdown in discipline in
public schools, churchgoing voters strongly support
choice in education. A growing parental rights move-
ment is gaining momentum at the grassroots level. In
Chicago a group of parents recently filed suit against the
city for failing to provide their children with an adequate
education. In Wisconsin earlier this year, Linda Cross, a
parent and schoolteacher, narrowly lost her campaign
for state superintendent of schools after being outspent
10-to-1 by a union-backed candidate who opposed school
choice. Although powerful teachers unions oppose the
parental rights movement, citizen groups are pressing
for reform. In San Antonio, Texas, the Children’s Educa-
tional Opportunity Foundation, a nonprofit corporation,
provides school vouchers to 934 inner city students for
half their tuition. The Golden Rule Insurance Company
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began a similar program in 1991 in Indianapolis, In-
diana. These citizen efforts will soon test their strength
at the ballot box. A choice initiative will be on the ballot
in California in November, and both sides have pledged
to spend a total of $15 million in the campaign. School
choice initiatives will also appear on other state ballots
in 1994. As with the tax limitation movement and the
success of proposition 13, a victory in California could
spawn ballot-measure victories throughout the nation.

Coalition for Common Sense

The parental rights movement found its most
dramatic expression recently in New York City. School
board elections in New York have historically been sedate
affairs. But the 1993 campaign read like a subplot from
Tom Wolfe’s Bonfire of the Vanities, complete with the
histrionics, bombast, and larger-than-life politics unique
to the Big Apple.

The controversy began with the Rainbow Curriculum,
a multicultural curriculum that included instruction
about the gay lifestyle to first graders. Mary Cummins, a
feisty Irish grandmother and school board member in
Queens, successfully resisted the imposition of this cur-
riculum in her community district. She and other
Queens school board members were then summarily
fired by school Chancellor Joseph Fernandez, who later
lost his own job as a result of his role in the growing
controversy.

The battle spilled over into the campaign for school
board seats in the city’s five boroughs and 32 school
districts. Parents groups and pro-family organizations
distributed 500,000 nonpartisan voter guides informing
voters where 540 candidates stood on a broad range of
issues, including school choice and more parental invol-
vement in curriculum decisions. The ACLU hysterically
called the involvement of people of faith “the greatest
civil liberties crisis” in the history of New York City. The
Reverend Al Sharpton denounced the parents’ efforts as
“racist.” This campaign of fear and intolerance failed.
Over half of the 130 pro-family candidates won, and
several school boards in Queens, Brooklyn, and Staten
Island are controlled by parental rights advocates.

The New York City experience is important for two
reasons. First, to paraphrase Frank Sinatra, if you can
make it there, you can make it anywhere. Family-friendly
education is as popular in the Big Apple as it is in the
Bible belt. Second, it united a multi-racial, multi-ethnic,
ecumenical coalition for common sense. Cardinal John
O’Connor and the Roman Catholic Archdiocese
cooperated with Protestant groups in the distribution of
nonpartisan voter guides; civil rights leader Roy Innis
joined with white and Hispanic parents in turning out
the vote; and Orthodox Rabbi Shea Hecht of the Nation-
al Committee for the Furtherance of Jewish Education
endorsed the campaign of his Christian brethren. The
pro-family movement’s inroads into the African-
American, Hispanic, Catholic, and Jewish communities
may be the most significant development since its emer-
gence in the late 1970s.

Reforming welfare to make it more conducive to
family formation is an important element in a broad-
based pro-family agenda. Just as the tax code penalizes

Policy Review



£iie N

The key to understanding evangelical and Roman Catholic voters is appreciating their devotion to their children.

marriage and children, so does the welfare system sub-
sidize family breakup. Welfare reform has been put on
the back burner by the Clinton Administration, but it is
a top priority for many churchgoing voters.

The number of families on welfare has risen from 1.9
million in 1970 to 4.7 million today. Of all the children
born in 1980, 22.2 percent of white children and 83
percent of black children will be dependent on welfare
betfore they reach the age of 18. Because women on
welfare lose their benefits if they take a job or get
married, they face a strong disincentive to work, save,
and form a stable marriage. Welfare dependency is stark
evidence of the economic inviability of single mother-
hood. Because children learn what they live, intergenera-
tional poverty is common. This should come as no
surprise. The habits that welfare subsidizes and fosters
are the same habits that, when inculcated in children,
make it difficult to break loose from dependency.

There is a way to break the cycle: subsidize marriage
and work while lowering incentives for family breakup.
There are many proposals for reform: requiring welfare
recipients to find a job within two years; reducing rather
than eliminating benefits when a male enters the home;
requiring job training or education as a condition of
benefits. Probably the best imimediate policy goal is to
grant waivers and additional funding to states willing to
experiment with welfare reform. As with the progressive
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reformers of the early 20th-century, profamily activists
should use the states as laboratories, and legislate at the
federal level only the reforms that work.

All Things to All People

The pro-family movement will realize many of its
objectives if it can begin to speak to the issues that
concern the voters. The Bible admonishes to “divide your
portion to seven, or even to eight, for you do not know
what misfortune may occur on the earth.” Diversifying
one’s investments applies to political capital as well as
financial capital. Building a political agenda around a
single issue is a risky proposition, because when progress
lags on that issue, as it inevitably will, the viability of the
entire movement is threatened.

The key to success for the pro-family movement is to
discuss a broader issues agenda in the language of the
target audience—churchgoers and families with
children. In doing so, a social movement until now
composed largely of white evangelicals can win natural
allies among Catholics and racial minorities. The Apostle
Paul said that he had become “all things to all people
that I may by all means win some.” His methodology
made Christianity the dominant faith in the Western
world within three centuries. The same technique can
make the pro-family movement the most effective
grassroots voice in America if properly followed. x
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BusBH-LEAGUE UNEMPLOYMENT

Will Clinton’s Labor Policies Lower the Job Boom?

CARLOS BONILLA

The American job machine finally is starting to rev
up again. Employment growth stagnated at 20,000 a
month in the year and a half leading up to the 1992
election. It rose to 135,000 a month in the final quarter
of the Bush presidency. And the pace picked up under
President Bill Clinton, as the American economy created
800,000 new jobs in the first four months of the new
administration. This was almost as rapid as the 250,000
new jobs created every month in the last six years under
Ronald Reagan.

Here lies the new president’s central political chal-
lenge. Mr. Clinton inherited from George Bush an
economy with the slowest job and GDP growth of any
recovery since World War II. He will be judged by voters,
as Mr. Bush was, on whether he can restore sustained
job growth to the level Americans enjoyed in the 1980s.

Following the 1981-1982 recession, Americans be-
came accustomed to robust economic growth. The
economy grew by 3.9 percent in 1983, by a phenomenal
6.2 percent in 1984, and averaged 3.3 percent a year
until 1990. Job growth was equally strong, with 21 million
jobs created during that period. America’s employment
record was the envy of the world.

In July 1990 the economy slipped back into recession,
beginning a contraction that continued for the next nine
months. In that time, the nation’s output of goods and
services shrank by almost 1 percent. Employment fell by
1.2 million, and the unemployment rate reached 6.7
percent.

To the dismay of George Bush, among others, the
economy failed to rebound as it had after prior reces-
sions, and the resulting turmoil cost him the presidency.
The strong job growth that had been the hallmark of
Ronald Reagan’s recovery during the 1980s gave way to
a limping recovery that could create only 425,000 jobs
in the 20 months that remained before the election. The
Reagan boom created more jobs in two months than the
post-recession Bush economy did in a year and a half.

Even worse, unemployment continued to rise even
after the official end of the recession, peaking at 7.7
percent in June 1992, a full percentage point above the
unemployment rate at the bottom of the recession, and
2.5 percentage points higher than it had been when

36

George Bush entered the White House.

Job growth did not pick up until after the election,
averaging over 130,000 a month in the final quarter, too
late to help Mr. Bush.

George Bush did not lose the White House because
of the recession during his administration. If this were
the case, Ronald Reagan would never have been elected
to a second term. Indeed, the Reagan recession was
much more severe than Mr. Bush’s. Whereas the Bush
recession saw employment fall by 1.6 percent, it fell by
more than 3 percent under Ronald Reagan, whose un-
employment rate peaked at more than 9 percent. Gross
domestic product fell by 2.4 percent under Mr. Reagan,
compared with only 2 percent under Mr. Bush. Presi-
dents are driven from the White House not because they
preside over recessions, but because they fail to articulate
and enforce a blueprint for recovery—a blueprint
designed to spur economic growth and, above all, to
boost employment.

The danger for President Clinton is that his health
care and labor policies will reverse the upward trend we
are finally seeing in employment, and that America will
be forced down a path of fewer rather than more jobs.
Unemployment in May 1993 was still in the Bush
leagues—at 6.9 percent. And Mr. Clinton is framing the
jobs-policy debate in a way that permanently will exclude
many Americans from jobs for which they would other-
wise be qualified.

Low Growth, Low Employment

There are three major reasons why job growth has
been so much more sluggish than in the 1980s. The first
is that overall economic growth has been very slow,
especially considering that the economy is in a period
of recovery. The second is that America continues to
enjoy significant growth in productivity, a characteristic
that is good for American competitiveness, but has the
perverse effect of reducing employment in many sectors
of the economy. The third is that labor is becoming more
expensive to hire, not only because of the rising health-

CARLOS BONILLA is the c-h'z'ef economist for the Employmeni‘
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insurance costs that President Clinton so often points to,
but also because of the anticipated new government-
mandated employment benefits that employers worry
will take away their ability to control labor costs. The
biggest fear among employers today is that President
Clinton’s health proposal will impose enormous new
burdens on employment, so that each new hire brings
with it a share of the nation’s health-care bill.

The “jobs recession” we hear so much about is in good
measure a product of low economic growth. Two years
after the official end of the recession in March of 1991,
the nation’s total output of goods and services was only
4.5 percent larger. This figure is less than half the
economic growth in the first two years after the Reagan
recession, and more typical of an economy only nine
months out of recession. The problems inherent to
sluggish economic growth have been compounded by
the loss of 600,000 jobs due to the post-Cold War military
reduction. Communities can adapt to military
demobilization when it is accompanied by rapid
economic growth. But without such growth, areas such
as southern California, which has been hit hard by
defense cutbacks, have suffered greatly.

Economic policy must therefore focus on raising the
level of economic growth if we are to raise employment.
President Clinton paid lip service to this goal with his
so-called $16-billion “stimulus” package. One-quarter of
this package consisted of extended unemployment
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The Holy Grail of all administrations is an economy with a large number of high-skill, high-wage jobs.

benefits. Another quarter consisted of low-priority public
works spending—parking garages in Fort Lauderdale,
cemeteries in Puerto Rico, white-water canoe courses for
the 1996 Olympics, and commissioning drawings of “sig-
nificant” structures—projects that had not been suffi-
ciently important or well-planned to have been funded
by a budget already spending $1.5 trillion. How this
package, in combination with a barrage of new taxes,
was supposed to stimulate the economy is anyone’s guess.
The president’s proposal was firmly rooted in the past,
without regard to the changes that have taken place in
the American economy and workplace.

Products of Technology

Over the past two decades, American manufacturing
has enjoyed a spectacular boom in the productivity of
labor. With 5 percent fewer employees than in 1970,
American manufacturers now produce 75 percent more
goods than before. This is the flip side of productivity:
higher productivity means that we are able to produce
more goods and services without an increase in the
quantity of labor employed. Productivity growth is driven
by a number of factors, but its chief motivation is to
reduce costs by replacing man-hours and reducing costs.
In the post-World War II era, American manufacturing,
particularly in such heavy industries as steel and autos,
created a labor-cost structure that eventually rendered
manufacturers unable to compete even domestically.
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Due to the ubiquity of automatic teller machines, half
the nation’s bank tellers stand to lose
their jobs in the coming years.

Reducing the manufacturing labor force through the
application of new technologies was essential to
American industry’s rebirth.

This modernization sometimes has occurred at a cost
to employment, however, especially in low-growth in-
dustries. Employment in the American steel industry has
fallen 45 percent over the past 30 years, while shipments
have fallen by only 6 percent. Nucor, a world-class steel
producer based in Charlotte, North Carolina, can
produce a ton of steel with one-12th the number of
man-hours it used to take using traditional methods,
Nucor’s steelworkers are well-paid and well-skilled, but
there are not very many of them.

Productivity growth once was thought to be the ex-
clusive domain of manufacturing. In fact, the service
sector now is seeing the same replacement of human
labor with products of technology. Universal product
codes integrate cashiers into inventory management,
and in the process making obsolete workers formerly
detailed as inventory takers. The ubiquity of automatic
teller machines led the Progressive Policy Institute to
warn, in its book Mandate for Change, that half of the
nation’s bank tellers stand to lose their jobs in the years
to come. Legions of workers once devoted to the paper
trail of business transactions have found that their skills
have been incorporated by information networks that
span the country. Professionals working at personal com-
puters have replaced secretaries and computer
operators, while elevator operators remain only as quaint
relics in the U.S. Capitol.

