
Feature: Federal Budget Policy and the Surplus

~3

Federal Budgeting in an Era of Surpluses
Jeff Lemieux
Interview with Barry Anderson, Deputy Director of the
Congressional Budget Office
Interview with Sylvia Mathews, Deputy Director of the Office
of Management and Budget
Interview with Robert Reischauer, Senior Fellow,
The Brookings Institution
Interview with Congressman Bill Thomas (R-CA), Member of the
House Ways and Means Committee

81

37

43

Other Articles

53 The Effect of Private Education on Political Participation,
Social Capital and Tolerance: An Examination of the Latino
National Political Survey
Jay P. Greene, Joseph Giammo and Nicole Mellow
A Dubious Future: The Challenge of Welfare Reform in
New York City
Andrew Stettner

Book Reviews

93 New Perspectives on Economic Growth and Technological
Innovation. By F.M. Scherer
Daniel Pick
Private Property and the Endangered Species Act-Saving
Habitats, Protecting Homes. By Jason F. Shogren
Erika A. Kroetch
Making a Killing. By Tom Diaz
Heath Einstein andJens Ludwig
Preventative Defense-A New Security Strategy for America.
By Ashton B. Carter and William J. Perry.
Paul Jeffrey Shulman
An Ounce of Prevention, A Pound of Uncertainty: The Cost
Effectiveness of School-Based Drug Prevention Programs.
By Jonathan B. Caulkins, C. Peter Rydell, Susan S. Everingham,
James Chiesa and Shawn Bushway
Leslie V Gordon

94

95

97

98



TIIE GEORGETOWN PUBLIC POLICY REVIEW publishes articles that contribute to
the thoughtful discourse of public policy. This journal is published semi-annually,
in the fall and spring. The Editorial Board is composed of graduate students from
the Georgetown Public Policy Institute and is advised by faculty of the GPPI. The
Board fully reserves the right to edit or reject all submissions. Articles published
in The Georgetown Public Policy Review do not necessarily reflect the views of the
Editorial Board.

Inquiries related to the matters detailed below, as well as proposals to review
books on behalf of The Review and any general questions or comments, should
be directed to the following address:

The Georgetown Public Policy Review
3600 N Street, NW
Suite 200
Washington, DC 20007 e-mail:

phone: (202) 687-8477
fax: (202) 687-5544

gpprevw@gunet.georgetown.edu

INSTRUCTIONS TO CONTRIBUTORS

The Review welcomes manuscripts pertaining to current public policy issues, with
preference given to those manuscripts which utilize the accepted tools of policy
analysis. Manuscripts are reviewed for publication on a rolling basis; however, they
must be received by December 1 for publication in the spring and May 1 for
publication in rhe fall.

Authors should submit four hard copies of the entire work and one copy on
computer diskette. Manuscripts should be no longer than 8,000 words and be
formatted in accordance with The Chicago Manual of Style. Text citations and
reference lists should conform to the author-date system, as described in The
Chicago Manual of Style. A one paragraph abstract should be included in the
submission. The author's name, affiliation, address, telephone number, e-mail
address and a brief biographical statement should appear on a separate cover page,
and only on that page, to ensure anonymity in the reviewing process. Manuscripts
that do not conform to these specifications will be returned for proper style change.

Send submissions to the attention of the Academic Outreach Editor, at the
address listed above.

SUHSCRll'TlON INFORMATION

A one-year subscription to The Review costs $15.00 for an individual and $20.00
for an institution. For individuals and institutions outside the United States, rates
are $27.00 and $32.00, respectively.

To order or renew a subscription, fill out the form in the back of this journal and
mail it, along with a check or money order made payable to The Georgetown Public
Policy Review, to the address indicated. Address changes and other questions
should be directed to the Marketing Director at the phone number/e-mail address
listed above.

ADVERTISING

The Review accepts full and half page advertisements. For information on rates
and schedules, conract the Marketing Director at the phone number/e-mail
address listed above.

mailto:gpprevw@gunet.georgetown.edu


The Georgetown Public Policy Review

Geoffrey Gerhardt
Editor-in-Chief

Matthew Taylor
Executive Editor

Rita Ogden
Managing Editor

Michelle Waul
Production Editor

Chris Peterson
Jennifer B. Thatcher

Academic Editors
]oyGambino
Sara L. Schibanoff
Academic Outreach Editors

Susan Rogers
Book Review Editor

Alissa Bcnwav
Joanne Derwin
Marketing Directors

Ann Strohm
Interview Editor

Staff
Mary Abdella, Albert Abuliak, Christine AIm, Maria
Aysa- Lastra, Cristina Boccuri, Natalya Bolshun,

Katherine Branding, Mary Lou Bruno, Gabrielle V.
Cantave, Tara Elizabeth Carter, Amy Chan, Theresa

Clarke, Elizabeth Drapa, Anne Gable, Tamela
Gordon, Tara Kerr, Lilv Kim, Michelle Lennihan,
Rebecca Mandell, Steve~ McLainc, Mario Morlote,
John O'Farrell, Lena O'Rourke,]ana Shannon, Randi

Sutton-Reid, Anna Weinstein, Christina Werth,
]ung-Yeop Woo

Editorial Review Board
ScottBass,Alan Bruner,] amesCarrol,] udyFeder.joseph
Ferrara,T cdGayer, George Guess, VinceHutchins,]oseph
Kile,Randolph Lyon,] ensLudwig, RochelleMayer,] ean
Mitchell, Char Mollison, DianaMoss, Daniel Pick, Paul
Posner, William Prosser, l\1arkRom, Robert Schocplcin,
Barbara Schone, David Sitrin,LeslieWhittington, Patrick

Wolf, and Robin Woo

Special thanks to TheReuieu/s faculty adviser,]ohn
Samples. We would also like to thankjudy Feder,
Richard Forshee.john Crapo, Emmett Griffin, Dec
Phelps- Heart, Maryanne Shirkey,]ulie Tea, Sabrina
T yus, Mark Rom, the Georgetown Public Policy

Institute, TheReviewsAlumni Board and the Graduate
Public Policy Student Association.

Editorial OjJice

Georgetown University
3600 ~ Street, ;-';W

Suite 200
Washington, DC 20007

Fr-mail

gpprevw@)gunet.georgetown.edll

World Wide Web

htrp.Z/www.georgetown.cdu/
publications/C PPRI

Cover Design by

Richards Steinbock

interior Design by

Eileen :Y1cGowan

Printed by

Kirby Lithographic, Inc.

The Georgetown Pliblic Policy Review (lSSl': 1083-7521) Fall 1999 Vol. 5, xe.i.
All copyrigh t pri vi leges rerai ned by Georgetown Un i-versilya!/{/ Tbc Georgetown Public Policy Reoieui unlcss

otherwise stated. Copyright 1999, SOYP. All rights reserved. Printed in the United States.

http://htrp.Z/www.georgetown.cdu/


Table of Contents

v Preface

Feature: Federal Budget Policy and the Surplus

4 Federal Budgeting in an Era of Surpluses

Jt:!1Lemiellx

Interview with Barry Anderson, Deputy Director of the Congressional
Budget Office

Interview with Sylvia Mathews, Deputy Director of the Office of Manage-
ment and Budget

Interview with Robert Reischaucr, Senior Fellow, The Brookings Institution

Interview with Congressman Bil! Thomas (R-CA), Member of the House Ways
and Means Committee

21

30

35

42

Other Articles

53 The Effect of Private Education on Political Participation, Social Capital and
Tolerance: An Examination of the Latino National Political Survey

Ja_jJP (J""eem~ Jo.rep/J 6"'iommo and Nicole Mellow

72 A Dubious Future: The Challenge of Welfare Reform in New York City

AlldrelvSlellner

Book Reviews

93 New Perspectives on Economic Growth and Technological Innovation. By
F.M. Scherer

DanielP;d

94 Private Property and the Endangered Species Act-Saving Habitats,
Protecting Homes. By Jason F. Shogren

EriKa A. Kroelch

95 Making A Killing. By Tom Diaz

Heall! E,ilSldll andJens LlIdwig
97 Preventative Defcnse-A New Security Strategy for America. By Ashton B.

Carter and William 1. Perry

Paul J4frey Shulman
98 An Ounce of Prevention, A Pound of Uncertainty: The Cost Effectiveness of

School-Based Drug Prevention Programs. By Jonathan B. Caulkins, C. Peter
Rydell, Susan S. Everingham, James Chiesa and Shawn Bushway

L{_~dieV. (/on/ol7



You can only SHEPARDIZE@
using SHEP ARD'S®

No other citations service gives you the quality, reliability, and currentness of next generation SHEPARD'S.
SHEPARD'S® Citations Service exclusively on the LEXIS®-NEXIS® services.

You won't find it online anywhere else.

Shepards
The Next Generation
Exclusively from

LEXIS
LEXIS·NEXIS •
MATTHEW BENDER· MICHIE· SHEPARD'S

WWW·lexis.comllawschool

lEXIS,NEXISand LEXCITEand Martindale-Hubbell are registere d trademarks 01 Reed Elsevier Properties Inc. used under ucens e. LEXIS Publishing and MICHIE are uacemsks 01 Reed Elsevier Prcpernes Inc .. used under license
SHEPARD'S is a registered trademark 01 SHEPARD'S Company Matthew Bender is a registered trademark of Mallnew Bender Properties Inc. © 1999lEXIS-NEXIS Group All rights reserved, Effective dale 06/01/99



Federal Budgeting in an Era of Surpluses

By JEFF LEMIEUX

Progressive Policy Institute

The budget policies of the 1990s, which emphasized fiscal discipline, were
formed in a time of fiscal crisis, debt, recession and unemployment. These policies
successfully guided the economy from stagnarion and deep deficits to rapid
producrivity growth, robust economic performance and nascent budget surpluses.
Nowa victim of their success, the deficit-reducing conventions of the 1990s must
be replaced by a new set of ideas for fiscal policy in a supercharged economy.

So far, budgeting in an era of surpluses has meant a great deal of confusion
and a plethora of gimmicks, tricks and evasions. This essay attempts to clarify the
debate and set priorities for the federal budger againsr the backdrop of projected
surpluses and the imminent rerirement of the Baby Boom generation. The main
prioriries are reducing the narional debt, reforming and modernizing Social Security
and Medicare, invesring in productivity-enhancing areas like research and educarion,
and harnessing tax curs for future prosperity, not current consumprion. Wirh luck,
adherence to these principles will enhance economic growth, stimulate new
opportunities and spur social progress.

INTRODUCTION

For the first time in 30 years, the US
government is operating in the black. The
federal budget switched from a $290
billion deficit as recently as 1992 to a $69
billion surplus last year. Budget analysts
expect the surpluses to continue until the
Baby Boomers start retiring in large num-
bers over a decade from now. In stark
Contrast to the profligate 1980s, US fiscal
policy in the 1990s has been a resounding
SUccess.