These technological advances have made service
workers much more productive, and also made many
tasks in ordinary life much more convenient. Americans
now get cash when and where they need it, without
having to wait in interminable bank lines. Letters no
longer must be completely retyped because of a typo.
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The painstaking drawing of architectural blueprints can
be simplified enormously through computer graphics.

Distorting the Price of Labor

Yet as inevitable as the march of technology seems to
be, itis not random. Productivity increases will be sought
in those sectors where costs can be reduced. But despite
the opportunities that technology creates, there are
human costs. For people who had planned on being
draftsmen or bookkeepers or steelworkers, there are
temporary but very real problems as they adjust to a
changing labor market. We see some of those frictions
today, as we go through an especially rapid period of
technological change. The great danger of the produc-
tivity revolution is that it is distorted by government
policies that are artificially raising the price of labor.
President Clinton seems to want to give workers in service
industries the same wage and benefits packages that exist
in manufacturing. Lamenting the loss of highly paid
manufacturing jobs, Mr. Clinton and his colleagues now
are intent on restructuring the service sector in the image
of manufacturing. The result, almost assuredly, will be
fewer, higher-paying jobs in services as productivity ad-
vances take the form of labor-saving technology.

Well-intentioned policies already have had a
pronounced effect on the cost of labor. Social Security
and Medicare already claim 15.3 percent of most payroll
dollars, up from 12.3 percent in 1980. Federal unemploy-
ment compensation adds slightly under 1 percent, with
the states adding another 2 percent on average. Addi-
tional, and unpredictable, costs have arisen from the
Americans with Disabilities Act, as well as state laws
requiring advanced notice of plant closings and newly
enacted family-leave legislation that, for now, requires
that employers provide additional unpaid leave. These
policies are intended to help employees, but they also
raise the cost of providing a job. Many of these costs

To create good jobs means
that we must allow job
creation at all levels of
American society.

ultimately are passed on to workers, either in the form
of lower wages or in the loss of employment.

To these already existing costs, the Clinton ad-
ministration is adding enormous potential new ones.
Uncertainties about labor costs under President Clinton
are so great that many employers are deferring hiring
decisions until they better understand the
administration’s intent. Overtime for factory workers, at
an average of 4.3 hours per week, is at the highest level
ever recorded. The use of temporary help in service
industries is expanding rapidly. Growing numbers of
employers have concluded that it is cheaper to pay
overtime or bring on temporary help than to incur the
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uncertain liability of hiring additional full-time staff.

The largest of these uncertainties is the fear that
employers will be required to provide health-care
benefits for their workers. The president’s health-care
package will affect directly a sector of the economy that
itself accounts for 14 percent of gross domestic product,
and indirectly will affect all other sectors of the economy.
Its impact will be felt the hardest in the service sector,
where a majority of the economy’s uninsured workers
are found. Regardless of whether health-care reform lives
up to its promised goal of controlling costs, it will raise
employment costs in this sector markedly, and therefore
depress employment.

63-Percent Tax Rate

Currently there are about 39 million uninsured
Americans, 22 million of whom have some connection
to the workforce, either as workers or their dependents.
The administration is widely expected to announce that
employers must offer health insurance to all workers,
and shoulder a substantial portion of the costs for insur-
ing lower-income workers and their dependents. The
cost of these requirements easily could exceed $40 bil-
lion, a dramatic increase in labor costs.

The average cost for employer-provided health in-
surance is more than $4,200 for an individual with family
coverage. Requiring that employers provide and pay for
health insurance for low-wage workers is equivalent to
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Minimum wage, entry-level jobs are still an important training ground for America’s workforce.
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raising the payroll-tax rate on a minimum-wage job to
63 percent (including existing payroll-tax rates). Such a
mandate would affect directly the employability of at
least 18 million workers, 4.7 of whom are working at or
below the minimum wage, as well as another 13.3 million
whose hourly wage is less than the minimum wage plus
the cost of the mandate, roughly $6 an hour. The impact
lessens at higher wage scales—not only is the mandate’s
cost a smaller increase in total compensation, but a
greater proportion of higher-wage workers are covered
already.

The uncertainty extends beyond mandated health
benefits. Richard Freeman, a members of the secretary
of labor’s Commission on the Future of Worker-Manage-
ment Relations, the special group formed by the
secretary of labor to recommend revisions to the Nation-
al Labor Relations Act, wants to emulate European
employment practices—shorter work weeks and a
greater number of vacation days, including perhaps as
much as four weeks of leave—all in the name of forcing
an increase in employment. In Europe, however, these
policies have been unable to prevent unemployment
rates that are substantially higher than those in the
United States. France, Britain, and Italy all have un-
employment rates close to 11 percent; unemployment is
running 9 percent in Belgium, and close to 8 percent in
Sweden and former West Germany. European heavy
industries, such as steel-making, have seen employment
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losses as severe as in this country despite shorter work
weeks and work years. These employment policies
promote unemployment sharing, not job creation.

At the same time, Clinton administration officials
supportanumber of projects that, if enacted, would raise
costs for the vast majority of employers, regardless of
industry. The chief economist for the Department of
Labor, Lawrence Katz, has spoken favorably of the
European practice of extending collective bargaining
agreements to firms not party to them, as well as raising
the minimum wage. The new assistant secretary at the
Department of Health and Human Services, David
Ellwood, is on record as advocating drastically higher
minimum wages despite his acknowledgement that such
an increase would be accompanied by job losses.

Discouraging Employment
Large numbers of high-paying jobs with high skills
content are the Holy Grail of all administrations. How
to get all three at the same time is the hard part.
Conceivably, you could mandate that all jobs in America

Requiring that employers pay
for health insurance is
equivalent to a 63-percent
payroll tax for minimum-wage
workers.

must pay over $40,000 a year. The jobs that remained
would meet at least one and probably two of the three
criteria, but there would not be very many of them.

The Clinton administration’s strategy of driving up
labor costs by taxing employment seems guaranteed to
discourage hiring at all levels, but particularly for low-
wage labor. Hiring will only make sense for an employer
who is acquiring skilled workers with already-high levels
of productivity. But America will need jobs at all levels,
not just for those with post-graduate educations or those
who can get into the apprenticeship programs favored
by the administration. To sacrifice low-skilled, entry-level
Jjobs is to close the future to many marginally skilled job
entrants.

We mustaccept that the immediate postwar years were
an aberration in American economic life. An economy
in which individuals could leave high school—with or
without a degree—with few if any job skills, and enter

into lifetime employment at high wages was only sus-
tainable when much of the world’s industrial capacity lay
In ruins. America went on a postwar binge no different
from a Texas oil town when the gushers come in; but
now it is time to accept that the boom is over and we all
must work for a living.

Free Lunch Theory

To create good jobs means that we must let jobs be
created at all levels of American society. Not all jobs will
be “good” jobs immediately. Some will be decidedly
entry-level jobs. Yet we cannot ignore the large numbers
of entry-level workers who need those jobs and who,
without access to them, will not be able to advance. Qur
option is either to force entry-level jobs out of existence
by requiring that employers pay high wages and provide
benefits, or to recognize that without these jobs in-
dividuals with deficient education and training—and
America has many—will never enter the workforce. If
these people cannot enter the workforce, how will they
acquire the skills to progress in the workforce?

On this score the administration was half right. We
do need to do a better job training and retraining the
workforce. But the administration failed by believing that
the costs for such a program could be passed on to
employers. [t was this free lunch theory of social progress
that drove Mr. Clinton to campaign on a platform to tax
employers 1.5 percent of payroll in order to improve
skills in the labor force. The support that could have
been won for a skills-enhancement program was
squandered by casting it as an entitlement, no different
than welfare.

As former senator and well-known liberal George
McGovern has written, “How do those least likely to be
employed ever become part of the American
workforce...? We too often forget that a job—any job—is
often the best training for a ‘better’ or more specialized
Jjob. For many employees, an entry-level job is the only
opportunity to learn about the workplace.... Unfor-
tunately, many entry-level jobs are being phased out as

. employers are pressured to replace marginal
employees with self-service or automation.”

Conventional wisdom says that Americans should not
try to compete on a wage level with Third-World
countries paying pennies an hour for labor. That is true.
The sad reality, however, is that Americans who enter
the workforce with Third-World skills cannot continue
to expect an advanced standard of living unless they
either improve their skills or convince other Americans
to subsidize them. If Americans want to live in a society
that provides a wealth of services to all its members, then
we must be willing to part with the notion that we can
make someone else pay for these services. We cannot
subsidize ourselves. x
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Look What We

Can Accomplish

When We All Work Together.

At R.J. Reynolds Tobacco Company we are
concerned about the environment...underage
smoking...people getting along. From encouraging
proper disposal of cigarettes and discouraging
youth smoking, to helping create a climate where
all people are treated with dignity and respect --
we’re working with organizations and groups
nationwide to do something about it. Here are just
some examples...

DON'T LEA
BUTT ouvﬁﬂ‘EQV“

o SO

BEACH CiEapt
EnVil‘Onmental PLEAS[DBPOSEOFCL:HE;':;EOP&&“*@%*:
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Reynolds Tobacco is committed to the environment
We distribute a variety of materials -- ranging from
posters to portable ashtrays -- to educate smokers
about what they can do to reduce litter and keep the
environment clean.

“Right Decisions
Right Now”’

Working with educators and
experts, this special program
has been developed to discourage

We’re working with environmental organizations
and local communities to communicate with
consumers on how they can do their part.

youth smoking. Used in and around
schools, this program includes special
outdoor advertising, in-school posters, and
teacher training materials to help instruct kids
on how to resist peer influence to smoke.

“How to Talk
to Your Kids...”

Good communication has been shown to be an
important deterrent to underage smoking. Working
with parents and experts, we have developed a
special parents information brochure, How To Talk
To Your Kids About Not Smoking

Even If You Do.” It’s available

QPPORT THE

LAW

“Support the Law...
It Works”

Most states already have laws that
prohibit the sale of cigarettes to minors.
Research studies show that supporting

these laws will reduce minors’ access to : <‘lping retail
cigarettes by over 50%. And this means a;;’il’l’!l)])” with
a significant reduction in underage i Age 1ays
smoking. | K, S
S .
We’ve worked with retailers [

nationwide to provide a comprehensive training
program to help them comply with minimum age laws
on all age restricted products, including tobacco.

free by calling
1-800-457-7200.

Peaceful Coexistence

In many public places, a wedge is being driven between smokers
and non-smokers. R.J. Reynolds Tobacco’s “Peaceful
Coexistence” program is aimed at seeking solutions and better
relations through courtesy and common sense. With the
assistance of restaurant and bar owners, smokers and non-smokers,
we're working to deliver this message on coasters, napkins, posters
and other materials - provided free of charge. And they use a
uniquely humorous approach to accomplish the serious task
of building bridges instead of walls.

Tobacco Company

©1992 R.J. REYNOLDS TOBACCO CO.



WEsT or EpEN

California’s Economic Fall

STEVEN HAYWARD

Economic catastrophe has struck California with the
violence of an earthquake. For decades, California has
been the most socially and economically dynamic state
in the nation and one of the entrepreneurial capitals
of the world. It truly has been America’s Golden State—
the Fl Dorado with its beaches and mountains, its sun-
shine, its majestic forests, its fountain of eternal
economic opportunity. In the 1980s, California outper-
formed even the booming national economy.

The gold rush is over. California recently has been
buffeted by natural and social disasters—drought, fires,
flooding, earthquakes, riots—and by a recession that has
hit California harder than any other state in the nation.
With 12 percent of America’s population, California has
accounted for one-third of the total national job loss.

California often has led the nation out of recessions.
Now, the collapse of the country’s most enterprising
economy is holding back the national recovery. All
forecasts call for California to underperform the national
economy in the 1990s, with employment and income
declining through 1995. California’s crisis has revealed
a state government with out-of-control spending and
burdensome bureaucracy, with even worse news to come
in the next few years if changes are not made. Meanwhile,
despite a steady flow of foreign immigrants, California
is experiencing net domestic outmigration (more people
leaving for other states than arriving from them) for one
of the few times in its history. In 1988, 100,000 people
moved to California from other states; this year, nearly
100,000 may leave.

Economic Fault Lines

Fault lines in the California economy were cracking
open beneath the surface of the 1980s boom. Govern-
ment regulation increased rapidly, taxes crept back up
to their ruinous levels before the Proposition 13 proper-
ty-tax revolt of 1978, and rapid spending growth left the
state budget vulnerable in a recession. Although the
California economy was booming, per-capita income
growth was actually lagging behind the national rate.