The return to fiscal discipline funda-
mentally changes the terms of the national
debate. For a generation, US policymakers
have made tax and spending decisions
against a backdrop of budget deficits
extending "as far as the eye can see." For

most of them, budgeting in an era of fiscal
surpluses is a new-and liberating-
experience. I t is now possible to
contemplate new public initiatives or tax
cuts without having to pay for them by
skimping on other accounts or by run-
ning budget deficits.

The projected surpluses open a rare
window of opportunity for grappling
with the largest fiscal challenges facing
America on the eve of a new century:
casing the debt burden on future taxpay-
ers, assuring the affordability of Medicare
and Social Security, making long overdue
public investments that foster growth
and opportunity, promoting personal
savings, and reducing taxes on Americans
of modest means.

The Georgetown Public Policy Review, 5:1 (Fall 1999). Copyright © 1999
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At the same time, the new politics of
surplus carries some obvious risks. One is
that politicians will cast off the fiscal
constraints that have stemmed the tide of
red ink and have contributed (0 the US
economy's record-shatrering perfor-
mance. Another is that the allure of easy
money will tempt policymakers (0 post-
pone hard decisions-for example, on
how (0 restrain the future costs of the big
entitlement programs.

Proper use of the projected budget
surpluses will help overcome the two
biggest fiscal challenges facing our coun-
try: the accumulated debts of the past and
the great unfunded liabilities we will face
in the near future. Rather than saddle our
children with the burden of paying for
the spendthrift policies of the 1980s, we
must dramatically reduce, if not elimi-
nate, the national debt. And instead of
waiting for Medicare and Social Security
(0 collapse, we should act now to modern-
ize these vital programs and restrain their
future costs.

The decisions we make today on what

The Georgetown Public Policy Review, 5: 1 (Fall 1999)

(0 do with the surpluses will have power-
ful repercussions for decades (0 come.
They also are likely to determine whether
the robust economy America enjoys (0-

day will continue into the next century.
Looking ahead (0 the next decade,

policymakers can be confident of three
things:

• If taxes are not cut and spending
programs hold to current law, there is a
good chance the federal budget will re-
main in surplus for several years and that
a significant portion of the national debt
will be paid off (Table 1).

• If nothing is done (0 restrain their
costs, the large entitlement programs for
the nation's elderly, especially Social Se-
curity and Medicare, will begin (0 eat up
most of the federal budget after the Baby
Boom generation begins (0 retire. The
Congressional Budget Office (CBO)
projects that entitlements alone will grow
(0 19 percent of gross domestic product
(CDP) by the year 2030.1 Currently. all
government spending amounts (0 19
percent of CDP.

Surplus (+) or Deficit (-)
National Debt

Discretionary Spending Holds to Caps in Current Law
1980 1990 2000
-2.7 -3.9 +1.7
26.1 42.4 37.5

2009
+3.1
6.4

Table 1. Federal Budget Surplus and National Debt as a PercentageofGDP
(assuming no changes in entitlement or tax law)

Surplus (+) or Deficit (-)
National Debt

Discretionary Spending Grows for Inflation
1980 1990 2000
-2.7 -3.9 +1.5
26.1 42.4 37.8

2009
+2.2
12.0

Source: Congressional Budget Office (july 1999 baseline) and Progressive Policy
Institute.

Notes: Discretionary spending consists mostly of defense and domestic spending. GDP
is gross domestic product. Additional interest costs incurred by allowing discretionary
spending to grow for inflation were calculated by the author.
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• Further cuts in defense and domes-
tic discretionary spending are unlikely.
Since the end of the Cold War, national
defense spending has fallen from 6 per-
cen t of GOP to 3 percent. In recent years
spending on discretionary {non-entitle-
ment} domestic programs has also been
reduced, although by smaller amounts.
Those cuts have probably reached their
limit. Political leaders from all points on
the political spectrum are concerned that
the nation may be underinvesting in
critical public goods. Congressional con-
tortions to find sufficient funds for general
government and national defense, such as
declaring that funds for the US Census be
appropriated from emergency accounts,
signal that discretionary spending should
be cut no more.

Given these realities, how should
elected officials govern in an era of sur-
pluses? First, policymakers should review
how the budget and economic policies of
the 1990s brought us to this point. Sec-
ond, budget choices must be framed so
that politicians and citizens alike under-
stand their meaning. Forming clear
arguments on the advantages and disad-
vantages of using the budget surplus for
alternative purposes will require taking a
second look at how social insurance funds,
such as the Social Security Trust Fund, fit
into the larger budget picture.

The retirement of the Baby Boom
generation will double the enrollment in
Social Security and Medicare in the com-
ing decades. In relative terms, the number
of workers per retiree will fall from about
four today to less than three in 2020 and
only two by 2040. By balancing the
budget and halting the growth of the
accumulated national debt, the president
and Congress have at least stabilized the
government's finances in the face of huge
future obligations for the Baby Boomers'
old age.

By their hard work and budget disci-
pline, our nation's leaders have lifted the

9

government out of the seemingly endless
deficits and debt crises of the past. Finally,
they can afford to raise their sights and
plan for the more distant future. To
prepare for the retirement of the Baby
Boom generation, Congress and the presi-
dent should emphasize four priorities:

1. Reducing the National Debt. The
best way to strengthen our economy-to
expand national savings, lower interest
rates and spur productive investments-
is to use the bulk of the surpluses to pay
off the $3.6 trillion debt. Paying off debt,
and thereby reducing annual interest
costs, is the surest way to make space in the
budget for future obligations.

2. Preparing for the Baby Boomers'
Retirement. Because both Social Security
and Medicare will pose enormous bud-
getary challenges in the coming decades,
the era of surpluses should be viewed as
the calm before the storm. Simply extend-
ing the life of their trust funds, as the
president has proposed, does not deal
with the structural imbalance between
promised benefits and future payroll tax
revenues. Nor does it restrain the unsus-
tainable growth of Social Security and
Medicare costs, which threatens to gobble
up even more of the nation's resources
and squeeze out needed investments in
other areas. Our elected leaders should
not miss the opportunity to use budget
surpluses to ease the transition to restruc-
tured Medicare and Social Security
systems.

3. Investing in Growth and Oppor-
tunity. Public investments in civilian
research and development, education and
training, information, transportation, and
other public infrastructure are vital in the
new, technology-led economy. We should
also increase some key social
investments-for example, in welfare-
to-work programs, home ownership and
access to health care-aimed at empow-
ering low-income Americans to contribute
to and share in the nation's prosperity.
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4. Harnessing Tax Cuts for Future
Prosperity, Not Current Consumption.
T ax cuts or new spending programs
should not come at the expense of debt
reduction, enrirlemenr reform and in-
vestmenrs in productivity-enhancing
public goods. If Congress simply cannot
resist the temptation to squander the
budget surpluses, there are alternative
ways to cur taxes without causing an
unneeded stimulus to currenr consump-
tion. Tax incenrives for savings targeted at
those who otherwise could not afford to
save would fit the bill. Perhaps surpris-
ingly, Social Security reforms that divert
a portion of payroll taxes to personal
investment accounrs are an example of
how budget surpluses could be used now
to conrrol enrirlemenr costs later without
reducing national savings and inflating
currenr consumption.

BALANCING THE BUDGET: BUDGETARY

AND ECONOMIC SUCCESS IN THE 19905

Serious budget progress began with the
Budget Enforcemenr Act of 1990, under
which Congress discarded unenforceable
budget targets in favor of a new approach:
pay-as-you-go rules for taxes and enrirle-
ments, and caps on so-called discretionary
spending (mostly domestic and defense
spending)." The grand budget targets of
the 1980s (Gramm-Rudman-Hollings
and the like) had failed to prevenr large
federal deficits. The new 1990 budget
rules, by conrrast, were at once more
modest and more powerful. The 1990
rules required that laws cutting taxes or
raising enrirlemenr spending be offset by
equivalenr tax hikes or spending reduc-
tions elsewhere in the budget. Rather
than mandating unachievable goals, the
new framework suppressed laws that
would make the deficit worse. That held
the line on an important prevenrable
cause of deficit spending: congressional
action to expand enrirlemenrs or cut taxes
without budgetary offsets.

The Georgetown Public Policy Review, 5: I (Fall 1999)

The reasonableness of the offset rule
appealed to members of Congress, and
the new approach to fiscal discipline stuck.
For each new bill, members of Congress
scrutinized cost estimates from the Con-
gressional Budget Office (CBO). Bills
that were not offset, or "paid for," by
CBO's reckoning were subject to addi-
tional procedural hurdles that required a
supermajority to clear. Such bills often
failed to pass, and under the new ap-
proach, major deficit reducing measures
were enacted in the Omnibus Budget
Reconciliation Act of 1993, the Balanced
Budget of 1997, and the Taxpayer Relief
Act of 1997. The 1993 law included
spending cuts and tax hikes to reduce the
deficit. The 1997 bills actually cut taxes
but reduced the deficit by cutting pro-
jected spending by an even greater
amount.

The cultural change in Washington
spread from taxes and enrirlemenrs to
discretionary spending. In order to fund
high-priority programs under the caps on
discretionary ourlays, congressional ap-
propriators have made an extra push to
idenrify and restrain the funding for lower-
priority items. Although offsets were not
required procedurally in allocating funds
for discretionary programs, the mentality
took hold among the appropriators.

The final push to a budget surplus can
be traced to the strong, investmenr-led
economy. The governmenr's fiscal disci-
pline has been critical to the nation's
strong private investment performance in
the 1990s and to the Federal Reserve's
willingness to allow the so-called New
Economy of the mid-1990s to find its
course. Under the economic doctrines
used in the 1980s and early 1990s, if
unemploymenr fell below a certain rate,
labor costs would begin to rise, pushing
up product prices and driving a surge in
the inflation rate. Economists generally
assumed that the rate of unemployment
sufficienr to prevenr inflation from accel-
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erating was about 6 percent. An unem-
ployment rate below that mark would
fuel new inflation, according to the con-
sensus of the tirne.:'

Since the mid-1990s, however, the
unemployment rate has fallen below 5
percent, and inflation has remained sub-
dued. A technology-led surge in labor
productivity has kept business costs in
check despite the tight labor market, and
global competition has held a lid on prod-
uct prices. The new fiscal discipline of the
mid-1990s, which brought down the
federal deficit, has also dampened infla-
tionary pressures. The Federal Reserve
recognized that a new economy of rising
productivity and intense competition was
at hand and that the old doctrine for
monetary policy could be updated. With
the federal deficit coming under control,
the threat of inflation from high employ-
ment and rapid economic growth was
diminished. The Federal Reserve resisted
anti-inflationary interest rate hikes and
thereby allowed the economy to grow
more rapidly and employ more people
than would have been considered sus-
tainable in the recent past.

Now that deficits have swung into
surplus, a confluence of pressures is mak-
ing changes in fiscal policy inevitable.
Congressional self-restraint is the ulti-
mate cause offiscal discipline, and Congress
will be reluctant to hold to budget rules
that were originally designed to reduce
the federal deficit. Sound budget rules
can help Congress restrain itself, but in
the end tough budget decisions result
from political will, not rules. Large pro-
jected surpl uses are clearly eroding that will.
Second, the 1997 budget bill relied too
heavily on trimming discretionary spend-
ing, including investments in future
economic growth-research, education
and training." The current budget caps on
that type of spending are too strict and will
not hold. Defense spending is not likely to
be further reduced, and continuing to cut
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domestic spending is neither politically
likely nor economically prudent. Finally,
the president and Congress are taking the
first halting steps toward addressing the
future costs of entitlements, especially
Social Security and Medicare. These will
require a longer-term outlook in federal
budgeting.

UNDERSTANDING THE FEDERAL BUDGET

DEBATE

The federal budget has always been dif-
ficult to understand, and political leaders
have recently made the situation worse.
According to Robert Reischauer, former
head ofCBO, "[rjhe president's [budget]
framework, which is multifaceted and
complex, has proven difficult for even
seasoned analysts to explain."? The con-
gressional budget resolution and the
congressional "lockbox" proposals for the
Social Security surplus are equally arcane.

Here is how the budget debate is
usually described. CBO projects that the
overall, or unified, budget surplus for
1999 will be $120 billion, or about 1.4
percent of GOP. All of the surplus in
1999 is attributable to Social Security,
which will take in $125 billion more in
payroll taxes and interest than it will pay
out in benefits. Although there is no
economic distinction between Social Se-
curity and other government programs,
Social Security is considered off-budget.
Therefore, while the unified budget is
expected to show a surplus of $120 bil-
lion, that total iscomposed of an on-budget
(excluding Social Security) deficit of about
$5 billion and an off-budget (Social Secu-
rity) surplus of $125 billion.

Between 2000 and 2009, the average
Social Securiry surplus is projected to be
about $190 billion a year. Over the ten-
year period, therefore, the off-budget
surplus would total about $1.9 trillion on
a cumulative basis. Social Security sur-
pluses are expected to continue through
about 2015, after which benefits will
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exceed payroll tax and interest receipts.
By about 2030, the balance in the Social
Security Trust Fund will be drawn down
to zero, and the program will be insolvent.
Although all such projections are uncer-
tain in their details, the inexorable
movement of the Baby Boomers from
work into retirement makes the Social
Security projections relatively
uncontroversial.

The forecast of on-budget surpluses,
however, depends critically on the course
of discretionary spending. If, by some
miracle, Congress and the president were
able to abide by the discretionary caps in
law, the on-budget surplus would aver-
age about $100 billion annually over the
next ten years. Cumulatively, this means

The Georgetown Public Policy Review, 5: I (Fall 1999)

the on-budget surplus would amount to
$1 trillion between 2000 and 2009. If,
on the other hand, discretionary spending
kept pace with inflation-the far more
likely course-the average on-budget sur-
plus would be less than $25 billion a year
and would accumulate to only about $240
billion over the next ten years."

At least in principle, Congress and the
president have agreed, by their so-called
lockbox proposals, not to spend the Social
Security surplus. To achieve that goal in
practice, they must keep the non-Social
Security budget in balance or surplus. If
they succeed, at least $1.9 trillion in pub-
licly held debt will be paid off, according to
current projections.

However, Congress passed tax cuts of

Table 2: The Projected Budget Surplus (Fiscal years, in trillions of dollars)

Projected Budget Surplus
On-Budget (excludes Social Security)
Off-Budget (mostly Social Security)
Total (reduction in national debt)'

Proposed Tax Cut

Budget Surplus With Proposed Tax Cut
On-Budget
Off-Budget
Total (reduction in national debt)'

Cumulative Totals, 2000-2009
Discretionary
Spending Holds
To Caps in Law

Discretionary
Spending Grows
With Inflation

1.0
.L.2
2.9

0.2
.L.2
2.1

Sources: Congressional Budget Office and Progressive Policy Institute.
Notes: Details may not add to totals because of rounding. The figures in this table were

computed under theassumption that no legislativechangeswould bemade toentitlement programs.
The impact oJhigher interest costson debt that would otherwise have beenpaid down is included
inthecomputedimpactoJthetaxcutandintheimpactoJallowingdiscretionaryspendingtogrow
for inflation. Thepossible impact ofbigber spending or lou/er taxes on interest rates, however, is
not included in the computations.

a The national debt is about $3. 6 trillion in 1999. Therefore, apolicy choice that allowed
a budget surplus oJ$2 trillion over the next tenyears would effectively buy down the national debt
to approximately $1.6 trillion by 2009.

0.9 0.9

0.1
.L.2
2.0

-0.7
.L.2
1.2
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about $800 billion, which also implies an
additional $140 billion in interest pay-
ments on debt that would otherwise have
been paid down." If those tax cuts were
enacted into law, therefore, Congress
would have to run an on-budget deficit
of about $700 billion to allow discretion-
ary spending-the funding for defense
and domestic programming-to keep
pace with inflation. In that case the na-
tional debt would be reduced by only
$1.2 trillion, and critics would howl that
the Social Security surplus had been
raided. Table 2 summarizes the debate,
using the customary ten-year figures.

Of course, these sorts of projections are
inherently uncertain and ten-year sums
are very difficult to put in perspective.
Furthermore, off-budget and on-budget
distinctions for Social Security and every-
thing else in government are economically
meaningless and can confound the bud-
get debate. To make matters even more
confusing, Medicare, which is an on-
budget account, has a separate trust fund
like Social Security.

The trust funds for Social Securi ty and
Medicare arc like separate checking ac-
counts within the government. According
to trust fund accounting, certain tax dol-
lars are earmarked for the Social Security
and Medicare checking accounts, and the
rest remain in the general treasury's ac-
count. Social Security and Medicare
benefits are paid from their respective
accounts; for all other spending, the trea-
sury writes the check. The treasury pays
interest to the Social Security and Medi-
care trust funds based on the balances in
their accounts. The three big checkbooks
can even write each other checks and
receive interest on such inter-fund loans.

Trust fund accounting is a political
game, not an economic activity. To usc an
economist's term, money is fungible. Tax
dollars arrive in the treasury each year
from many sources and are spen t in myriad
ways the same year. It does not matter
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which dollars are spent which way-they
are all just dollars, after all. What matters
to the macroeconomy is how many dollars
are collected and how many are spent."
The difference is the (unified) federal
deficit or surplus-the amount by which
the national debt rises or falls.

Understanding why the budget defi-
cit turned into a surplus in the 1990s is a
key first step in forming a new budget
policy for the next decade. Deciphering
the basics of the current budget debate
and giving meaning to its slogans and
code words is the next step. Politicians
describe budget choices as "dedicating
the surplus" to Social Security or Medi-
care or tax cuts or spending programs.
Dedicating the surplus to something may
sound benign, but it can mean many
different things in practice, some appro-
priate and some that could threaten budget
discipline and reduce economic growth.
Sometimes dedicating the surplus means
something concrete and other times it
means something symbolic. When we
understand what dedicating the surplus
means, important budget choices can be
clarified into a set of principles to govern
the federal budget in an era of surpluses.

WHAT DOES IT MEAN TO "DEDICATE

THE SURPLUS" TO SOCIAL SECURITY AND

MEDICARE?

The president's plan would dedicate
much of the projected budget surplus to
Social Security and Medicare. By that the
president means paying down the na-
tional debt by approximately the amount
of the Social Security surplus, perhaps a
little more. But in the president's plan it
also means transferring pre-set amounts
from the general treasury to the Social
Security and Medicare trust funds. T rans-
ferring funds to Social Security or
Medicare does not reform or even really
refinance those programs, however, and
such transfers would not affect the uni-
fied federal budget or the national debt.
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On the one hand, the rheroric of
saving the surplus for Social Security and
Medicare helps people understand the
importance of preparing the budget for
the furure. Indeed, the administration
used the politics of saving Social Security
ro successfully forestall the huge tax cuts
originally proposed by some congressional
Republicans. Political pressure cemented
the desire of congressional leaders ro "lock"
away the Social Security surplus, just like
the president wanted.

Dedicating the surplus ro Social Secu-
rity and Medicare is a problematic idea in
practice, however. Paying down the debt
in the name of those programs is fine. But
actually declaring higher balances in the
Social Security and Medicare trust funds
could undercut the imperative for
policymakers to actually reform the pro-
grams and lower their costs in preparation
for the retirement of the Baby Boomers.
Pumping up the funds without reform-
ing the programs would give the Baby
Boom generation an additional, unwar-
ranted claim on the taxes of their children.
Once the Baby Boomers started ro retire
and claim an entitlement, real structural
changes to Social Security and Medicare
would be more difficult ro enact. Delay-
ing tactics now could doom needed
reforms.

Finally, artificially adding to the Social
Security and Medicare trust funds does
not really even refinance those programs.
Whether or not those programs are sus-
tainable depends not on the accounting
balance in their trust funds but on the
political balance between overall govern-
ment spending and tax revenues and
between government spending for en-
titlements and spending for discretionary
programs. Both programs essentially make
transfer payments from one group of
citizens ro another. Therefore political
considerations, not trust fund accounts,
will ultimately determine their viability.
Congress could transfer all federal rev-
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enues-income taxes, corporate taxes,
excise taxes, the works-to the Social
Security Trust Fund, deferring the fund's
insolvency forever. But that would not
solve the political problem that will arise
when 70 million Baby Boomers begin
drawing benefits.

Separate trust funds for entitlement
programs are created more for political
than economic reasons. Economically,
trust funds have little meaning. The en-
tirlement alone determines the
government spending obligation, and
dedicating certain revenues ro that obli-
gation does not change the overall federal
budget surplus or deficit.

Politically, however, trust funds can
send important signals. Adcdicatcd source
of revenue can reassure future beneficia-
ries. Dedicated revenues make the program
seem perman en t-a social or generational
contract. Trust funds can also add impor-
tant discipline against unrestrained
program spending. The impending in-
solvency of a fund can signal ro the public
and Congress that action must be taken to
control entitlement costs.

Unfortunately, separate trust funds
have many disadvantages. First, they com-
plicate and sometimes even confound
budget analysis. Second, their balances
can be artificially boosted at no cost ro the
taxpayer, reducing their financial mean-
ing and eliminating any disciplining
pressure they might have imposed. Fi-
nally, they can have the political effect of
freezing tax systems that should change.
The Social Security and Medicare trust
funds rely heavily on payroll taxes-taxes
on the work of working people-for their
receipts. Because Social Securi ty and Medi-
care are very popular, and because any
reduction in payroll taxes would reduce
the balances in their funds, politicians
must either leave payroll tax cuts off the
bargaining table or risk being charged
with accelerating the collapse of Social
Security and Medicare. Practically, there-
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fore, payroll taxes cannot be cut, despite
the fact that they are the largest tax for 80
percent of the working population."