As early as 1983, then-chairman of Hughes Aircraft,
Allen Puckett, criticized California for being anti-growth
and declared that Hughes no longer would invest in new
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plants in California. Hughes kept its word throughout
the rest of the 1980s, but with a growing economy, a high
rate of new business formation, and vigorous job growth,
it didn’t seem to matter if or why businesses moved or
expanded out of state. This attitude of invincibility per-
sisted through the beginning of the national recession
in the second half of 1990. When Forbes published a cover
story about California’s deteriorating business climate in
October 1990—*Ts the Golden State Losing It?”—the
article was greeted with a flurry of dismissive criticism by
the local media.

State government joined in the miscalculation. In fall
1990, the Commission on State Finance, which makes
independent economic and employment projections,
predicted that California would experience a loss of
30,000 to 40,000 jobs in the coming year. By fall 1991,
the number of jobs lost already had passed 300,000, and
had not yet reached the half-way mark. The projected
state budget “shortfall” for the fiscal year beginning on
July 1, 1991, which was thought to be $7 billion in
January, quickly grew to $10 billion in February, $12
billion in late March, and finally to more than $14 billion
the following May. Budgets for 1992-1993 and the com-
ing fiscal year are each more than $10 billion in the hole.

The causes of California’s collapse, and whether some
of them could have been avoided, are debatable. Almost
everyone agrees that California’s economic “bio-
rhythms,” so to speak, were all out of synch at once: a
general recession, a cyclical real estate slump, a decline
in foreign, especially Japanese, investment, and steep
defense cuts.

California enjoyed a bigger real estate and construc-
tion boom than the rest of the country in the 1980s, and
it has suffered from a bigger bust, as overbuilding in
commercial real estate led to the savings and loan crisis
and credit crunch. Although California’s population
continues to grow by more than 500,000 people a year,
housing construction has fallen from 237,000 units in
1989 to just under 100,000 in 1991. In Southern Califor-

STEVEN HAYWARD_is research and editorial director for the

Pacific Research Institute in San Francisco, and a contributing
editor to Reason magazine.

Policy Review



nia, which has been hit hardest by the slump and where
most of the new population growth is, only one housing
unit has been built for every 25 new residents in the past
two years. Non-residential construction also has fallen by
more than half since 1988. Construction-industry
employment has fallen by nearly 30 percent since 1990.

Japan’s Setting Sun

Less widely noticed has been the precipitous decline
in Japanese investment in California. This decline
probably owed as much to the collapse of the Tokyo real
estate and stock markets as to the decline in investment
opportunities in California. Japanese investors poured
$7.4 billion into 68 California companies in 1990; in
1992, the Japanese invested only $620 million in 27
ventures. Japanese investment in California real estate
has suffered a similar steep decline, from more than $5
billion in 1988 to less than $300 million in 1992.

Perhaps the most symbolic example of the decline was
Japanese developer Minoru Isutani, who paid $850 mil-
lion in 1990 to buy the famed Pebble Beach golf resort—
only to sell it for $500 million last year. Meanwhile,
Japan’s California banks hold $60 billion in loans, a third
of which are in commercial real estate whose value has
fallen sharply over the last two years, leading to write-
downs of loan values. Indeed, Japanese real estate inves-
tors in California suifered from many of the same
speculative excesses they suffered in Japan. In 1992
Japan’s California banks lost money for the first time
since becoming a major presence in the state’s banking
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Economic catastrophe has struck California with the violence of an earthquake.

industry. (California’s banking industry in general has
done as poorly as the rest of the economy, with 31
percent of the state’s banks, including two of the 10
largest, reporting losses in 1992, up from 25 percent
reporting losses in 1991.)

Military Meltdown

A third major factor in the crumbling California
economy is defense cuts. California always has been a
key state for the defense industry, accounting for more
than 20 percent of the nation’s defense-procurement
spending. The end of the Cold War has meant anything
but a “peace dividend” for California, however, where
more than 120,000 defense and defense-related jobs have
been eliminated in the past two years. Another 50,000
defense jobs may go by the end of 1993, and California
will probably lose another 50,000 to 60,000 military jobs
through base closures during the rest of the decade. The
decline in defense spending is a prime reason why
California, which received $1.22 in federal spending for
every $1 in federal taxes paid 10 years ago, only receives
ahout 90 cents for every $1 in federal taxes paid today.

What makes this round of defense cuts more sig-
nificant is not the seeming finality of the post-Cold War
defense downsizing, but the concurrent decline of the
related civilian aerospace and high-technology sectors,
where defense workers used to be absorbed in years past.
Losing massive numbers of jobs in compefitive sectors
like civilian aerospace, electronics, and other manufac-
turing should raise a red flag that something else is at
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work—a deteriorating business climate. Peter Ueber-
roth, appointed chairman of a special Council on Califor-
nia Competitiveness by Governor Pete Wilson in 1991,
concluded that “California’s economic wounds are most-
ly self-inflicted.” Numerous business leaders agree. Jerry
Jasinowski, president of the National Association of
Manufacturers, recently declared that California “clearly
has the most anti-business climate in the country.”
Many liberal policymakers in California still deny that
there is anything seriously wrong with the state’s business
climate. But the evidence seems overwhelming: a stam-
pede of companies has moved or expanded out of the

In 1990, California suffered
the biggest decrease in new
business start-ups nationwide.

state. According to a survey conducted by several public
utilities, 668 manufacturing facilities either have moved
or expanded outside of California since 1987, costing
the state 92,000 manufacturing jobs; no one knows how
many other jobs these plants would have supported. The
survey found that 87 percent of these companies cited
California’s business climate as a major factor in their
decision to relocate. A California Business Roundtable
survey of 1,325 companies found that 44 percent intend
to relocate or expand outside of California. The trend
has become so pronounced that a 3M plant in Stockton
recently made the news when it announced it was not
leaving the state.

The resulting loss of revenue to the state is staggering.
And it is only a fraction of a multi-billion-dollar exodus
to greener state pastures. Hughes Aircraft chairman
Michael Armstrong estimates that Hughes’ move to
Arizona will cost state and local government more than
$600 million in tax revenue every year.

Hot Tub to Cold Shower

Californians would not have to worry too much about
businesses leaving the state if new companies relocated
there to take their place. Butin 1990, California suffered
the biggest decrease in the number of new business
startups nationwide, and business failures soared. As
recently as 1988, California ranked third in the nation
in the number of new manufacturing plants. By 1990,
California did not even rank in the top 10 states.

The sorry business climate results partly from the high
costs of doing business—costs that often are driven up
by government regulation. True, some costs are func-
tions of high demand in a dynamic marketplace; utility
rates, for instance, are as much as 50 percent higher in
California than in neighboring states.

However, the state’s high housing costs also make it
difficult for employers to attract skilled workers.
California’s median home price is $211,000; the national
median price is $103,000, while the median home prices
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of neighboring western states are below the national
average. This price disparity is a recent development. In
1974, California’s median home price was only slightly
above the national median.

There is abundant evidence that government regula-
tion, more than market demand, is the chief cause of
soaring housing costs California has experienced. In
addition to development-impact fees that can add up to
more than $40,000 per house in many parts of California,
planning delays and permit conditions can nearly double
the cost of building a new home.

Stressed Out

The most expensive example of government-imposed
costs is workers’ compensation, which is driving small
and medium-sized businesses out of California. Between
1981 and 1991, the cost of California’s workers’ compen-
sation program rose more than 200 percent. Over the
same period, the workforce grew only 25 percent, and
the rate of disabling injuries per 1,000 workers declined.
A clue to the problem is revealed in the following fact:
while California’s workers-comp system ranks among the
top five in the nation for cost, California ranks 44th in
benefits paid to injured workers. A large number of
middlemen obviously are feeding at the trough as well.

A potent political combination of lawyers, doctors,
clinics, and insurers prevailed upon the legislature over
the last decade to enact an expansive definition of com-
pensable disability. Under this enlarged definition, an
able-bodied person can collect on a “cumulative stress”
claim, even if the job only contributed to 10 percent of
the “stress.” Virtually anyone who commutes in
California’s legendary freeway traffic can qualify under
this absurd standard. Not surprisingly, stress claims have
increased 700 percent in the last decade. Fraud is ram-
pant, as a “60 Minutes” segment exposed last year. Yet,
with such elastic thresholds of “injury” through “stress,”
it is hard to tell fraud from legitimate stress. A favorite
tactic of laid-off or terminated workers is to file a stress
claim immediately. Many are successful. When the Good
Companies, a furniture manufacturer in the Los Angeles
area since 1956, moved to Mexico chiefly to escape the
prohibitive cost of local air quality regulations, they laid

California is one of the
nation’s 10 highest-taxed
states on a per-capita basis.

off 600 workers. When the company announced the
layoffs, a workers-compensation attorney parked vans in
front of the plant and ferried workers to the attorney’s
office. Of the 600 workers, 530 filed workers-comp claims
against the company.

The result of such a system is skyrocketing insurance
premiums that render California companies uncompeti-
tive with out-ofsstate producers. Total workers-comp in-
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surance costs now top $10 billion a year in California—
not much less than the state takes in through the cor-
porate-income tax. McDonnell-Douglas reports that it
pays $785,000 in workers’ compensation premiums for
every MD-80 airplane it builds in California. Seattle-based
Boeing pays only $235,000 per similar aircraft. Not
surprisingly, many companies that have moved from
California have been able to recoup their moving costs
in the first year from savings in workers comp costs alone.
McDonnell-Douglas is now among the exiles: having
already announced that it would build components for
its C-17 transport plane in Missouri, McDonnell-Douglas
recently announced that two major new programs, the
AH-64 helicopter and its next generation MD-12 jumbo
passenger jet, also will be made outside of California.

L.A. Law

McDonnell-Douglas and other manufacturers say that
other government regulations, especially environmental
regulations, are as damaging to business as workers’
compensation. California’s environmental standards are
tougher than the federal government’s. Perhaps the
most serious obstacle to economic activity comes from
the complexity, delay, and uncertainty of the environ-
mental review and permit process. In Los Angeles Coun-
ty, for example, businesses must get environmental
permits from as many as 27 local agencies and up to 32
state agencies. Federal agencies also get in on the act,
bringing the possible total permit gauntlet to over 70
agencies.

Environmentalists frequently use legal challenges
under CEQA to prolong the lengthy review process for
up to a decade. For instance, it took one company 10
years to move from initial permit application to
groundbreaking for a $140 million recycling and waste
reduction center. During that time, the project was hit
with 20 CEQA lawsuits from citizens, all but one of which
was unsuccessful. Companies that operate in several
states—retail distribution warehouses, for example—
routinely report that identical projects are up and run-

Governor Pete Wilson has
claimed that “California’s
economic wounds are mostly
self-inflicted.”

ning in other states before the review process is even half
finished in California. As one exasperated businessman
told a state Senate committee hearing last year, “T would
rather have a ‘no’ in two months than a ‘yes’ in two
years.”

The worst example of regulatory overkill and perverse
bureaucratic incentives is the South Coast Air Quality
Management District (SCAQMD). The South Coast
AQMD is charged with battling smog in the greater Los
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The end of the Cold War has meant anything but a
“peace dividend” for California. More than 120,000
defense-related jobs have been eliminated

in the past two years.

Angeles area. While L.A.’s worst-in-the-nation smog
should be attacked aggressively, the SCAQMD and its
regulatory strategy are a textbook model of an unac-
countable anti-business bureaucracy. The district has its
own governing board that is constituted through a frag-
mented and Byzantine process. Unlike the federal EPA,
which must get an appropriation from Congress and
submit to congressional oversight, the SCAQMD does
not have to answer to the state legislature. It sets its own
budget and raises its own revenue through permit fees
and fines levied directly on businesses in the region—up
to $25,000 a day. An older school of jurisprudence
probably would have found the SCAQMD’s autonomy to
be an unconstitutional violation of the separation of
powers.

Not surprisingly, the SCAQMD emphasizes regula-
tions that generate revenue through permit fees on
stationary sources of smog—which means businesses—
even though two-thirds of the smog in L.A. is generated
by cars and trucks. SCAQMD did its best to conceal the
extent to which its overall plan would become an al-
batross around the neck of the region’s economy. The
district originally estimated that its regulations would
cost about $3 billion a year. However, two independent
estimates, one by the National Economic Research As-
sociates (NERA) and another by Resources for the Fu-
ture (RFF), placed the cost at $10 to $12 billion a year,
or nearly $2,700 per household in the region.