WHAT ABOUT "DEDICATING THE

SURPLUS" TO TAX CUTS OR SPENDING

PROGRAMS?

Dedicating the surplus to tax cuts or new
spending programs is the new Washing-
ton-speak for not paying for the new
goodies with offserring budget cuts or tax
hikes elsewhere in the budget. Waiving
the usual budgetary offsets for most tax
curs or new spending would spur con-
sumer spending. In response, the bond
market and the Federal Reserve would
almost certainly raise interest rates to coun-
teract the extra economic stimulus in an
already hot economy. Federal Reserve
Chairman Alan Greenspan, who has fa-
vored tax reductions for economic
purposes throughout his career, has
warned Congress that additional fiscal
stimulus in today's economy would not
be advisable. In Furthermore, cutting taxes
or raising spending now based on projec-
tions of future surpluses could be
imprudent. If the economy soured, or if
the projections of surpluses were too op-
timistic, large deficits could easily return.

A CASE FOR A FORWARD-LOOKING

BUDGET

Although the terms and slogans of the
budget debate are confusing, we do know
one thing: Fiscal responsibility thus far in
the 1990s has turned federal deficits into
a surplus. That allows Washington to
look beyond its usual crisis management,
narrow concerns and day-to-day mud
wrestling. Congress and the president
have a historic opportunity to launch a
higher-level debate on how to craft a
budget that will truly aid the future
economy. What follows is a simple case for
a forward-looking budget.

Budget surpluses pay down the na-
tional debt. If the revenues and entitlement
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costs materialized as projected under cur-
rent law, and if discretionary accounts
were allowed to grow for inflation, the
national debt would be slashed from $3.6
trillion in 1999 (41 percent of GOP) to
$1.6 trillion in 2009 (12 percent of
GOP). Interest payments on the debt
would fall from $229 billion in 1999 (13
percent of the federal budget) to $111
billion in 2009 (4 percent of the bud-
get);'! Because the greatest impact of the
Baby Boomers' retirement will be felt
only after 2010, that reduction would
dramatically improve the government's
finances at just the right time.

Although the impact of the retirement
of the Baby Boom generation on the
federal budget should not be expressed in
apocalyptic terms, it should be the defin-
ing budgetary priority of the next decade.
Policies that will help prepare the nation's
budget for the Baby Boom generation's
retirement include:

• Maintaining strong productivity
growth and an expanding economy

• Reducing the national debt
• Encouraging savings and invest-

ment, especially for lower- and
moderate-income workers

• Reforming entitlement programs
to lower their future costs

Productivity growth is associated with
competitive markets, technological inno-
vation, and improving skill levels.
Expanding trade and deregulating busi-
nesses can help keep markets competitive.
Technological innovation and workers'
and consumers' skills are the fruit of re-
search, education and training, and the
free flow of information.

In roday's economy, most economists
believe that reducing the national debt
will expand national savings and produc-
tive investments. Well-informed
investments put innovation and knowl-
edge to work; investment spending is the
lifeblood of productivity growth and
rapid economic expansion. Debt reduc-
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tion, therefore, will help prepare both the
federal budget and the national economy
for the future.

Helping workers save more would also
aid the economy. Increases in net private
savings would aid investment and growth.
If current workers held those savings to
retirement, their reliance on government
programs would be reduced.

Finally, the costs of entitlement pro-
grams, which are expected to balloon as
the Baby Boom generation begins to
retire, are the greatest challenge to fiscal
policy. Advance planning for the future
costs of Medicare and Social Security
would help build a political and budget-
ary confidence that would allow bolder
action on a progressive agenda. Failing to
reduce entitlement spending for the Baby
Boomers, on the other hand, could gradu-
ally crowd our domestic spending in the
budget, limiting the investments in people
and opportunities that could strengthen
the economy and improve the standard of
living for its workers.

Here is how entitlement spending
crowds out domestic investments. Since
1970, discretionary spending (which
includes all domestic, defense and foreign
aid spending) has fallen from 12 percent
ofGDP to 7 percent, while overall federal
spending has held roughly constant at
about 19 percent of GDP. Spending for
entitlements and interest replaced discre
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rionary spending in the budget (Table
3).

Without reform, entitlement spend-
ing alone will amount to 19 percent of
GDP by 2030, even assuming that the
growth of Medicare spending slows sub-
stantially from its historic pace." At
historical levels of taxation, this would
leave little room for domestic and defense
spending.

Knowing the trade-offs will allow
policymakers to explain directly-with-
out tortured symbols or codes-why the
national debt should be reduced, Social
Security and Medicare should be re-
formed, and investments for future
economic growth should be expanded.

PRIORITIES FOR BUDGETING IN AN ERA
OF SURPLUSES

The retirement of the Baby Boom genera-
tion should be at the center of the
upcoming budget debate. Any actions
that would reduce the budget surplus
now should be tied to improving future
economic performance and controlling
the cost of entitlements like Social Secu-
riry and Medicare when the Baby Boomers
retire. Budget choices should be framed
simply: How is this budget better than
simply allowing the projected surpluses
to buy down the national debt?

A budget for an era of surpluses should
be fiscally responsible now and in the

Table 3. Federal Spending as a Percentage of GOP

1970 1999
Discretionary Spending 12 7
Entitlement Spending 6 10
Interest on Public Debt 1 .1
Total, Federal Spending 19 19

Source: Congressional Budget Office (july 1999).
Notes: Entitlement spending includes offietting receipts. GDP is gross domestic

product. Details may not add to totals because of rounding.
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furure. It should aid economic growth,
make real improvements in the Social
Security and Medicare programs while
restraining their future costs, and allow
additional funding for education and
other investment priorities. I ts tax and
entitlement policies should serve, rather
than impede, those forward-looking pri-
orities.

1. Pay Down the National Debt. The
primary focus of the federal budget should
be to enhance the nation's economic
growth. Maintaining budget surpluses
and thereby paying down the national
debt is the surest way to increase private
investment and productivity.'? Further-
more, lower interest costs would add
budget space for future public obliga-
tions.

In general, pay-as-you-go discipline
should be maintained for both entitle-
ment spending and taxes. Exceptions
should be limited to spending or tax
changes intrinsic to solving long-term
budget problems. A budget stalemate, in
which no progress was made on impor-
tant national issues, would be preferable
to squandering the surplus on tax cuts or
entitlement expansions that would in-
crease current consumption without also
tackling the long-run budget problems.

2. Prepare for the Baby Boomers'
Retirement. Real reforms in Social Secu-
rity and Medicare are crucial to long-term
budget discipline. The future costs of
those programs threaten to squeeze out
funding for education, transportation,
research and development, defense, and
other public responsibilities.

Reforms to Social Security and Medi-
care should reduce the projected spending
of those programs, while protecting the
more vulnerable retirees. Social Security
benefits for future retirees should be
trimmed for those with above-average
earnings. Incentives to save and to delay
retirement should also be pursued. Medi-
care reforms should sharpen the incentives
for enrollees to save money for themselves
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and for the taxpayers supporting their
benefits. Some of the money saved should
be plowed back into new benefits for low-
income seniors. Medicare and Social
Security are ripe for a thorough modern-
ization, using market forces and
information to provide better benefits at
a lower cost.

3. Invest in Growth and Opportu-
nity. New discretionary spending caps
should be set to allow defense and domes-
tic spending to grow for inflation. That
does not imply that all current programs
be maintained or that appropriators duck
tough choices. Congress should maintain
the discipline that caps provide while
emphasizing investments in the nation's
future productivity-education, research
and development, welfare-to-work pro-
grams, heal rh insurance, and so on.

Allowing spending for these purposes
to grow for inflation represents a respon-
sible middle course for federal
appropriations. The current caps, set as
part of the Balanced Budget Act of 1997,
are unlikely to hold. Avoiding overly strict
caps with emergency spending or other
gimmicks weakens the discipline that caps
impose. On the other hand, raising the
caps too high would signal a resumption
of fiscal laxity. For the next several years,
Congress should take the honest approach,
raising the caps to sustainable but still
tigh t levels.

With the national debt paid down
and the Baby Boomers' retirement se-
cured, future Congresses would have the
flexibility to raise the caps on discretion-
ary spending further, cut taxes, or expand
entitlements, depending on the economic
and social needs the country faced.

4. Harness Tax: Cuts for Forward-
Looking Goals. Tax reductions or new
entitlement spending should be shaped
to enhance, rather than subvert, the goals
of reducing the national debt, preparing
Social Securi ty and Medicare for the Baby
Boom generation of retirees, and invest-
ing in growth and opportunity. To
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enhance the goal of debt reduction in an
already booming economy, tax cuts should
be focused on investment, not consump-
tion, and should be modest in size.
Likewise, any new entitlement program
should be carefully targeted and its costs
should be easy to control.

Second, although large tax cuts for
consumption should be avoided at this
point, Congress should continue to work
on streamlining and improving the tax
code. Comprehensive tax reform-mak-
ing the tax code simpler, fairer and more
conducive to economic growth-is al-
ways in order so long as it is relatively
revenue-neutral. For example, extending
health insurance tax credits for uncovered
employees of small firms would help equal-
ize tax benefits for all workers. Helping
workers in small firms get health coverage
on the same terms as employees of large
firms would reduce a distortion in the
labor market, improving workers' flex-
ibility to change jobs and their
productivity. In that case, improving eq-
uity in the tax code would also enhance
economic growth and opportunity.

Finally, Social Security reforms may
require tax cuts. Two vital components of
Social Security reform-allowing workers
to save a portion of their payroll taxes, and
matching those savings for lower-earning
workers-will reduce federal revenues.
Since those sorts of tax cuts would add to

investment, not consumption, and would
help reduce the future demands for Social
Security benefits, they would be an ap-
propriate use of budget surpluses.

In general, to distinguish whether or
not dedicating the surplus to a tax or
spending change is appropriate,
policymakers should ask two questions:

• Would the tax or spending change
inflate consumption in an already boom-
ing economy?

• Would the tax or spending change
significantly help control the future costs
of Social Security and Medicare in prepa-
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ration for the retirement of the Baby
Boom generation?

If the change would inflate consump-
tion and do little to prepare Social Security
and Medicare for the future, it should be
offset. If the change would not inflate
consumption and would significantly
reduce future obligations for the Baby
Boomers' retirement, no budgetary offset
would be necessary. Cases where con-
sumption spending would increase but
long-term productivity would also be
enhanced-such as additional spending
or tax cuts for progressive investments in
education, research, health insurance or
welfare-to-work programs-are murkier.
The budget priorities listed above sup-
port spending increases or tax cuts for
such productivity-enhancing activities.
Even productivity-enhancing invest-
ments, however, should be offset if their
contributions were less valuable than re-
ducing the national debt.

PUTTING TAX CUTS TO WORK FORTHE

FUTURE: THE ExAMPLE OF SOCIAL

SECURITY REFORM

The budget surplus should be put to

work for the future by paying down the
national debt, preparing Social Security
and Medicare for the Baby Boom genera-
tion, and investing appropriately in areas
that would enhance economic growth.
Tax cutting should support, not hinder,
these goals. Likewise, new spending for
entitlements must not roll back the hard-
won fiscal discipline of the 1990s.

But suppose Congress could not be
trusted to carefully shepherd the surplus.
What if Congress simply must cut taxes or
raise spending? The worst-case scenario
for future budgets and preparations for
the retiring Baby Boomers would be a
grand compromise between advocates of
tax cuts and spending increases: big tax
cuts in exchange for big spending in-
creases.
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Congress will need alrernatives to that
ugly scenario. Fortunately, if the political
pressures to cut taxes or raise spending
cannot be withstood, entitlement reforms,
which will generally require up-front in-
vestments to achieve long-run savings,
can provide an ourlet. Social Security
reform provides a example of how tax
cutting can actually aid future budgets
without spurring current consumption
and threatening future growth.

Mainstream proposals for Social Secu-
rity reform!" include several key
components:

• A payroll tax cut that is diverted to
personal Social Security investment ac-
counts for retirement

• Extra tax credits to provide seed
money and matching funds for the per-
sonal accounts ofworkers with low earnings

• Incentives for work and delayed
retirement

• Reductions in the benefits prom-
ised to future retirees, except for workers
with very low earnings

Here is how the Social Security tax curs
would work. Current workers would have
a portion of their payroll taxes paid to a
new Social Security personal investment
account. Low-income workers would re-
ceive additional matching funds in their
accounts. The money credited by the
government to workers' accounts would
reduce the federal budget surplus, mak-
ing it a tax cut in a very broad sense.

D nlike other types of tax cuts, how-
ever, the Social Security tax cuts would
not greatly reduce national savings and
investment. Balances in the personal So-
cial Security accounts could not be spent
until the worker retired." Furthermore,
the new accounts would probably have a
minimal impact on other savings and
investment decisions by workers. In the
context of Social Security reform, high-
income workers would view the balances
in their accounts as a vital replacement for
benefits that would be less generous in the
future, not as a windfall or as a substitute
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for other savings. Low-income workers,
however, would be spared benefit cuts
under the mainstream reform plans, and
their personal accounts would amount to
a windfall. That windfall would be un-
likely to substitute for savings that would
otherwise have occurred, however, pre-
cisely because low-income workers cannot
afford to save in the first place. The
creation and funding of personal accounts,
therefore, would increase private savings
by virtually the same amount that it
reduced government savings (i.e., the
federal budget surplus).

These reforms present an intriguing
way of using tax: cut fever to help, not
handicap, future budgets. Crediting tax
funds to personal Social Security accounts
would probably not reduce national sav-
ings compared with a policy of simply
allowing the budget surpluses to reduce
the national debt. Reforms to Social Secu-
rity benefits are a key to preparing the
budget for the retirement of the Baby
Boomers and reducing the squeeze on
public investments. Social Security tax
cuts would not boost consumption or
otherwise threaten investment-led
growth. Social Security reform in this
fashion, therefore, is consistent with all of
the priorities for a forward-looking bud-
get in an era of surpluses.

Although Social Security reform
would cost money in the short run,
perhaps as much as $700 or $800
billion over the next ten years, it would
not inflate current consumption at the
expense of private investment. In the
short run, the federal budget surplus
would fall because the diversion of
payroll taxes and the additional tax
credits would start immediately, but
the benefit reductions would only take
effect gradually over time. In the long
run, of course, Social Security reform
would improve the federal budget out-
look by reducing the government's
obligation for defined benefits (Table
4 on next page).



20 The Georgetown Public Policy Review, 5: I (Fall 1999)

Table 4. Estimated Cost of Senate Bipartisan Social Security Reform Proposal
(S. 1383)

Social Security Cost as a Percent of GOP

2000 2010 2020 2030 2040 2050 2060 2070
Current Law 4.5 4.8 5.9 6.8 6.9 6.8 7.0 7.0
Senate Bipartisan Plan 23 D i:2 6.2 5.7 23 D L2
Net Cost (+) or Savings (-) 0.8 0.7 0.0 -0.6 -1.2 -1.5 -1.9 -2.1

Sources: Social Security Administration, Office of the Actuary, and Progressive Policy
Institute.

Notes: For current Law, the program s cost consists of outlays for defined benefits. For
the proposed Law, Social Security costs include defined benefits plus the cost of government
credits to the Social Security personal accounts. GDP isgross domestic product.

Of course, this discussion does not do
justice to the complexities of reforming
Social Security. Nevertheless, if the bud-
get surplus is burning such a hole in
Congress' pocket that it must in some way
be reduced, Social Security reform is an
example of how to spend the surplus
without sacrificing investment-led growth
or future budget needs.

CONCLUSION

Loyalty to the four principles of budget-
ing for an era of surpluses-reducing the
national debt, controlling entitlement
costs, allowing defense and domestic
spending to grow modestly, and design-
ing tax cuts or entitlement changes to aid
the future budget without inflating
current consumption--will lead
policymakers naturally toward the task of
modernizing Social Security, Medicare
and other entitlement programs.

Congress and the president should
take advantage of their historic opportu-
nity to prepare the federal budget for the
retirement of the Baby Boom generation.
Fiscal discipline and strong economic
performance in the 1990s have ushered

in an new era of budget surpluses. Paying
off the accumulated debts of the past was
not even conceivable just a few years ago.
Mired in an interminable fiscal bind, past
governments did not have the where-
withal to finance serious reforms in Social
Security and Medicare. Today's political
leaders have achieved budget surpluses
and a strong economy through hard work
and tough decisions. With luck,
tomorrow's citizens will thank them for
using their hard-won opportunities
wisely.
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Economic and Budget Outlook: An Update
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cussion, see "The Natural Rate of
Unemployment," Journal of Economic Per-
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ers, including those who did not pay payroll
taxes, paying more in payroll taxes than
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centageswere computed by the T ax Analysis
Division of the Congressional Budget Office

in a June 1997 table.
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are never blunt or transparent, he argued
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that "a fiscal policy focused on enhancing
national savings by accumulating budget
surpluses ... will give our vital US economy
its best chance of continuing its remarkable
progress" and encouraged Congress to "let
the surpluses run" and hold off on a tax cut
until the economy slowed. His remarks
signaled to many that the Federal Reserve
and financial markets would react unfavor-
ably to additional economic stimulus at this
time. See, for example, the statement of Alan
Greenspan before the House Committee on
Banking and Financial Services 0uly 22,
1999) and his response to questions (avail-
able from news sources). A summary news
article by George Hager, "Budget Econorn-
ics, Politics Collide," Washington Post (july
28, 1999) contains additional quotations
from chairman Greenspan and interpreta-
tions of his comments from financial market
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"Author's calculations based on Con-

gressional Budget Office, The Economic and
Budget Outlook: An Update (july 1, 1999),
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the Appropriations Committees. Since Con-
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allow discretionary spending to grow for
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take the path projected by the Medicare
trustees. The trustees assume that the growth
of Medicare spending will slow after 2010.

13T0 maintain rapid economic growth,
policymakers should also resist the urge to
choke international trade or re-regulate
domestic markets.

14See,for example, H.R. 1793, the 21 st
Century Retirement Act, sponsored by Rep-
resentatives Kolbe and Stenholm or the
Bipartisan Social Security Reform Act of
1999 (S. 1383), sponsored by Senators
Gregg, Kcrrey, Breaux and others.

15Some of the Social Security reform
proposals would require that personal So-
cial Security accounts be patterned after the
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federal Thrift Savings Plan (TSP), which
would limit investment choices to broad
indexes of stock and bond market perfor-
mance. The TSP also offers a "safe" fund,
which has the yield of a long-term govern-
ment bond without any price variability.
TSP-style personal accounts would limit
administrative costs and reduce the risk
that workers could squander their money
through inappropriate or overly risky
investments. Although this discussion only
considers retirement benefits, the rules
for Social Security personal accounts
should also allow account balances to
supplement Social Security's disability
and survivors' benefits.
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According to the Congressional Budget Office, the federal government closed
this fiscal year with a budget surplus, making the 1998 and 1999 fiscal years the first
back-to-back surpluses since 1956 and 1957. The 1998 fiscal year was by itself a
remarkable event, as it was the first federal surplus since 1969. The roots of this
surprising turnaround can be found in the end of the Cold War, in the record
economic expansion of the 1990s, and in the legislative restraints first implemented
under the Budget Enforcement Act of 1990. The surplus has prompted politicians
and analysts alike to question future directions in budget policy, particularly to what
degree and under what conditions the government will be able to maintain surpluses
into the future.

In this issue, the staff of The Review had the opportunity to explore these
questions with four of the nation's top budget experts: Barry Anderson, deputy
director of the Congressional Budget Office; Sylvia Mathews, deputy director of the
Office of Management and Budget; Robert Reischauer, senior fellow at the
Brookings Institution; and BillThomas, Republican congressman from California's
Twenty-first District.

Interview with Barry Anderson,
Deputy Director of the

Congressional Budget Office
In your article, "Surplus Budgeting in

the US, or Stop Me Before I Spend Again, "
you describe budgetary legislation as play-
ing a secondary role in helping the US reach
a surplus. To what degreedoesadherence to
the discretionary caps,provided in the Bud-
get Enforcement Act (BEA), contribute to
the surplus?

Bya secondary role, I meant that you
cannot have a significant reduction in the
deficit or increase in the surplus without
real and sustained economic growth.
Economic growth is a basic requirement.
Once you have economic growth, the
budgetary rules help to restrain spending
or tax cuts, so that you can convert the
economic growth into reduction of defi-

cits or an actual surplus. Within the con-
text of those rules, the caps on discretion-
ary spending are extremely important. I
don't know whether the caps are more or
less important than the pay-as-you-go
rules, because discretionary is only about
one-third of the budget. But it is the most
changeable third. The mere name" discre-
tionary" implies that there is an ability to
review it annually and to change it at the
margin, if not more. The reality is that
total discretionary spending has not been
cut over the past 20 years. In fact, I think
it was only cut once in nominal levels at all
over the past 20 years. But even reducing
the rate of growth in discretionary spend-
ing can have a significant impact. Having
said that, the other two-thirds of spend-
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ing is obviously larger and, even though
it is perhaps less changeable, it can have a
larger impact than discretionary spend-
ing. And the pay-as-you-go rules apply
not only to basically the other two-thirds
of spending, bur also to revenues. So, that
can have a larger impact.