NERA researchers noticed that the district’s estimate
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left out any cost figures for more than half the regula-
tions contained in its 20-year plan. When the district
added up its estimated costs, it simply added a “zero” to
the bottom line whenever it came upon one of these
uncalculated measures. When pressed in a public forum
about this peculiar methodology, the chairman of the
District’s board said they didn’t want to use “arbitrary
figures.” The NERA and RFF estimates reasonably sup-
pose, however, that the uncosted regulations would cost
something rather than nothing.

Under pressure, the SCAQMD has softened somewhat
its anti-business attitude and has moved to adopt a
market-based tradable permit system that has long been
advocated by market-oriented economists and environ-
mentalists. Meanwhile, efforts to streamline the environ-
mental review and permit process are reaching a fever
pitch. The secretary of the California Environmental
Protection Agency, James Strock, describes the environ-
mental review process as “convoluted, overly complex,
and unnecessarily burdensome.” Strock has made
streamlining a major priority, but legislative action is
required to cut away the thicket of red tape.

Leading the Tax Pack

All of this economic misery and regulatory excess
would seem to provide conservatives with golden oppor-
tunities to advance a conservative agenda; however, con-
servatives have had a hard time finding their voice. For
the past 10 years, California’s Republican governors have
taken the blame rightfully belonging to the liberal legis-
lature. Along with the sorry fortune of President George
Bush, Republicans received the lion’s share of the voters’
wrath last November. California provided Clinton with
one-third of his national vote margin over Bush. In
addition, Republicans actually lost a seat in the State
Assembly, where they had been expected to pick up
several seats on account of a favorable reapportionment
following the last census.

Along with liberal dominance in the legislature has
come staggering growth in California’s government. Be-
tween 1958 and 1991, state per-capita spending (adjusted
in real 1991 dollars) increased from $629 to $1,716.
While real state spending per capita tripled, real per-
capita income less than doubled. Hence, state
government’s share of personal income has risen from
about 4.8 percent in 1962 to over 8 percent today.
California is one of nation’s 10 highest-taxed states on a
per-capita basis.

The booming economy of the mid-1980s generated
huge revenues that allowed the state budget growth at
times to hit double-digit rates. Even with this rapid
revenue growth, however, the state budget was still run-
ning a cash deficit every year. Each year the state budget
would include a $1 billion or more “contingency
reserve,” but every year except one the reserve would
finish the year several hundred million dollars below the
budgeted figure. As long as the budget was technically
in surplus, no one complained.

The onset of the recession in 1990 quickly exposed
the unsound basis of state spending, and turned the
small deficits into a huge gap. Revenues have been
billions of dollars below forecasts, but the growth of
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spending continues unabated, actually rising in 1991 and
1992. Incredibly, even though the state’s private sector
has lost over 800,000 jobs, state government employment
has risen by more than 5,000 employees during the past
three years.

Coast Accounting

The state budget is driven largely by earmarking and
automatic spending increases for entitlement programs.
The caseload for entitlement programs such as welfare
and Medical (California’s version of the federal Medicaid
program) is growing at double-digit rates, while the
number of taxpayers is not. The ratio of taxpayers to
subsidy recipients is falling rapidly, so much so that even
a vigorous economic recovery is not likely to generate
enough revenue growth to balance the budget in the
next few years. Governor Wilson has called this “the
taxpayer squeeze.” By the year 2000, the Department of
Finance estimates, the budget could still be $15 billion
in the red. “There is simply no revenue system in the
world that can pay for this kind of spending,” a Depart-
ment of Finance official told Policy Review.

Governor Wilson hurt himself badly in 1991 by agree-
ing to a $7 billion income and sales tax increase—the
largest in state history—to help close the $14 billion
budget gap. As supply-siders predicted, the tax increases
failed to generate the revenue projected. Governor Wil-
son has since said that the tax increase was a mistake
and has tried to hold the line on taxes in the face of
successive combined budget deficits of more than $20
billion. Last year, the state had to resort to issuing [OUs
to pay its bills, as the legislature bickered for more than
two months at the beginning of the fiscal year before
finally passing a budget. Governor Wilson now is propos-
ing to roll back a part of the state’s sales tax, reduce
entitlement spending, and privatize some parts of state
government.

Fixing California requires a massive overhaul of its
budget process and regulatory laws. Fundamental budget
reform should include the elimination of earmarking
and automatic increases based on social program
caseloads. Earmarking and “workload” budgeting
remove spending control from the domain of legislative
deliberation and accountability. Several studies have
shown that state budgets grow more slowly in states
without such spending discretion.

In order to reform the budget process and slow down
overall spending growth, such spending programs as
entitlements and corrections must be reduced first. State
and local governments spend over $3 billion a year on
entitlement programs for illegal immigrants; California’s
welfare grants are among the highest in the nation.
Spending for corrections has soared by nearly 600 per-
cent since 1978. California’s incarceration costs rank
among the highest in the country. Privatizing some
medium-security prisons in addition to some other cost-
cutting measures could make a huge dent in budget
spending.

Second, taxes need to be lowered and redistributed.
One of the unintended consequences of Proposition 13
was the centralization of revenue at the state government
level. Local governments in California have been
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ronmental standards are touher than the federal gvernment’s. In Los Angeles County, businesses

must get environmental permits from as many as 27 local agencies and up to 32 state agencies.

gradually transformed into administrative units of state
government because the state tightly controls the money
flowing back to local government. Not only should taxes
be lowered, but a portion of the tax base should be
shifted directly to local government control.

Third, some of the functions of state government
need to be downsized and privatized. A few of the nearly
400 state boards and commissions, including such august
bodies as the Pet Bird Advisory Committee, have been
abolished, and the Wilson administration has dozens
more on the chopping block. But this isn’t where the
real money and trouble is. There is still a lot of redun-
dancy and unnecessary bureaucracy that can be
eliminated. Does California need, for instance, both a
free-standing Integrated Waste Management Board, and
a Division of Recycling in the Resources Agency, who are
tripping over each other while doing the same things?

Fourth, environmental and other regulations must be
reformed. California needs to reevaluate whether its own
environmental standards, which usually are tougher than
federal standards, have been set unrealistically or un-
scientifically. Conservatives need to press not only for a
streamlined review process, but also for the adoption of
market-based or incentive-based environmental policies,
which are a less costly and more effective alternative to
the bureaucratic “command-and-control” regulation
now in place. The good news is that some environmen-
talists in the state are sympathetic to these ideas. Con-
servatives have a unique opportunity to form coalitions
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with moderate environmentalists against the bureaucrats
and the radical environmentalists.

Much of this agenda probably cannot be ac-
complished without a conservative majority in the state
legislature. But conservatives can hope to gain strength
in California with the right themes and a strong voice.
The split between conservatives and moderates in the
California GOP has been overblown in the media. Al-
though disagreements and enmity exist, the disastrous
result of the last election has had a chastening effect on
both camps—with both reaching for the common
ground that does exist, especially on economic issues.

Term limits soon will take effect, throwing the legis-
lature wide open for a complete change. A bold school-
choice initiative is on the ballot for a special election in
November, around which conservatives can emphasize
the themes of empowerment and opportunity, especially
for the state’s large minority population. School choice
would also break the power of the teachers’ union and
reform inefficient education spending.

Above all, California conservatives need to regain the
dynamic themes of opportunity and growth that have
served them well in California and elsewhere in the past.
The huge budget deficits should be regarded as an
opportunity for conservatives to press for the kind of
changes in government that thus far have eluded them
both in California and across the nation. There simply
is no other way to avoid the economic equivalent of a
tectonic shift along the San Andreas. x
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All I know is my little girl needs medicine.

And I cant afford. it.

Americas pharmaceutical research industry works to develop medicines
A SOLUTION FROM for everyone. And everyone, espe-

AMERICA'S PHARMACEUTICAL cially the poor and the elderly,

‘ : ¥ should be able to have them. That
RESEARCH COMPANIES why we support prescription drug

coverage for every American. For
information on this, and on our proposal to restrain price increases, call
the Pharmaceutical Manufacturers Association at 1-800-538-2692.
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Cuicaco’s Houst or Horr

Tough, Loving Methods of Helping the Homeless

SISTER CONNIE DRISCOLL

Ten years ago, Sister Therese O’Sullivan and I were
surprised by a spiritual calling to help homeless women
and their children on Chicago’s impoverished south
side, and opened the St. Martin de Porres House of
Hope. It wasn’t work we had planned to do, or that we
had trained to do, but we found a real need in this
community, and we realized we had to do what we could
to heal these battered lives. Since we opened our first
residence in 1983, we’ve learned a lot about homeless-
ness—what causes it, what perpetuates it, and what we
believe needs to be done to alleviate it.

The issue of homelessness has been a major headline
grabber in the last few years, with a whole network of
homeless advocacy groups springing up around the
country. These advocates—some of whom have never
even worked with the homeless population—believe the
solution to homelessness is simply to provide housing.
Our experience has convinced us that, while the housing
supply is a factor, the deeper problem is a lack of
personal responsibility on the part of homeless people
themselves.

Breaking Down Walls

The St. Martin de Porres House of Hope is located in
a pair of old buildings in the Woodlawn neighborhood,
not very far geographically from Hyde Park, the Univer-
sity of Chicago’s locale. I discovered the need in this
neighborhood when I came back to Chicago to visit the
nuns who had taught me in high school. They walked
me around the Woodlawn neighborhood, and took me
to a soup kitchen. The needs of the local population
were great, so I decided to stay. Sister Therese joined me
in finding and leasing our first building, which we bought
six months later with money we raised from donations.

We learned a lot about rehabbing and remodeling—
including the best way to break down a brick wall and
techniques for getting the most out of a sledgehammer—
when we were getting our first building ready to open.
The need for facilities in Chicago was so great that
women began moving in even before the work was done.
Our skills were in good shape by the time we took on
our second building, the local Catholic parish’s former
school.

50

Today we have a total of 110 beds for women and
their children in the two facilities. We reserve two-thirds
of our space for substance abusers. Qur success rate—
only 4 to 5 percent of our residents ever return to
Chicago’s shelter system, as opposed to nearly 40 percent
for the system as a whole—tells us we’re doing something
right.

Responsibility and Accountability

St. Martin’s is different from other shelters because—
to put it bluntly—this is not a place where homeless
women are going to be coddled. We put a tremendous
amount of stress on personal responsibility and account-
ability, which sets our group apart from most other
agencies. There are many causes of homelessness: drug
and alcohol addiction, mental illness, and lack of educa-
tion or housing are just a few.

But what we've found is that the most common cause
is a lack of personal responsibility; thanks to public
assistance, these women almost always have the money
to pay their rent, but they often do not. Sometimes they
spend the money on something else; or they get mad at
the landlord and don’t pay the rent; or they forget to
pay the rent on time, month after month, untl the
landlord evicts them. The public welfare bureaucrats say
the poor don’t receive enough government money, but
I disagree. The main causes of homelessness are various
kinds of dysfunctionality, and an often total lack of
understanding of personal responsibility and discipline.

Anyone who wants to stay at St. Martin’s has to follow
the rules, and we have a large number of rules to follow.
Wake-up is at 6:30 AM. every morning on weekdays, and
7:00 AM. on weekends. Every woman is expected to keep
her own area neat and clean. All residents must attend
group sessions on Monday and Wednesday mornings
from 10:00 AM. until 11:30 AM; at these sessions, resi-
dents discuss their problems, what they hope to achieve
in their lives, and how the programs at St. Martin’s can
help them. Substance abusers have daily 12-step meet-

SISTER CONNIE DRISCOLL és president of St. Martin de Porres

House of Hope. BRYAN MILLER, who assisted in writing this
article, is a freelance writer in Chicago.
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ings—both Alcoholics Anonymous and Narcotics
Anonymous sessions are held at our facility—evening
meetings on various topics, and individual therapy ses-
sions. Any resident who does not have a high school
diploma must attend equivalency classes—these classes
are not optional. Residents are required to take classes
in parenting and life skills. Mothers must keep an eye
on their children at all times, although we do have our
own preschool, open every day, for the younger children
of our residents.

We try to teach our
residents financial
responsibility as well.
Anyone who stays here is
required to save 80 per-
cent of her assistance
money and 50 percent of
her food stamps, so that
she will have a nestegg
when she leaves to set up
her own household again.
Learning to manage and
save money is imperative
for these women, so we
also instruct them about
comparative shopping,
and other real-life skills.

Strict Rules

Since accountability is
so important, we have
strict rules regarding the
whereabouts of our resi-
dents; they can’t just
come and go. They must
sign out when they leave
the building, stating their
destinations—just writing
“out” is not adequate—
and their expected time
of return. They also must
tell us if they’ll be present
for meals. Women with
children must be in by
7:30 P.M. except in sum-
mer, when the curfew is
extended to 8:15 P.M. Everyone else has to be in by 9:30
p.M. These curfews don’t apply to the substance abusers;
they are not allowed to leave without getting a pass and
telling us specifically where they are going. They also
have a four-hour limit on how long they can be gone, a
limit we can extend as they get stabilized.