One other comment needs to be made
with respect to the effectiveness of the
discretionary caps, and that is emergen-
cies. There is this safety valve called" emer-
gencies" that allows the discretionary caps
to be exceeded if the president and the
Congress agtee. I have been surprised
how effectively that safety valve worked
for the first five or six years of the caps. It
wasn't until the last couple of years when
the self-imposed constraints on the ex-
ecutive and legislative branches seem to

have been abandoned. Now almost any-
thing can qualify as an emergency.

Given the importance that you place on
the budgetary rulesand enforcement mecha-
nisms in bringing us to surplus, along with
economic growth, iobat rules do you think
we should retain now in this era ofsurpluses?
Are there any we can throw out?

Well, the ones that matter the most arc
the discretionary caps and pay-as-you-go.
They matter the most combined with, as
1 stated in the article, using a definition
that doesn't allow for what is commonly
referred to as "dynamic scoring," and
doesn't allow for manipulation of bud-
getary concepts, such as accrual account-
ing. I am not saying that accrual account-
ing is automatically manipulation, but it
does create the opportunity for it. So the
rules should apply just as much in surplus
environment as they do in deficit envi-
ronment. The rules that don't work very
well are caps on federal employment.
They are counterproductive. Also, the
line-item veto, as was enacted in 1996
and declared unconstitutional in 1998,
did not produce much saving. I'm not in
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favor of specific deficit caps or surplus
targets that require that you must have a
surplus of "X" or a deficit of "not more
than Y." I think those targets are too easy
to manipulate. Basically, my argument is
that SEA pretty much as structured right
now, works pretty well in both deficit or
surplus.

Though you have touched on this briefly,
what do you see as the most important
changes in budget policy over thepast 10-20
years?

If you look at the history of budgeting,
it's really fascinating. for about 17'5years,
the US government ran deficits only to

finance spending on wars or major reces-
sions, and then paid off the deficits after
it financed them. That was our policy
even after the Great Depression and World
War II. The debt we had incurred as a
result ofWWlI and the Great Depression
exceeded 100 percent of our GDP. But
for the next 25 years or so, we did what we
had done in previous history, and that is
try to pay it down. And as a percent of
GOP, wesucceededconsiderably, in terms
of paying down the debt. True, most of
that was through economic growth, but
that's not bad, that's good!

In the '60s and in particular in the
'70s, things changed. 1 like to think of it
as a "guns and butter" scenario. In the
'60s, the prolonged economic expansion,
and perhaps some technical advances in
economics and econometrics, led the
Joh nSOI1administration to say that it could
accommodate both expansion of defense
spending and the expansion of domestic
spending, and still not produce prolonged
deficits-that is, the acquisition of both
gUlls and butter. So in the '60s you had
not only the Vietnam War, bur also the
creation of Medicare and Medicaid and
expansion of other entitlement programs,
setting the stage for the 1970s. When, for
the first time during periods of economic
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growth, we still ran substantial deficits.
That was a seminal event that had not
happened before. The guns and butter
argument seemed to be refuted.
Stagflation-that is, inflation when the
economy is stagnating-was a new con-
cept at the time. High levels of inflation,
not during periods of war, was also a new
concept. So, budgeting in the United
States changed in the '60s and '70s. That
led us to getting to the direct answer to
your question-the Gramm-RudmanAct
and the Budget Enforcement Act, the
creation of top-down budgeting. Up until
that time, we had accomplished budget-
ary goals, running up deficits only to pay
them off later, largely through bottom-
up budgeting. The Appropriations Com-
mittees and the Ways and Means Com-
mittees took action on an individual level,
such that when the president signed the
legislation, it still produced agood, fiscally
sound result. Not every single year, but
most of the time, over nearly 200 years.
But, come the 1960s and '70s, it wasn't
working anymore, and the only way to
"stop me before I spend again" was top-
down budgeting, first through aggregate
deals on the part of the executive with the
legislative branch, then through Gramm-
Rudman, and now with the BEA. So, the
short answer is top-down budgeting,
through a variety of different mecha-
nisms that really surfaced in the '80s and
are still with us in the '90s, and in my view
should still be with us after we have
reached surplus.

In the debate over the projected foderal
budget surplus, there is considerable discus-
sion over whether to pay down the national
debt, to increase spending or to give a tax cut.
Given these three options, what do you think
Congress should do?

There seems to be almost universal
agreement of the benefits to the economy
of paying down the debt. By almost
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universal, I mean economists from the
legislative branch and from the executive
branch, economists from outside the gov-
ernment, economists from the left and
from the righ t, almost everybody seems to
say, "For the long-term good of the
economy, it is good to pay down the
debt. " You start there, then you go to
other proposals to either increase spend-
ing or cut taxes. I would suggest that there
may be proposals to increase spending or
there maybe proposals to cut taxes that are
better for the economy than paying down
the debt. But that is how they should be
viewed. That is, if there is a proposal to
increase spending on "fill in the blank,"
then take a look at what the overall eco-
nomic impact of the proposal is, and say,
"Is this really going to be better than
paying down the debt?" Likewise, do the
same thing with a tax cut. I readily ac-
knowledge there are viable purposes other
than economic ones for government pro-
grams. That's why it's called "public"
policy. But still I suggest the question
ought to be primarily addressed in eco-
nomic terms, because then one can always
say, "Is there a public policy purpose for
new spending over and above the eco-
nomic one, and is there some other spend-
ing that can be cut, in order to finance the
public policy purpose?" So, I don't have
an answer to which of those three options
one should choose, but I do suggest that
one start with paying down the debt
because of the almost universal agreement
about the positive implications of doing
so.

In a recent article in The Washington
Post, Robert Samuelson wrote, "The eager-
ness to dispose of the paper surpluses says more
about the political culture than sound bud-
get policy. " Do you agree?

Clearly, yes. Budgets are political docu-
ments. We have been talking about the
importance of economic growth in terms
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of reducing the deficit and increasing
surpluses. We have been talking about
paying down the debt as a very good
thing from an economic perspective. But
the reality is that budgets are very political
documents, and when one looks at them
from a political perspective, it is not at all
surprising that there are proponents on
both sides who wish to get rid of the
surplus. Because from a political perspec-
tive, it isgood for them to do so. 1t's a good
political statement to go out and cam-
paign to say, "1 am spending such and
such" or "I am cutting your taxes." It is a
harder political sell to say, "I'm running a
surplus, but it is a surplus only in the short
term, really all it does is pay down debt."
So, I agree very much with what
Samuelson said.

Federal Reserve Chairman Alan
Greenspan is considered by many to be an
economicguru and Congressusually listens to
him whenever he speaks. Why doyou think
Congressnow seems to be ignoring his advice
to pay down the debt?

It isn't just Congress. Both the execu-
tive and legislative branches are ignoring
his advice, and both parties. Alan
Greenspan is just one of many across rhe
board, no matter what spectrum you look
at, who advocate paying down the debt.
But politically it isjust much more appeal-
ing to say, "Here's a new program that's
going to do such and such for so and so,"
as opposed to even greater benefits to the
overall economy from paying down the
debt. To some, spending on favored pro-
grams, or tax cuts, will seem a better
bargain.

This is all related, by the way, to

top-down budgeting, because for
nearly 200 years, we didn't have to
argue about this. The US governmenr
basically operated under a premise that
most individuals shared-that debt is
bad. You don't incur it unless you
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absolutely need it, and when you do,
you pay if off.

It seems that politicians haven't changed
much in the last 200 years. They like togive
things to their constituents and make them
happy. Why were they able to have the
discipline topay off the debt in the previous
180 years, whereas they have not been able
to do that in the last 20 years?

Guns and butter. The world changed
in the '60s and '70s. Specifically, the
world changed to the extent that deficit
financing was viewed as permissible, be-
cause we began to believe that one could
run deficits and not harm the economy.
Before that, you only ran deficits for wars
and recessions. At that time, deficits were
looked at as necessary evils, but you had
to pay them back once you incurred
them. That changed in the '60s and '70s.
Itwasn't just the politicians that changed;
the politicians were reflecting a change of
society. Debt by individuals before the
'60s was much more narrowly looked at.
Then it started ro change in the '60s and
'70s. Mortgages up until the 19305
weren't that common and, to the extent
they existed at all, they were usually flve-
year balloons, I bclie~e. By flve-ye;r bal-
loons, I mean you pay interest for five
years and the full amount of the mortgage
comes due at the end of the five years.
Well, that creates a whole different per-
spective in terms of horne buying than the
30-year mortgage which pays off a little
bit of the principle every payment. Credit
cards? We didn't have that before the
'60s. We didn't have this casual attitude
toward debt.

You give some credit in your paper to
"moral suasion, "or "thepower oftb« popu-
lace, the media, and other legislators to
encourageadherence to f budget! constraints, "
as one thing that contributed to having the
discipline to bring the deficit under control.
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Now that we are in surplus, or at least
balance, doyou think there is enough moral
suasion to not run deficits again, at least
within the generation that remembers the
era of deficits?

In my previous answers cinng the
importance of controls, I am also saying
that there is relatively less effectiveness of
moral suasion. In the old days, the idea of
not running deficits-but if you did,
paying off the debt-was a powerful
enough moral suasion to generally over-
come the normal political instincts of
trying to please constituents. That I think
evaporated with the '60s and '70s. Now
we had a moral suasion, particularly in the
'80s and early '90s, that said you could
spend more to please constituents, but if
you did, it would add to what were
already high deficits. The problem with
that was, unless you had a very firm target-
like balance, an extra billion here, or an
extra billion there, it didn't matter that
much for the total deficit and you got to
please constituents. The overall rules
helped get to the balance. Likewise, I
think they helped get to pay down the
debt. So, I'm not optimistic on the power
of moral suasion alone. I think it needs
help through the rules that we have.

You also mentioned that having a goal
is a strong part of moral suasion and its
power. Do you think that the imminent
retirement of the Baby Boom generation
and the concerns over Social Security sol-
vency arestrong enough components of moral
suasion? Or, doyou think there would have
to be some greater goal?

Well, the retirement of the Baby Boom
generation, although it gets closer every-
day, is still far enough out in the future to
allow the normal political process. By that
I mean pleasing constituents in the ncar
term at the expense of what may be a long-
term problem. I think the debate we're
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having right now on funding prescrip-
tion drugs under Medicare is a prime
example. There has been much discus-
sion of the impact the retirement of the
Baby Boomers will have on the Medicare
Trust Fund and the ability to pay Medi-
care benefits. But instead of discussions of
how to rationalize the system, perhaps to
charge more or to introduce more compe-
tition, one of the leading things being
discussed now is to expand the benefits.
I've frequently said that "all politicians
have an infinite discount rate." This means
any new benefit now isworth any cost, no
matter how big in the future, and that
they will obviously take actions to please
the constituents now. If such actions
displease future constituents, who cares?
With an infinite discount rate, you don't
worry about it. Well, that may be a little
strong. But proposed expansions ofMedi-
care drug benefits without proposals to
pay for them indicate that there is still
some truth to that, too.