It goes without saying that alcohol, drugs, and
weapons are not allowed on the premises. Any prescrip-
tion medication is locked up, and issued when needed—
our first priority is the safety of the children.

These are tough rules—and there are many more—
and we receive a lot of criticism from other service-
providers because of them. Even some members of our
own religious orders think we are too hard on our
residents. But the fact is that discipline and responsibility
are what these women need, and this “tough love” works.
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Sister Connie Driscoll. “The most common cause of
homelessness is a lack of personal responsibility.”

If one of the residents is having a difficult time fol-
lowing the rules, we have a talk with her. We give
everyone several chances to get her life together. If a
resident can’t work out her problems at St. Martin’s, we
help her to find a different place to go. But such reloca-
tions don’t happen often.

Despite all our rules, women beat our doors down to
getin to St. Martin’s. The word on the street is that we’re
tough but fair, and that St. Martin de Porres is the place
to come if you want to get
your life in order. Many of
our residents have been in
other shelters, and they
have not received the kind
of help they really need.

Most of our residents
are referred to us by
government agencies, in-
cluding Chicago’s Depart-
ment of Human Services
or the Department of
Children and Families, or
by hospitals, schools, or
churches. Hardly anyone
just walks through the
door—but homeless
women often ask for a
referral to us.

Drug Abuse

The very hardest part of
my job is watching the suf-
fering of good people with
substance-abuse problems,
and what that does to their
children. The effect on the
kids is the most gut-
wrenching part of all. Sub-

stance-abusers, in
particular, have a hard
time resolving their

problems; they really have
to want to turn their lives
around. Over the years we
have seen more and more
women with drug- and al-
cohol-abuse problems, and a year ago we made the
decision to devote half of our resources to them. Once
we get these residents stabilized, we encourage them to
look for apartments. Many of our “graduates” live in the
community, in two nearby apartment buildings, where
they can support each other in their efforts. They still
call in to the House of Hope and let us know how they’re
doing; they still come in here for Narcotics Anonymous
meetings, and every Sunday afternoon they have a meet-
ing of their own. So far, our success rate with drug users
has been very encouraging.

At the same time we decided to separate the abuser
population from the other homeless, we drastically cut
back on the number of pregnant and parenting teens
we housed. This population used to be a large part of
our clientele.
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Young residents of the House of Hope. “The very hardest .ioa.rt of my job is watching the suffering

S

of people with drug abuse problems, and what it does to their children.”

The primary reason for the decision to reduce our
beds for this group is that most of these girls are not
really homeless. Perhaps one out of 100 really qualifies
as homeless; the rest just did not want to follow their
mama’s rules. Helping these girls was a very tough
proposition for us: if they weren’t going to obey their
mothers, and get into the house by 9:00 or 10:00 at night,
they sure weren’t going to follow our guidelines, and be
in by 7:30! So instead of offering them shelter, we've
changed our focus—we try to get them back with their
families, and to make sure they stay in school so they can
get the educations they must have if they’re ever going
to break the dead-end cycle of poverty.

When pregnant and parenting teens come to us, we
require that they stay in school. Then we assign to the
girl a case worker, who works with the girl to get her
back together with her family and into programs to help
with specific problems. We try to help these girls set and
achieve goals, for themselves and for their children, and
we follow up continually. In the meantime, we’re putting
our limited housing resources where they can make the
most difference: rehabilitating drug and alcohol abusers.
I think we’ve made the right choice.

The second-hardest part of the job, I must admit, is
raising funds. The bulk of our support comes from
foundations, corporations, individuals, and speaking
fees—I'll go almost anywhere to make a speech. I do
most of the fund-raising myself. To maintain our inde-
pendence, and continue to operate our shelter in the
way we feel we must, we do not accept money from any
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government agency, or even from the Roman Catholic
Church. Some individual parishes do take up special
collections for us, and that helps. But things are often
tight. Sister Therese and I are fortunate to have a dedi-
cated staff who put in long hours for very little money;
nobody who works for us is doing it for the pay scale.

Our work at St. Martin’s, and our techniques for
helping homeless women take charge of their lives,
attracted attention at City Hall. Chicago’s Commissioner
of Human Services, Daniel Alvarez, decided it would be
a good idea to have a civilian head up Mayor Richard
Daley’s Task Force on the Homeless, and he thought I
might bring some fresh ideas to the job, so I was ap-
pointed chairman in 1989. I am the first non-bureaucrat
to hold the position. One of my first acts as chairman
was to re-evaluate the way the staffs of Chicago-area
shelters were counting the number of homeless in our
city.

Homeless Numbers Don’t Add Up

The actual number of homeless in America is a hotly
contested figure. I think some of the advocates inflate
the number of homeless individuals in order to get more
financial assistance from the agencies that support them.
Actually, there are more than enough genuine homeless
people without exaggerating the count. The National
Coalition for the Homeless claims that there are between
2.5 to 3 million homeless people in the United States. I
think that number is vastly inflated; the real number is
probably closer to half a million, and they are not all
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looking for shelter on the same night. [ base my estimate
on regular polls I take of the usage of shelters in different
cities, a poll I update frequently. So I no longer pay
attention to the NCH figures.

The homeless count gets inflated in part because
people who aren’t really homeless are often included,
like those who are just between apartments for a few
days, and go to a shelter instead of to a friend’s place or
amotel. In Chicago, the court-mandated system says that
anytime there aren’t enough regular beds for the in-
mates at Cook County Jail, the excess population has to
be released, and many of these men simply head for a
homeless shelter. They are not allowed to sleep on
mattresses on the floor in jail, but that is exactly what
they do as soon as they're released. Another major
problem is the overcounting of the legitimate homeless.

Previously, if a woman went to Shelter A and found
it full, she was counted as a turn-away. If she went to
Shelter B, and they didn’t have room either, she was
counted a second time. By the time she actually found
a bed at Shelter C, she’d been counted three times.

To prevent this overcounting, I developed a form for
service providers to fill out, with space for initials (to
preserve privacy), age, number of children, and their
ages—to prevent double and triple counting. By im-
plementing this tracking system, we cut the count of
turn-aways in Chicago by two-thirds. Today, in my
capacity as chairman of the task force, I keep track of all
of the area-shelter statistics, and we have a pretty good
idea of exactly how many homeless people there are in
the city and how many beds are required. These statistics
tell me that our methods work better than those used
by other groups for tracking the homeless population.

Warming Centers vs. Real Warmth

Another point on which we disagree with the advo-
cates is whether or not we need warming centers. There
are a number of well-meaning people who believe in
setting up mattresses in church basements and letting
people sleep there overnight. Usually, it’s a different
location every night, and the people have got to find a
place to spend the day. Too often, they make a nuisance
of themselves in local libraries and parks. What’s worse,
they don’t have the continuity that they need to get their
lives together.

I can’t imagine sleeping in a different place every
night, with no place to keep my personal belongings, no
place to go during the day, no way to put a resumé
together, nowhere even that I could tell a prospective
employer he could call me! I especially can’t imagine
putting a child through it—yet, many homeless advocates
are putting resources into these warming centers, instead
of into real shelters with real programs that could help
these people regain their lives. If you're going to try to
get people stabilized, you can’t just revolve them through
a nightly system. You have to do more than offer them
a place to sleep.

There is an urgent need for more shelters that take
our approach and advance the objective of getting the
homeless to be more responsible for their own lives. My
first word of advice to anyone considering the St
Martin’s approach is to take off the rose-colored glasses.
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The need for facilities in Chicago was so great that
women began moving in even before the work was
finished on our first building.

Take a look at each individual person, and try to address
her or his needs. Because no matter what you do, you're
not going to solve the whole homeless problem with one
program. We spent our first six months figuring out that
you can only do so much.

We’ve found that it is essential to keep the house from
getting too large. I think that anything over 100 adult
beds is too big, because you can’t really give individuals
the help they need. Frankly, I think the smaller houses—
those with 50 or 60 beds—have the best chances for
success.

Another thing we've determined in our work is that
government assistance actually may be part of the prob-
lem. We're not going to see any significant improve-
ments in the homeless numbers until we see some major
policy changes in the way welfare is administered. I'd
like to see the whole system abandoned; people should
not live continually on the dole. People must obtain job
skills; they have to decide on their own what they want
to make of their lives.

The homeless advocates, because of their heavy
reliance on government funding, have called me cruel
for saying that we must cut off this easy government
money, that we must put time limits on how long in-
dividuals can collect assistance, and that we must put
limits on the amount of assistance available.

But the fact is there’s nothing more satisfying than
being self-sufficient, and accomplishing your goals. The
people who have come through St. Martin de Porres are
happy. Their lives are their own. They have discovered
the satisfactions of earning their own money, saving their
money, and spending it as they wish.

Success and Independence
The really satisfying part of my job is seeing our
success stories, and they're all over the Chicago area,
with jobs and responsibilities. They are living in decent
apartments; they're teaching their children a better way
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“St. Martin’s is different because, to put it bluntly—this is not a place where

homeless women are going to be coddled.” —Sister Connie Driscoll

to live; they’re getting educations and turning their backs
on the way they used to live. Not a day goes by that Sister
Therese and I don’t hear from a former resident, just
checking in to let us know how her life is coming along.
And it’s almost always good news.

Happy Endings

There are women like Juanita Green, a child of the
black middle class who had a college degree and a
responsible job, and burned them both up with her
five-year crack habit. When she arrived at St. Martin’s,
she was broke, with a brand-new baby; her other child
had been taken from her and was in foster care. Her first
day here, she told us, “I feel like I'm no good.” We told
her it was up to her to make things happen, but that we
were here to help her. Nine months later, she was clean;
she’d saved $3,000 in cash, and more than $1,200 in food
stamps. She was reunited with her older daughter, and
she was ready to set up her own apartment. It was a proud
moment when she got a job, told public aid goodbye,
and came back to inform us, “Now I'm a taxpayer again.”

“Roxanne” (not her real name) will admit that she
doesn’t always maintain our strict 10:30 P.M. bedtime—
but at least she’s not staying up all night anymore. She
benefitted from our forced discipline and account
ability—and tells us that the life-skills classes she had at
St. Martin’s taught her how to take care of her children.
Through our programs, Roxanne kicked her crack and
alcohol addictions, and has stayed clean. Being free from
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drugs and a good mother to her children are huge
accomplishments for this former resident, and she
credits the responsibility she learned at St. Martin’s with
giving her the strength to do both.

Most of our clientele is poor and black, but by no
means all. One of the toughest cases we've ever had was
“Catherine,” from a middle-class white family. She was
sent to us six months pregnant, after seven vears of
continuous drinking. Catherine was abusive, and tested
every single limit we had.

One night she managed to slip out the back door of
the shelter, get hold of a bottle, and disappeared for
several days. We threw her out when she finally turned
up several days later—but she came back the next week,
bruised and battered, and begged us to take her back.
We did, but we watched her like hawks after that; she
didn’t even get to go to the bathroom by herself,

Three months later Catherine had a beautiful baby
with no trace of fetal alcohol syndrome; today, she’s
happily married and has a good job. Catherine is one of
our greatest success stories, but there are scores of other
women like her.

The St. Martin de Porres House of Hope alone can
only do so much. But there is no reason that other
individuals or groups who want to make a difference
helping the homeless can’t apply the same principles
and achieve the same results. I firmly believe that the
only way we really can help the homeless is to teach them
how to help themselves. x
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FrREE TRADE’'S FORGOTTEN AMIGOS

Why Governors Want NAFTA

DouGLAS SEAY AND WESLEY SMITH

P rospects in Congress for the North American Free
Trade Agreement (NAFTA) with Canada and Mexico
look gloomy. Leon Panetta, President Clinton’s director
of the Office of Management and Budget and a propo-
nent of NAFTA, says the proposed agreement is “dead.”
Although President Clinton, Treasury Secretary Lloyd
Bentsen, and Labor Secretary Robert Reich all publicly
support NAFTA, the administration is more ambivalent
than the Bush administration, which pushed for NAFTA
aggressively. Congressional opposition to the agreement
is widespread and growing, most notably among Demo-
crats, but among many Republicans as well. Labor and
environmentalist lobbyists have mounted a well-financed
effort to derail NAFTA. Their strategy is to argue that it
would lead to massive job loss, the de-industrialization of
the United States, and a lowering of labor and environ-
mental standards to those of the Third World.

In contrast to this intense hostility and feverish activity
in the nation’s capital is the view from the state houses,
where NAFTA is regarded as self-evidently good for state
economies. According to a Heritage Foundation survey
in June 1993, 40 of the country’s 50 governors actively
support NAFTA—22 of the 30 Democrats, one of the two
independents, and all of the 18 Republicans. This near-
unanimous support comes from north and south, east
and west, agricultural and industrial states. The universal
reason the governors cite for their support is NAFTA’s
expected positive impact on their states, especially on job
growth.

This surprising consensus among the governors has
gone largely unnoticed during the public debate, and
NAFTA’s supporters have overlooked a valuable set of
allics. The contrast between their strong support and the
growing opposition in Congress suggests a major differ-
ence in decision-making between Washington and the
states. Congressmen and governors make different trade-
offs between special interests and the general welfare.

NAFTA’s Tortuous Path
NAFTA’s path to congressional consideration has
been long and difficult. First floated as an idea by Ronald
Reagan in his presidential campaign of 1980, a free-trade
zone among the three countries did not receive active
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consideration until proposed by Mexican President Car-
los Salinas de Gortari to George Bush in the fall of 1990.
Although Mr. Salinas’s original proposal was for a bilat-
eral U.S.—Mexican agreement, Canada soon requested
participation to safeguard its gains from the 1988 U.S.—
Canada Free Trade Agreement.

The trilateral negotiations that began in 1991 proved
much more difficult than anticipated, due largely to
Mexico’s desire to delay the opening of many of its most
sensitive and politically powerful sectors, such as financial
services. The resulting agreement, while not a perfect
free-trade agreement, did provide for the removal of most
barriers to trade among the three countries. Although
substantially completed by May 1992, the delays in the
negotiations had pushed the agreement far into the U.S.
election year, and it was decided to shelve congressional
action until after the election.

George Bush’s defeat removed the agreement’s key
proponent in the United States. Although candidate Bill
Clinton repeatedly expressed his support for NAFTA in
the campaign, he conditioned his approval on the nego-
tiation of additional and unspecified “side agreements”
on labor and environmental issues. Ross Perot, by con-
trast, denounced the agreement, predicting a “giant suck-
ing sound” as U.S. jobs were drawn south to Mexico. In
one of his last acts as president, Mr. Bush signed the
completed agreement in December and forwarded it to
Congress, where it awaited the new president.

On taking office Mr. Clinton postponed congressional
consideration until the completion of the side agree-
ments, the negotiation of which began only in March.
Since then, further delays have emerged, and Treasury
Secretary Bentsen announced in April that, due to the
administration’s focus on its domestic economic package,
a vote on NAFTA would not be forthcoming before fall.

Enemies Organize
These repeated delays have given the agreement’s
enemies time to organize. Among the first to lobby the

DOUGLAS SEAY is deputy director o}"Fom'gn and Defense Policy

Studies at The Heritage Foundation. WESLEY SMITH is a policy
analyst at The Heritage Foundation.
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Governors' Views on NAFTA

agreements.

State Governor View

| Alabama Jim Folsom (D) 3 NR

| Alaska Walter J. Hickel (I) Yes
Arizona _J. Fife Symington III (R) Yes

| Arkansas _Jim Guy Tucker (D) Yes |
California Pete Wilson (R} Yes

| Colorado Roy Romer (D) Yes
Connecticut  Lowell Weicker Jr. (I) NR

| Delaware ~ Thomas R. Carper (R) Yes
Florida Lawton Chiles (D) Yes
Georgia Zell Miller (D) _ NR |

Hawaii John D. Waihee III (D) Yes
1daho _ Cecil D. Andrus (D) Yes <y [

| Mlinois Jim Edgar (R) _ Yes

Indiana = B.EvanBayh I (D) Yes

| Towa Terry E. Branstad (R) Yes

| Kansas Joan Finney (D) Yes
Kentucky Brereton Jones (D) Und.

Louisiana Edwin W. Edwards (D) Yes
Maine John P. McKernan Jr. (R) Yes |
Maryland William Denald Schaefer (D) Ye_s_l
Massachusetts ~ William F. Weld (R) Yes
Michigan John Engler (R) Yes |
Minnesota Arne Carlson (R) Yes
Mississippi ~ Kirk Fordice (R) Yes l

| Missouri ~ Mel Carnahan (D) Yes

_W)ntana_ Mare Racicot (R) = Yes

Nebraska E. Benjamin Nelson (D) Yes
Nevada __ Robert J. Miller (D) Yes
New Hampshire Steve Merrill (R) Yes
New Jersey  James J. Florio (D) Yes
‘New Mexico Bruce King (D) - Yes
New York Mario M. Cuomo (D) Yes
North Carolina James B. Hunt (D) Yes

| North Dakota Edward T. Schafer (D) Yes

[ Ohio George V. Voinovich (R) Yes
Oklahoma David Walters (D) Yes
Oregon _Barbara Roberts (D) NR
Pennsylvania  Robert P. Casey (D) NR |
Rhode Island  Bruce Sundlun (D) Yes
South Carolina Carroll A. Campbell Jr. (R)  Yes
South Dakota  Walter D. Miller (R) Yes
Tennessee Ned Ray MeWherter (D) Und.
Texas Ann W. Richards (D) Yes

[_M___ __ Michael O. Leavitt (R) Yes
Vermont ~ Howard Dean (R) Yes

| Virginia L. Douglas Wilder (D) Und.
Washington Mike Lowry (D) NR
West Virginia  Gaston Caperton (D) Yes _j'
Wisconsin Tommy G. Thompson (R) ~ Yes |
Wyoming Michael Sullivan (D) Yes |

Note: Based on a Heritage Foundation survey taken in June 1993.
A%provals include %?ve(nots who are in favor of NAFTA only with certain
side "NR" indicates no response to the inquiry, while
"Und." means that the governor has not decided his position yet.
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new administration were representatives of the flat glass
and sugar-growing industries, which sought toreopen the
NAFTA text for modifications in their favor. Much more
serious, however, are the efforts of labor unions and
environmentalist lobbies, whose economic and ideologi-
cal interests pit them against free trade.

According to the Clinton administration’s Depart-
ment of Commerce, 700,000 jobs already have been cre-
ated in the United States due to increased exports to
Mexico. Most economic studies predict NAFTA will add
several hundred thousand jobs in the United States. Nev-
ertheless, the AFL-CIO makes no secret of its opposition
to the agreement. [ts secretary/treasurer, Tom Donohue,
has proclaimed the defeat of NAFTA as the organization’s
“number-one priority.” Opposition has been joined by
environmentalist groups who charge that the agreement
will lead to environmental degradation on both sides of
the border. But the most potent political issue has been
a fear that greater trade with Mexico will accelerate the
loss of high-paying union jobs in many American indus-
tries. Union opposition to NAFTA has found resonance
in the slow-growing U.S. economy, where fears of job
security among the population have provided fertile soil.

As a result of the intense lobbying by anti-NAFTA
forces, what was once commonly regarded as a done deal
now shows signs of unravelling. Although two-thirds of
the Republicans in Congress support NAFTA, only one-
quarter of Democrats do, according to surveys. The situ-
ation is worse among the newly elected members; slightly
over one-third of the freshmen Republicans in the House
oppose or are leaning against NAFTA. According to
Robert Matsui (D-CA), a NAFTA supporter, only 5 of the
63 freshman Democratic congressmen openly support
NAFTA. The leaders of both houses of Congress, Senator
George Mitchell and Speaker Tom Foley, stated in April
that, although they support the agreement themselves, a
vote on NAFTA would lose in both the Senate and the
House of Representatives. Among congressional oppo-
nents, the most commonly cited reason for their position
is fear of a loss of U.S. jobs, especially in manufacturing.

Evidence from the States

It therefore is highly significant that 40 of 50 governors
are confident that NAFTA will be beneficial for their
states. Supporters of NAFTA range from James Hunt of
North Carolina to Evan Bayh of Indiana to John Waihee .
of Hawaii to William Weld of Massachusetts.

Governors are on the front line of expanding export
opportunities for businesses in their states. They go on
trade missions. They set up trade offices in foreign coun-
tries. They know that Mexico is overtaking Japan as Amer-
ica’s second-largest market. Most of them have seen sharp
increases in their states’ exports to Mexico over the last
five years as that country has removed many of its most
egregious trade barriers. They say NAFTA simply will
accelerate the opening of Mexico to U.S. business. With
70 percent of imports into Mexico coming from the
United States, governors say that an expanding Mexican
economy is great for American jobs. They maintain that
the biggest job creation will come in small and medium-
sized companies, the great employment engine in almost
all states.
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Governor Pete Wilson of California, for example,
points out that his state’s exports to Mexico “more than
doubled between 1987 and 1990, creating tens of thou-
sands of new jobs.” Nevertheless, the state’s two senators,
Barbara Boxer and Dianne Feinstein, as well as a large
number of the state’s congressmen, oppose NAFTA, fear-
ing it will lead to job loss. But Governor Wilson argues
that “commerce between the United States and Mexico
freed of the constraints of tariff and non-tariff barriers
means increased trade, and increased trade translates
into vitally needed jobs on both sides of the border.”

Governor Wilson’s comments are backed up by statis-
tics. Last year, the state’s businesses exported $6.6 billion
to Mexico, an increase of 190 percent over five years.
More than 110,000 Californians’ jobs depend on exports
to Mexico, and an additional 106,000 jobs are supported
by U.S. companies operating in Mexico that draw upon
the services of California’s trucking, management, ware-
housing, and service industries.

The opportunities of the Mexico market extend across
the business spectrum. Over the past five years, Califor-
nia’s exports have increased 489 percent in the food
products sector, 382 percent in transportation equip-
ment, 248 percent in electric and electronic equipment,
244 percent in chemical products, 169 percent in indus-
trial machinery and computers, and 548 percent in ap-
parel.

Specific examples are even more revealing. Cal-State
Lumber Sales’ business in Mexico has increased by 700
percentin recent years, allowing the company to increase
its work force in California by 30 percent. The positive
impact on jobs extends beyond the company’s own pay-
roll. According to Mary Alice Acevedo, director of inter-
national relations: “We buy lumber from several mills; our
purchases have helped the mills keep U.S. workers on the
job.”

SJS Products of Rocklin that distributes U.S. manufac-
tured electromechanical products, had faced layoffs due
to the U.S. recession. §JS turned to Mexico to expand its
sales and, according to William McGillivray, director of
sales for the company, “We have not had to lay off one
person since our involvement in Mexico. And all the
products we export to Mexico are 100-percent U.S. manu-
factured.”

Regional Support

The opposition to NAFTA within California’s congres-
sional delegation is unusual among the border states. In
the rest—Arizona, New Mexico, and Texas—the gover-
nors’ support for NAFTA is matched by that of their
congressional delegations, with the exception of those
members who are closely allied with environmental
groups or organized labor. As Texas Democratic Gover-
nor Ann Richards, an especially vocal supporter of
NAFTA, putsit: “For Texans, the successful conclusion of
the Free Trade Agreement cannot be overestimated.
NAFTA will have an enormous impact on our economy,
putting us literally in the geographic center of a hemi-
spheric trade zone, one that is 25 percent larger than the
European Economic Community.”

This strong bipartisan support is often explained by
the assertion that since these border states will be the
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primary beneficiaries of NAFTA—perhaps even at the
expense of other U.S. states—the broad support of the
agreement among their elected officials is to be expected.

However, some of the strongest supporters of NAFTA
are located in the Midwest, the very heartland of U.S.
manufacturing that NAFTA opponents allege will be dev-
astated by Mexican competition. The governors of the
industrial states of Wisconsin, Illinois, Indiana, Michigan,
and Ohio all are strong supporters of NAFTA.

Michigan Can’t Lose

Of these, Michigan is the most interesting case, for the
state is depicted routinely as a certain loser from NAFTA,
and its congressional delegation leads the opposition to
the agreement. Michigan’s Governor John Engler, how-
ever, is one of NAFTA’s most enthusiastic supporters. He
points out that Michigan’s exports to Mexico are fast
approaching the $2 billion mark, that Mexico is Michi-
gan’s second-largest foreign customer, that only two
states export more to Mexico than Michigan does, and
that Michigan exports four times more goods to Mexico
than the entire nation of Canada.

The most hard-core
opponents of NAFTA in
Congress are those most
closely associated with
organized labor.

In March 1993, Governor Englerled a trade delegation
of 110 Michigan business and government leaders to
Mexico. What he saw convinced him even more that
lowering Mexico’s trade barriers is good for his state:

“In a Mexico City showroom I saw an Olds like the one
I drive selling for $50,000. The price of that car, and every
other new Michigan car exported south of the border, will
drop dramatically once trade barriers are lifted. In fact,
our automobile exports to Mexico should double once all
restrictions are lifted—and that means more jobs for our
Michigan workers.