Federal budgeting has been shaped by
deficit spending for so long. What is your
vision of the future offederal budgeting?

Top-down budgeting and the defi-
cits have shaped federal budgeting to
make what was already a complex and
confusing area even more complex and
confusing. I don't see that changing, just
as the efforts to simplify the tax code in the
mid 1980s peaked then and have all but
disappeared now. I see the same thing at
work in federal budgeting. There were
cries about the complexity of the budget
process, but instead of any real efforts to
simplify it, we made it more complex. I
hope, however, that the trend toward
complexity produces a new Budget Con-
cepts Commission. The complexity has
created a situation for budgetecrs-
whether in the executive or legislative
branch-in which it becomes more and
more difficult to operate in the political
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environment. You can't put all of the
rules, and the interpretation and enforce-
ment of the rules, on budgeteers. You
have to have guiding principles on which
they can operate. The principles we have
right now are mostly contained in the
1967 Budget Concepts Commission
Report. It is a very good document, and
it really helps, but it's 30 years our of date.
There are many new complexities that
need to be addressed to help budgeteers
in the future. So, my view of future
budgeting is we will have more complex-
ity. Bur I hope we will see a new Budget
Concepts Commission in the next couple
of years to help those who interpret,
enforce and monitor budget legislation to
handle the complexity.

Are there any specific budget rejorm pro-
posals that you would recommend, in terms
ofoverall budget process, such as biannual
budgeting?

I think biannual budgeting runs into
the political process that we discussed
before. Biannual budgeting makes a lot of
sense in a nonpolitical, theoretical per-
spective. But from a political perspective,
I just don't think it's likely to happen.

I mentioned the line-item veto before,
and it's mentioned frequenrly. I don't see
line-item veto doing much for maintain-
ing surpluses or cutting deficits.l t gets too
involved in the political balance of power
between the legislative and the executive.
But there may be ways to obtain the
purpose of the line-item veto without
doing as much damage to the balance of
power as the line-item veto docs. The
purpose is to empower the president to
balance programs with local benefits
against larger national needs. The presi-
dent is the only official elected by all of the
country and therefore he is in a much
better situation to take a look at proposals
that benefit only a small subset of the
country or a small group, and to balance

The Georgetown Public Policy Review, 5: I (Fall 1999)

them toward other national needs. Mem-
bers of Congress reflect a specific state or
congressional district, and therefore don't
have that perspective. The line-item veto
was one way to try to address that.

Another way might be some form of
expedited or enhanced rescission. There
is a technical difference between expe-
dited and enhanced: expedited forces a
vote by the Congress on a proposal by the
president to rescind or take away some
monies; enhanced may prompt a vote,
but it says that the president's proposal
goes into place unless the Congress over-
turns it. One might argue the rescission
process worked relatively well until 1974,
when the Congress threw it out as part of
the Congressional Budget and Impound-
mcnt Control Act, in large part, I believe,
because of the abuses that they perceived
that President Nixon was committing.
Bur before that time, you had situations
where presidents would have, not a line-
item veto, but a method to address the
peculiar local benefits that lrcquenrlv came
our of Congress, and look at it from a
national perspective. That might be one
thing that a new Budget Concepts Com-
mission would look at. In addition to

looking at mechanisms, the Commission
might also look at larger definition issues
like government-sponsored enterprises
and so-called public-private partnerships.
As the top-down budgeting mechanisms
have become more and more constrain-
ing, through the Gramm-Rudman legis-
lation or the Budget Enforcement Act,
there seems (0 be an expansion of other
ways to have the government affect eco-
nomic behavior that does not show up
directly in the budget. Those arc two
ways. Federal regularion is rhe third.

Obviously you think rules are an impor-
tant and good idea as part of any budget
process. Emergency spending is a device that
allows Congress to spend money beyond its
budget, but now seems to have become a saftty
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valve for extra spending. Does establishing
additional rules simply form additional
barriers that Congress then has tofind ways
around?

Yes, Congress is the ultimate in defin-
ing rules. It sets all the rules that we live by.
This is true of government at large in any
COUntry. Our government does seem to
pay attention to rules that it sets, though
not all the time, and not perfectly. I've
cited emergencies as a recent exception
being used to circumvent the system.
Even so, I still think it's agood idea to have
caps with an emergency exception. We
just need better rules as to what consti-
tutes an emergency and as to what Con-
gress and the president must go through
before declaring an emergency. One of
the things that we now see that we didn't
see 10 or 20 years ago is the tremendous
coverage of political decisions. C-SPAN is
the prime example, but it's not just C-
SPAN. Almost every issue, almost every
decision in the executive or legislative
branch, is covered through many sources
of media. Not too many years ago, you
had minimal television and radio cover-
age. Elections took days to determine who
won. Washington was far away and dif-
ficult to follow. That is not the case
anymore. This creates an environment
where rules matter even more. Nowwhen
someone says, "I want to classify Y2K
spending as 'emergency,'" there will be
somebody else on the floor, covered by C-
SPAN, covered by his local newspaper,
covered by weekly magazines saying, "Give
me a break! You only knew about it for a
thousand years!" So that's another reason
why-in the world we're in, and because
of the changes we had in the past 25-30
years-I think budget constraints and
rules do matter.

How long doyou seeus being in surplus?
Are we going to get the foil J5years out of
this?
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I used to work at the Office of Manage-
ment and Budget. One time I had an
office in the New Executive Office Build-
ing, which has some bay windows up on
the ninth and tenth floors. I had a bay
window. One day during a snowstorm, I
was able to go out to my bay window and
see three different intersections: 17th and
Pennsylvania, 17th and H, and 17th and
1. I looked down and watched gridlock
happen; the cars were skidding, beeping
and running red lights and all of that. But
I got to work early and left late, so gridlock
was not something that bothered me a
whole lot. Now we use the term gridlock
not only for traffic, but also for budget-
ing. In the old days, budgetary gridlock
was viewed as bad because it meant there
was no agreement between the legislative
and executive branches, and without
agreement deficits would continue to
grow. But now gridlock is good, from an
economic perspective. That is, in the
absence of legislative proposals to either
increase spending or cut taxes, we auto-
matically use the surplus to pay down the
debt. And as I've argued before, that
should be the number one thing you look
at among the alternatives: reducing the
debt. So, although I'm a budgeteer and
that by definition means I'm skeptical
that we'll see all those surpluses, we do
have something working in our favor:
Political gridlock could produce a situa-
tion where the surpluses, to the extent
they come in, are used to pay down debt.

The next question is, "How long are
the surpluses going to come in?" And that
is, as I've argued from the beginning here,
mostly a function of the economy. Our
economy is on almost a 20-year upswing.
Since 1982, we've only had the down-
turn for the Gulf War. The forecasters,
not just here at the Congressional Budget
Office but elsewhere, continue to forecast
growth. Some forecast levels much higher
than others, but virtually all continue to
forecast growth. They don't see where the
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weaknesses are in this economy that are
going to push us into a recession. I'm
not out to second-guess them. So, I see
that we'll be running surpluses for
some time. If we keep the kind of
divided govern rnent that we have now,
and have had almost consistently for the

past 30 years, I think there's a good
chance that we will pay down a lot of
debt. And that would be good.

Interview conducted by Ann Strohm and
Geoffrey Gerhardt.
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What do you seeas the most important
changes in budget policy in the past 15
years? Particularly, what has been the most
significant contributor to the projected fed-
eral budget surplus?

Before you came to "what are the
technical things that caused it?" I was
~oing to say the most important change
1Sentering into an era of surpluses. But as
far as the causes, I think there are a num-
ber of contributors, not just one. I think
a number of budget rules were put in
place over a period of time that were
altered and improved, starting with
Gramm-Rudman-Hollings. And those
~hanges were very helpful. One example
1Sthe discretionary caps to control our
spending on the discretionary side. In
ad~ition, there are the pay-as-you-go re-
~u1rements. Those are two very, very
1mportant rules that happened, and rules
that we all had to learn to work within
that were very helpful to the process.

Additionally, there was a fundamen-
tal change that occurred in terms of ad-
dressing the problem head-on at the be-
ginning of this administration. That's
discipline. I think it was this
a~ministration's leadership and several
d1fferent congressional votes that en-
forced fiscal discipline. The first vote in
1993 was not a bipartisan vote, but other
Votes that followed were, and these votes

have gotten us to where we are. I think it
was very important to look back at deci-
sions that were made initially when we
came in. The decision about an energy tax
increase, whichwas related to showing a
willingness to take the deficit problem
head-on, was a very politically unpopular
step. We rook that step in the beginning
of the administration, and it did a couple
of things. It helped us with what we're
talking about specifically, which is the
government deficit going down and us
being able to operate in surplus. The
second thing it did was give confidence to
the markets that we were serious about
taking care of that very problem. They
knew that problem existed and they ac-
counted for it in what many people call a
"deficit premium," which occurred in
interest rates. So, you saw an interest rate
drop, and that interest rate drop helped
fuel the economic recovery that we have
been a parry to--one of the longest peace-
time recoveries that hopefully will be-
come, over the next few months, the
longest recovery in history. So, discipline
and the tools described above have con-
tributed to deficit reduction. These tools
are very important and we believe these
tools need to be maintained, which will be
an important part of the debate this year.

Speaking of the tools, do you think that
the caps, which will expire in 2002, should
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be extended for a certain amount of time, or
do you think that is something that should
be under constant review?

'I 'he discretionary caps are something,
if youlookat the history, that do continue
to be adjusted. Our ability to project them
for extended periods of time is hard. Yes,
I believe the caps should continue. You
will see in our budget in the OUl years that
we are above the caps, and I think we
believe that in the out years, once you've
taken care of determining how you will
distribute the surplus that has to come
first, then you can address the issue of the
caps. In other words, we want the more
disciplined step to occur before we do any
raising. That's why in 2000 we submit-
ted a budget within the caps that required
some very difficult choices and the use of
offsets that again are politically unpopu-
lar, including a tobacco fee.

Both the Office of Management and
Budget (OMB) and the Congressional Bud-
get Office (eBO) project non-Social Security
surpluses to total roughly $J trillion over the
next ten years, based on the notion that
discretionary spending will be cut as deeply
as J 990- J 998. Do the ten-year projec-
tions include the possibility of recessionand
other business cycle trends?