“Another example. Our trade delegation was spirited
from meeting to meeting in buses that were powered by
guess who? Detroit Diesel. There’s a success story. Detroit
Diesel’s sales to Mexico have grown 80 percent in the last
two years; 26 percent of their new jobs are a direct result
of exports to Mexico.”

Governor Engler says he has visited many factories in
Michigan that are benefiting from freer trade. He points
to Masco in Taylor, which produces car steering systems
and other automotive parts; Haworth in Holland, which
has seen a 10-fold increase in its office-furniture sales to
Mexico over the last two years; Steelcase, which manufac-
tures metal and wood office furniture. “I have seen the
success stories in the faces of our workers,” says the
governor. “Don’t tell the 31,000 Michigan workers who

59



S
: e A ¥ (';
S = e ST

Mexico is Illinois’s second-largest export market.
Caterpillar products sold in Mexico
account for 2,700 U.S. jobs.

owe their jobs to sales in Mexico that we should go back
to the days of high tariffs and trade wars.”

Governor Engler also tackles head-on organized la-
bor’s opposition to NAFTA: “If cheap labor were the key
to company location, then Vietnam or Somalia would be
manufacturing meccas. They are not. Our location,
knowledge infrastructure, and workers’ skill level give us
what I believe is the ‘Michigan Advantage’—and NAFTA
will strengthen our advantages even more.”

“The way to protect Michigan jobs,” says Governor
Engler, “is not by building a wall around our state and
ignoring the competition. Michigan, remember, is made
of peninsulas, not islands. We live in, and are connected
to, the global marketplace. So the way to bolster Michigan
jobs is by creating the best entrepreneurial climate possi-
ble. That means lowering taxes, reducing burdensome
regulations, downsizing government, educating our chil-
dren for the future, making sure government does no
harm to our families. These goals in the long run will keep
Michigan competitive and enable our state to set the pace
in the global marketplace.”

Consensus in the State Houses
Other Midwestern governors support NAFTA for simi-
lar reasons, even though many of the region’s senators
and congressmen are strongly opposed. Governor
George Voinovich of Ohio says that exports are responsi-
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ble for one in seven manufacturing jobs in his state and
points out that Mexico is Ohio’s sixth most important
export market. Senators Howard Metzenbaum and John
Glen, however, oppose passage of NAFTA, citing fears of
job loss. Governor Jim Edgar of Illinois says passage of
NAFTA will mean “thousands of jobs for Illinois and an
economic boost for our state, particularly in the long
term. Illinois’s exports to Mexico have more than tripled
in the past five years, and the elimination of trade barriers
will mean our businesses and their workers can continue
to prosper from that trend.” Last year Mexico beat out
Japan asIllinois’s second-largest export market. But Sena-
tors Paul Simon and Carol Moseley-Brown disagree and
see NAFTA as a threat to Illinois’s economy.

One of NAFTA’s most prominent supporters is Gover-
nor Tommy Thompson of Wisconsin (see sidebar). He
suggested a free-trade agreement to President Salinas
when they met in Mexico City in November 1989. Mr.
Salinas said the politics wasn’t right at that time, but
within a year, he and President Bush announced their
commitment to the idea.

The same support is found in all regions. Governor
William Weld says “NAFTA holds great promise for Mas-
sachusetts. And that promise is jobs. When you consider
that for every $50,000 in additional sales to another
country means one job at home, the prospects are very
bright and very real.”

In his speech to the 1992 GOP national convention,
Governor Carroll Campbell of South Carolina gave a
ringing endorsement of NAFTA, saying the agreement
“will create hundreds of thousands of new jobs for Ameri-
cans.” Senators Ernest Hollings and Strom Thurmond,
however, remain steadfastly opposed to NAFTA, fearing
losses in South Carolina’s important textile industries
that most studies predict in fact will benefit from the
agreement.

Similarly, Governor William Donald Schaefer of Mary-
land called a news conference last year to urge prompt
congressional action on NAFTA. He explained how Mary-
land’s exports to Mexico had tripled from 1987 to 1991,
and argued that “by extending to Mexico the same open
trade policies that we have with Canada, the United States

Governors say that an
expanding Mexican economy
is great for American jobs.

can create all types of new business opportunities for
American companies, including those in Maryland.” In a
speech at the Southern Governors’ Association, Gover-
nor Schaefer said he would like to see NAFTA extended
to include the countries of Central and South America.
Senators Barbara Mikulski and Paul Sarbanes, however,
insist that NAFT'A will harm Maryland’s economy and
lead to job losses. Unlike Schaefer, neither has visited
Mexico with businesses and seen the opportunities for
themselves.
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The same pattern is repeated throughout scores of
states: rising employment due to increasing exports to
Mexico, strong support for NAFTA by the business com-
munity at all levels, and strong support by the governor
contrasted with opposition by members of the congres-
sional delegation, many of whom cite fears of job loss and
economic dislocation as the reason for their position,
fears that are unsupported by any empirical evidence or
independent study.

This marked contrast between the positions of these
two groups can be attributed to a number of factors.
Undoubtedly, the mostimportantis the differing political
forces acting on them.

Absolved of any executive responsibilities, legislators
in Washington cannot prosper politically by promoting
general interests, such as deficit reduction, but must
instead devote their attention to advancing more particu-
lar interests, such as the angora wool industry, which
punish or reward individual legislators according to very
specific performance criteria. In addition, a congress-
man’s power is tightly circumscribed and must be focused
if it is to have measurable effect. As individuals, they have
little power to determine policy on broad issues, but do
have the ability to promote specific interests. Thus, it is
not surprising that many representatives become closely
identified with specific interest groups, who in turn pro-
vide them with both money and political support.

Governors, by contrast, must be concerned with their
state’s general welfare, as the appearance of exclusive
concentration on any narrow interest group is likely to be
punished at the polls. Generally, a governor’s political
career will rise and fall with the state’s economy. Conse-
quently, most governors are quite eager to be seen as
promoting state exports, attracting investment, aiding in
job creation, and creating an overall healthy business
environment for their state.

Congressmen Too Detached

Few congressmen or senators are directly credited for
general economic conditions in their state, good or bad;
to the contrary, they are rewarded for, and thus concen-
trate their attention on, the delivery of specific and iden-
tifiable assistance to their constituents (i.e., pork), such
as a new highway or government grant. In that sense,
representatives are free riders on a state’s economic
health—receiving credit for assistance to specific groups,
but having little responsibility for promoting the general
welfare—in a way that governors cannot emulate.

Thus, Congress regularly enacts measures that impose
significant economic burdens on the states, like federal
mandates that require states to enact specific programs,
but without providing federal funds for those programs.
The same pattern exists with the current debate over
NAFTA, where congressional concerns and suggested
remedies seem tailored to please specific constituencies
regardless of their consequences to the general welfare.

For example, Senator Max Baucus (D-MT) has pro-
posed a tax on goods crossing the U.S.-Mexico border to
create a special fund for environmental projects in both
countries. However, several Democratic and Republican
governors, from Ann Richards (D-TX) to Tommy
Thompson (R-WI), are against such tariffs on cross-bor-
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der trade because such a tax is directly counter to the very
purpose of a free-trade agreement and inevitably will
inhibit trade. More specifically, they are convinced such
tariffs will reduce exports from companies in their states
by making their products more expensive in Mexico,
thereby reducing job growth.

The Lobbyists
The contrasting positions at the state and congres-
sional level are also attributable to the different pattern
and make-up of lobbying at the two levels. Given the
enormous transfer of power from the states to Washing-
ton over the last half-century, most of the politically

NAFTA'’s defeat would raise
troubling questions about who
truly represents the national
interest.

activist organizations concentrate their efforts at the cen-
ter, along with their money. Having little say over national
policy, governors are largely spared the pressures of lob-
bying by national organizations, although they must con-
tend with the local variety.

The most hard-core opponents of NAFTA in Congress
are those most closely associated with organized labor,
which is quick to reward those it favors with generous
campaign financing and assistance from sophisticated
political organizations.

Although labor unions often make demands on gover-
nors, primarily on such issues as public sector employ-
ment and state labor law, they have not persuaded any
governors to oppose NAFT A yet, but they have persuaded
some of them to temporize.

Suchis the case of New York’s Governor Mario Cuomo.
Exports to Mexico of manufactured goods have created
over 23,000 jobs for New Yorkers over the past five years,
and are rapidly growing. In addition, New York’s enor-
mous financial community will be among the biggest
gainers as NAFTA forces Mexico’s formerly closed finan-
cial sector to open to American competition on equal
terms. Exports are way up in all categories. Even such
unlikely exporters as New York’s apple growers, which
formerly were effectively excluded from Mexico’s market
because of tariff walls, have benefitted from Mexico’s
opening and see NAFTA as the best way to ensure their
long-term access to that growing market.

Despite the agreement’s beneficial impact on New
York, however, the normally outspoken Mr. Cuomo has
been surprisingly reticent regarding NAFTA. The New
York governor told The Heritage Foundation through a
spokesman that “NAFTA could lead to increased U.S.
exports and greater economic opportunity in Mexico”
but said “we must remain vigilant about the far-reaching
impacts of such an agreement [on] Americans who may
lose their jobs due to imports.” His reluctance to take a
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Governor Ann Richards of Texas, shown here with President Carlos Salinas de Gortari of Mexico,

is one of NAFTA’s most ardent supporters.

firm stand is not attributable to a lack of information, as
his own state development agency has been quite active
in promoting business in Mexico and has kept his office
informed regarding the strong support for NAFTA
among the state’s businesses. Nor is Governor Cuomo
opposed to free trade: he repeatedly has spoken out
against “Japan-bashing.” Instead, the reason for Mr.
Cuomo’s reluctance to publicly support an agreement
that is good for New York likely lies in his close relations
with organized labor. As important, his political horizons
are commonly seen as being more national than state-
centered in scope.

This national vs. staté orientation is of no little effect.
Its impact on positions toward NAFTA can be seen in
President Clinton’s own evolving views. As governor of
Arkansas, Mr. Clinton was a strong supporter of free trade
with Mexico. In his presidential campaign, however, Mr.
Clinton’s interests shifted to a different audience, and he
pursued the votes and resources of the core Democratic
constituency, especially organized labor. As a result, he
tempered his support of NAFTA with the requirement
that additional measures would have to be taken in the
area of labor and environmental safeguards to ensure his
support of the agreement.

Both individually and as a group, the governors are far
more informed, and with a broader range of vision, than

62

anyone in Washington could be about economic condi-
tions in their states and the potential impact of NAFTA.
Far more than congressmen, they must be responsive to
the concerns of a broad range of interests, and tend to
work much more closely with, and listen to, the small- and
medium-sized businesses that provide most of the em-
ployment in their states but which generally have little
presence in Congress.

Information and Experience

The governors have experienced first hand the impact
of the international economy on businesses in their
states. They regularly attend meetings around the state of
professional business associations and groups, and talk
with the range of CEOs and managers about business
concerns. Wisconsin’s Governor Thompson says he has
learned about the benefits of trading with Mexico by
visiting factories of Oshkosh Truck, Metal Ware, Oscar
Mayer, and other firms in his state that export south of
the border.

Most governors also are closely associated with their
economic development offices, which in turn are in close
contact with the exporting companies in their states. This
working relationship brings most governors in regular
contact with businesses that are becoming more depend-
ent on exports and strategic alliances across national
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WISCONSIN GOVERNOR TOMMY THOMPSON ON NAFTA:

From a speech to businessmen in West Middleton, Wisconsin
on March 22, 1993.

Mymessage to you today is simple: NAFTA is good
for Wisconsin.

The reason why NAFTA is good for Wisconsin is
because it will only enhance our already strong econ-
omy.

\Xfisconsin has already benefitted from the U.S.—
Canada Free Trade Agreement. Since 1989—when the
CFTA was implemented—Wisconsin exports to Can-
ada have increased from $1.4 billion to almost $2
billion.

Our exports to Mexico have also grown. On average,
Wisconsin exports to Mexico have been growing at an
average rate of 39 percent a year. In one year alone,
exports jumped 83 percent!

As a whole, the economic impact of trade with
Canada and Mexico in Wisconsin is considerable:

e Wisconsin exports to Mexico totaled $250 mil-
lion in 1991. Exports to Canada totaled $1.9
billion.

¢ Canada is our number-one export market. Mex-
ico is our sixth-largest market.

e In 1991, exports to Mexico generated 7,400 jobs
in Wisconsin. Exports to Canada generated
57,000 jobs. That’s a total of over 64,000 jobs!

s Since 1987, 8,500 new jobs have been created by
increased exports to Canada and Mexico. Wis-
consin jobs related to trade in Mexico alone has
increased almost seven times in the last four
years.

¢ And these exportrelated jobs are good jobs ...
among the highest-paying jobs in the state.

And NAFTA will increase investment and job oppor-
tunities here in Wisconsin. Our export market to Can-
ada—as I have already stated—is very strong ... and we
are continually working to make it even stronger.
Where Wisconsin stands to gain the most from NAFTA
is from increased trade opportunities with Mexico.

That's why I led a trade mission there at the end of
last year ... the largest and most successful trade mis-
sion of my administration. In the five short days of the
mission, Wisconsin companies were able to lay the
groundwork for promising business deals ... in every-
thing from milking and farm equipment to Christmas
trees.

One businessman on the trip said afterward: “It
changed the whole spectrum of plans I had for the
future. I'm going to have to change my strategic plan-
ning for the next five years to include Mexican busi-
ness.”

Another business owner from Manitowoc went on
the trip simply to explore export possibilities ... but he

soon found solid sales opportunities. “It looks like I'll
have to go back down there” to negotiate deals, he said.

And I am convinced that a Wisconsin trade office in
Mexico will enhance our trading position ... which is
why I asked for one in my budget this year.

NAFTA will open and expand the Mexican market.
And this translates into opportunity for Wisconsin.

Our strong manufacturing base provides great ex-
port opportunities.

Miller Brewing Company, for example, expects the
beer market in Mexico to continue to grow. Wisconsin
companies such as Ambrosia Chocolate ... S.C.
Johnson and Company ... Kimberly-Clark ... and
Land’s End ... all stand to gain.

Our agricultural sector will also benefit. NAFTA is
expected to increase U.S. agricultural exports to Mex-
ico by $1.5 to $2 billion over the next 15 years.

o Exports of U.S. milk powder are expected to grow
by about 20,000 metric tons.

e Mexican demand for beef, pork, corn, and wheat
are also expected to increase.

e Demand for food-processing equipment and ag-
ricultural chemicals are also expected to grow.
All of this means opportunity for Wisconsin.

As the Mexican infrastructure develops, demand for
products from our big industrial employers will grow
... companies such as Allen-Bradley, Allis Chalmers,
Briggs and Stratton, Kohler, and Ladish.

Wisconsin’s numerous auto parts producers—com-
panies such as International Stamping or Modine
Manufacturing—will benefit from increased Mexican
demand for automobiles.

Increased Mexican demand for pollution control
equipmentwill fuel demand for the high-tech products
of such Wisconsin firms as Tec Systems or Nicolet
Instruments.

And all of these increased business opportunities
will translate into one thing: more jobs for Wisconsin.

And—as I said before—these are high-paying jobs.
For example, in 1991 the average hourly wage for
workers in industrial machinery and computers was
$12.88 ... for workers in publishing and printing,
$12.07 ... and for workers in transportation equipment,
$15.14.

Through my work with the National Governors’
Association—most particularly as the head of the In-
tergovernmental Policy Action Committee on Trade—
I know that NAFTA will greatly benefit the United
States as a whole.

As governor, of course, my main concern is how it
will benefit us here at home.

As I said at the beginning ... NAFTA is good for
Wisconsin. And I am asking all of you today to help us
get NAFTA passed. It is good for your businesses.... It’s
good for Wisconsin ... and it’s good for the US. &
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who don’t realize that the only sen-
sible way to compare income levels
across countries today is by using the
purchasing power parities that inter-
national economists have worked
hard to perfect over the past decade.
Or perhaps this author did know
that but chose to use wildly inaccu-
rate unadjusted figures anyway be-

trepreneurial companies, since have
seen a severe diminution of their
financial strength—but this actually
has been in a good cause. Not only
have the corporations that are the
key agents of the country’s industrial
policy been enriched, but the egali-
tarianism of Japan’s all-important so-
cial contract has been reinforced.”

If you buy a Toshiba laptop today, it will
have an Intel microprocessor
manufactured in California or New
Mexico as its functional heart.

—Karl Zinsmeister

cause he did not like what the pur-
chasing power data show: 25 percent
more buying income per head in
America.

This archetypical article also cites
Japan’s serious labor shortages as,
startlingly, a sign of national well-be-
ing—instead of a symptom of the
country’s serious demographic
problems, its inflexible wastage of
labor in industries like retailing, dis-
tribution, and white-collar clerking,
and its irrational aversion to the use
of female and/or immigrant talent.
“Nowhere is Japan’s robust eco-
nomic health more apparent” than
in the existence of labor shortages,
intones Fingleton. As an example of
“vigor,” Fingleton describes a par-
cel-delivery company that pays
“young men straight out of school
nearly $100,000 a year” and still
ends up chronically shorthanded.
This bit of reasoning makes it easy
to understand why American labor
unions are so chummy with indus-
trial policy theorists. Personally, 1
think this is a kind of robust vigor
America ought to do without.

As the article progresses, the eco-
nomic logic gets even richer. The
hundreds of billions of dollars in
financial losses that resulted from
the recent collapse of the Japanese
stock market—which government
policies had grossly overheated—
were a good thing, not a bad thing,
Fingleton reassures us: “Big corpo-
rations profited handsomely by sell-
ing vast amounts of securities at in-
flated prices. The buyers, typically
rich private citizens or small en-
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Whew! This guy must have loved
the stock-market crash of 1929. His
ramblings are, first of all, factual
bullhockey: millions of small savers,
retirees, and other little investors
lost their nest eggs when the Tokyo
bubble burst. In addition, this pater-
nalistic notion that any pain that has
benefits for big corporations must
be good pain is as offensive to most
Japanese as it would be to most
Americans. By this Atlanticlogic, the
U.S. government ought to be collud-
ing with Exxon, GM, AT&T, and
others to engineer stock market ma-
nipulations that would enrich the
corporate mama while taking money
away from overly wealthy small en-
trepreneurs and evil “rich private
citizens.”

In a masochistic drive to make
sure we do not overlook his argu-
ment, Fingleton applies the same

sense: Japan’s large banks and life-
insurance companies have been
hurt badly by real estate losses, and
this will reduce or eliminate their
ability to finance new industrial bor-
rowing for years. Moreover, don’t
the economic interests of small com-
panies and small people count too?
Aren’t they equally entitled to a fair
and sensible set of national eco-
nomic policies? Alas, industrial pol-
icy mongers stand with the fascists
on this—only big enterprises count.

The naive foolishness goes on
and on: “Criticism of the banking
system has centered on the Tokyo
bureaucrats’ apparently erratic han-
dling of financial regulation in re-
cent years—but there may well be an
important industrial-policy rationale
for this. Chalmers Johnson is among
a group of well-iinformed Japan-
watchers who believe that recent fi-
nancial events have been stage-man-
aged by the Bank of Japan in a bid
to force mergers in Japanese bank-
ing.” Those crafty Orientals are at it
again! Bankrupting their own insti-
tutions in a plot to build an even
bigger steamroller. Thanks for the
insight, well-informed Japan-watch-
ers, but this is something that only
the most ingenuous Japan, Inc. en-
thusiast could dream up.

Honestly, there are times one
doesn’t know whether to gape scorn-
fully at America’s industrial policy
advocates or feel sorry for them. The
aforementioned Chalmers Johnson,
for instance, recently called for an
elaborate mix of government subsi-
dies, trade protections, tax breaks,
and anti-trust exemptions to benefit

Enthusiasts for “government-business
collaboration” ought to wake up to the
fact that it nearly has been the death of

Japanese democracy.

—Karl Zinsmeister

syllogism to Japan’s recent real es-
tate collapse. Don’t worry, he says,
“the victims have been almost en-
tirely small-scale real estate compa-
nies and their lenders; Japan’s all-
important industrial economy has
remained sheltered from the tur-
moil.” Again, there is factual non-

targeted U.S. companies. (Readers
will not be surprised to learn that
some elements of America’s Cold
War-deprived military—industrial
complex now are moving rapidly to-
ward the “industrial policy” camp.)
Mr. Johnson then urged ever so ear-
nestly that the government aid
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granted in each case “should never
be discussed in public,” because “a
strategy known to one’s opponent
can also be defeated by him.” Secret
tariffs, appropriations, and waivers
in Washington. Can anyone who ear-
nestly proposes such phantasms be
taken seriously?

Let me close with this word to our
readers: the issue we are arguing
over is not whether Japan is an eco-
nomically impressive country. It is,
in spades—as I have argued in
“MITI Mouse” and elsewhere.

The real question is, what has
made Japan successful? Are a group
of 10,000-20,000 bureaucrats and
public-sector wisemen—strangely
like the 33 signatories above, except
Japanese—responsible? Or does the
credit belong instead to an ex-
tremely competent private economy
and culture?

Studying the actual effects of the
much-mythologized policies prom-
ulgated by MITI and other agencies
makes it crystal clear that govern-
ment planning is not Japan's secret.
Ministry planning may have had
some justification as an emergency
postwar measure, but it outlived its
usefulness by more than 30 years.
For a full generation now, govern-
ment economic steering has been a
net intrusion on Japan’s economic
progress.

There is no question that Japa-
nese companies are formidable
competitors. And there is no ques-
tion but that some aspects of Japan’s
trading system are unfair and need
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fighting. But a government-engi-
neered industrial policy is the very
last thing that American companies
need in the international contest
ahead. We must learn from what’s
good about Japan, not from what
has been discredited and discarded.

Over There

Dear Sir:

I read with interest Philip Mer-
rill’s article “Old World Order: Not
All Yanks in Europe Should Come
Home” from your Spring 1993 issue.
Out of all the official documents or
commercial media I have read, this
article provides the most compelling
and coherent statement of:

* the enduring U.S. strategic in-
terest in a stable and secure
Europe;

e the central role of NATO in
ensuring European security;

e the criticality of continued U.S.
leadership to the future of the
alliance; and

e the importance of a credible
forward presence of U.S. mili-
tary forces in Europe to sustain
alliance leadership.

Mr. Merrill correctly points out
that the massive Soviet and Warsaw
Pact military threat present at the
end of the Cold War has been re-
placed by the reemergence of long-
suppressed ethnic and nationalist
conflicts in and around Europe. The
impact of these conflicts on regional
stability is exacerbated by the prolif-

Nations peace-keepers on the
ground, enforcing the arms em-
bargo aboard ships in the Adriatic,
and providing 24 combat aircraft for
NATO’s no{ly zone over the skies of
Bosnia-Herzegovina. We continue to
deploy over 1,800 personnel and 32
combat aircraft in northern Turkey
to enforce another no-fly zone and
protect the Kurdish people from
Iragi aggression. We also are sup-
porting humanitarian relief opera-
tions in the former Soviet Union,
focusing most recently on providing
excess military hospital equipment.
Additionally, in the past months we
have conducted crisis or humanitar-
ian operations in seven other coun-
tries within or neighboring our area
of responsibility, which extends
from the North Cape of Norway to
the Cape of Good Hope in Southern
Africa, and from Europe’s and Af-
rica’s Atlantic shoreline to the trou-
bled Levant—Israel, Syria, and Leba-
non-—and much of east Africa.

Mr. Merrill also rightly points out
that militarily significant forces are
required to meet this wide range of
mission requirements, albeit at
lower levels than the 314,200 mili-
tary personnel in Europe during the
height of the Cold War. Since the
Berlin Wall came down we have with-
drawn 45 percent of the U.S. troops
who were in Europe and returned
37 percent of the installations we
once occupied. When our draw-
down is completed in 1996 we will
have withdrawn 68 percent of the
troops and returned 61 percent of
the installations. This drawdown is

A force structure of 70,000 to 80,000
troops based on a couple of light
divisions simply will not provide
sufficient military capabilities.

—Lt. General Robert D. Chelberg

eration of weapons of mass destruc-
tion and sophisticated conventional
weaponry. As a result, I believe that
the 171,000 soldiers, sailors, airmen,
and marines currently assigned to
the United States European Com-
mand are the busiest of any in the
U.S. Armed Forces. In the former
Yugoslavia we are supporting United

the most massive military operation
of its kind in Europe since the end
of World War II, and has stressed
our people, both military and family
members, and logistics systems to
the limit.

By the end 0f 1996, the drawdown
will result in approximately 100,000
assigned military personnel remain-
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EVIEW

The pro-family movement has limited its effectiveness
by concentrating disproportionately on issues such as
abortion and homosexuality. These are vital moral
issues, and must remain an important part of the
message. To win at the ballot box and in the court of
public opinion, however, the profamily movement
must speak to the concerns of average voters in the
areas of taxes, crime, government waste, health care,
and financial security.

Ralph Reed ]r.

Casting a Wider Net:

Religious Conservatives Move Beyond Abortion
and Homosexuality