I think there are two questions embed-
ded in that one question. And on the first
one of, "Do we account for economic
downturns?" Yes. You don't have to put
them in a particular place, which is an
important thing in terms of causing fear
and concern in the marketplace, but you
do put changes in the estimates. We have
actually a very moderate level of growth
throughout the period, and you account
for it because the projections are over a
ten-year period. So, by having moderate
levels, that's how you accoun t for the issue
of economic downturns. You're not pre-
dicting them, but you do account for
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them at some point within the period.
The second question that sort of was

embedded was how the discretionarv
spending issue comes into play with our
projections. There have been a number of
articles; Bob Greenstein has written some
very helpful pieces on this to highlight the
issue of discretionary spending cuts over
the period. With the president's plan, as
we have announced it, the surplus we
would have would exist with a spending
level that would be slightly under the
1999 level, plus inflation. If you set a
discretionary level at 1999, added infla-
tion, extended it out for the period and
compared our budget, we would be un-
der it slightly. Things are tight. However,
this contrasts sharply with the Republi-
can level of 50 percent and the 50 percent
cut in discretionary spending that would
be required if the Republican tax cut had
become law.

In the debate over the projected [edera!
budget surplus, there is considerable discus-
sion over whether to pay down the national
debt, to increasespendingor togive a tax cut.
What are the advantages and disadvan-
tages of these alternatives? Given these three
options, what is the best course to ensure
economic growth for the nation?

I think that all of those things that you
stated, in terms of things that we should
do as a nation, are important. What ismost
important is to do them in a balanced way
that maintains our economic health. And
what are advantages, as far as some of the
uses for the surplus? Let's do debt reduc-
tion first. Debt reduction in terms of the
health of the overall economy-what it
means in terms of interest rates for the
average person, is basically a tax cut for the
average person-if you look at home
mortgages and what's happened over the
past few years as interest rates have gone
lower and maintained a low level. You sec
that as an advantage to individuals. Also,



Feature Interviews: Sylvia Mathews

debt reduction has advantages for the
private sector, on the business side. We
have a situation where, because costs are
lower for them to borrow, they are able to
invest and create more productivity. So,
there are a number of advantages to debt
reduction. Those advantages create eco-
nomic health. That economic health, in
turn, will put us in a place as a govern-
ment, if we stay on that course, where we
can pay the commitments we've already
made, which brings us to a couple of other
things that arc in the puzzle: Medicare
and Social Security. What's the advantage
to investing in Medicare and Social Secu-
rity? Bo[h Medicare and Social Security
are about commitments we've already
made. The Baby Boom generation exists,
and therefore we need to put ourselves in
the best place to pay those bills, which arc
the commitments that we have made to
them as we paid into the system. In the
case of Medicare, we have a proposal on
the table that will both reform and im-
prove Medicare. Some of the changes
1I1creasecompetition within how we op-
erate the Medicare program, so that the
government does get a better price for
certain things that it docs. It includes
prescription drugs and shifting around
some of the things we pay for, focusing
more on preventative care and having
people pay co-payments for other services
to encourage responsible use. This shifts
funds to preventative care, and it saves us
~ore money in the long run. So, prepar-
1I1g ourselves for our inrergenerarional
commitment is a positive thing, in and of
itself.

. Another part of the puzzle is discre-
tionary spending and the question of
what our government needs to run. If you
look at federal government spending as a
percentage of GOP, it's shrunk over the
past seven years. Having said that, there
arc still many needs, whether it's Kosovo
?r our inner cities or our schools or work-
1I1gto prevent youth violence or to irn-
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prove education, health care and the en-
vironment. These arc needs that must be
considered.

Additionally, tax reliefis an important
part of the question of "How are you
going to usc the surplus?" We have tax
relief in our plan and it is targeted. It is
actually targeted toward savings. Again,
this ties back in to this whole issue of
"How do you keep a healthy economy?"
Righ t now we have a very low savings rate
as a nation, but the idea behind the
Universal Savings Accounts (USA)-
which is our tax cut, the $250 billion tax
cut we have in our plan-is to encourage
savings among the middle class and work-
ing poor. Those folks will receive assis-
tance in the form of the tax break to
encourage savings.

So, in and of themselves, each of those
things is positive: tax relief, debt reduc-
tion, helping Social Security and Medi-
care, and thinking about how we can
fund important policy priorities. I think
what's most important in trying to solve
the problem is having a situation where
there is balance. The balance needs to be
targeted coward ensuring economic heal rh,
because it feeds back into all the others.

The president's l 'i-year framework for
the budget surplus has been described as
terribly complex and difficult foreven budget
analysts to understand. Could you highlight
the main objectives inPresident Clinton's
framework?

Again, the overall objective is main-
taining the overall economic health of the
nation, the opportunity of those who live
here and ensuring a safe world in which
we live. But the objective of the package
is to balance a number of positive things:

1. reducing our debt, referring back
to the question above, and gaining
the economic benefits that come
from that;

2. ensuring that we are able to meet
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our intergcncrarional commit
mcnts in all efflcienr and effective
way, that is the question of how we
work through Medicare and Social
Security;

3. the question of providing tax relief
and encouraging savings arc also a
parr of our plan in the form of USA
accoun ts; and

4. making sure rhar we have the abil
iry to meet the commirmenrs of our
governmenr in the services that we
as a counrry demand, whether it's
the best military in the world, or
ensuring that our children arc safe
in the environment.

Those four concepts arc the basic pans of
the plan. I think those concepts arc not
difficult concepts; putting them all to-

gether and moving the numbers around
may be. 1 think the truth is acrually that
most people understand those concepts,
and live with them in their lives in their
OWII budgeting, ill how they deal with
their Iamilics and how they think about
how they're going to have to pay for a kid
going to college. So, I think you can make
it complex, but 1 think that most people
in their daily lives have to deal with very
similar ques~ions. What am I going to d;)
when I retire? How am I going to send a kid
to school? How am I going to pay my
mortgage today? And what about those
credit cards that I have outstanding? I think
the concepts are concepts that actually most
Americans have to deal with every day in
their lives. We just do it on a much larger
scale. But when you talk about it, people
understand. Yes, it's hard to explain some-
times, but I think there's an understanding
that people have-once they read what the
pieces arc they can pick them out.

Since this is thefirst surplus ill ouer30 ye{m,
and the economy is booming, do you have
reseruations about a tax cut poli(."yat this time?
What effict will such a po/icy haue on national
economic grolUth in the longterm?
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The president vetoed the tax cut for a
number of reasons. In the question you point
out the economic risks involved. I think we
feel those arc very great and very real for a
number of reasons: less debt reduction; if
you aren't going to cut dramatically into
investments-and many of those invest-
ments, education and other, figure into your
economic health-then you'll spend the
Social Security surplus, which in turn fur-
ther reduces your debt reduction. So, those
things together, in addition to doing nothing
about extending the solvency of either Medi-
care or Social Security, or reforming either,
make such a tax cur untenable. All of those
arc negatives, both in terms ofthe economy
and the things that we previously talked
about that you want to balance. And that is
why we vetoed the tax bill. I think we've also
made clear that this isn't about splitting the
ditference. It's about balance. It's about
taking the problems and the good things that
we flce as a nation, maximizing (he good
things in terms of our economic health that
we have now in lower interest rates, and then
the other thing is minimizing the problem-
atic issues.

In a recent article ill The Washington
Post, RobertSamuelson wrote, "The eayerness
to dispose ojthe paper su rpluses say:;more about
thepolitical culture than sound budget policy. "
[11 your opinion, is a policy ofpaying down the
debt politically susta inable?

Yes, and I would have answered that
question differently four years ago. Yes it
is. I think it gelS (0 the question about the
simplicity or the complexity. People un-
derstand it. They know what it means in
their lives when they don't have credit
card debt outstanding and that interest
premium they pay each month is gone.
And when the)' have that money in their
pocket, they have choices about what
they can do with it , whether to PUt it into
rcrircmcnr or their kids' education. I
wouldn't have answered that question
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"yes" four years ago, bur I will answer it
"yes" now. That, I think, iswhywhen YOll

read polling in the Waif Street Journal and
other newspapers that have been looking
at whether or not people want that large
a tax cut; the reason they don't is that they
understand the debt reduction. I think
it's a great thing that the answer to that
question is "yes." I think it's just a reflection
that people know a lot more about running
budgets than people think they do.

Given the shift inpublic mood or understand-
ing, how do you envision the federal budget find
budgetary policy over the next decade?
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I think we're at acritical moment, and that
is why wc are pushing so hard and why the
president has talked about the 15-ycar ap-
proaches ro the surplus. We need to define our
approach to fiscal responsibiliry now. We
need to define it in a \vay that will maintain
fiscal responsibiliry, the commitments we've
made-whether its in terms of Social Secu-
rity, Medicare, or in terms of how we govern
-with what we spend. We need to make
these commitments now to maintain our
economic health.

Interview conducted by Arm Strohm and
Rita Ogden

Sylvia Mathews became deputy director oJthe Office oJMfllwgement and BUc{f?t't (OM}))
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/rom 1995 to 1997. In 1993, she became staff 'director for the National Economic Council. Ms.
Mathtwsjoinedthe Clinton administration in 1992 asmanager of the Economic Transition team.
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to 1992, Ms. Mathews worked for McKinsey and Company. Ms. fofathezusgraduated cum laude
from Harvard University with an A.B. in Government in june 1987. As (I Rhodes Scholar, she
received an honors degree (B.A.) in philosophy, politics and economics in june 1990/rom Oxford
University.
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Interview with Robert Reischauer,
Senior Fellow, The Brookings Institution

In your opinion asa seniorfollow hereat
Brookings, what do you see as the most
important change in budget policy in the
past 10-20 years?

The most significant change in bud-
get policy was the introduction of the
restraints established by the Budget En-
forcement Act of 1990 and the continu-
ation of those restraints throughout the
decade of the 1990s. Unlike earlier ef-
forts, these restraints were effective be-
cause they were realistic. Policyrnakers,
both on Capitol Hill and in the executive
branch, accepted the legitimacy of these
limits. They acquiesced in part because
the limits didn't hold politicians account-
able for developments over which they
had little control-such as the strength or
weakness of the economy-and in parr,
because the limits weren't rigid. There
was the "emergency" safety valve which
allowed them to cope with both real and
political exigencies.

And what would you say have been the
most significant contributingfoctors to the
budget surplus that we see now?

Three very different factors have com-
bined to produce the current budget
surp~uses that the nation is now enjoying.

1. he first of these was wise policy.
Dunng the 1990s, lawmakers, hy and
large, pursued sound fiscal policy which
was embodied in the multi-year deficit
reduction packages that were enacted in
1990, 1993 and 1997. These three pack-

ages cut the growth of spending below the
pace that otherwise would have tran-
spired; the 1990 and 1993 packages in-
creased revenues as well. In addition, the
federal Reserve pursued enlightened
monetary policy. The Fed convinced fi-
nancial markets that it wouldn't tolerate
increased inflation, and then pragmati-
cally allowed the economy to expand
more rapidly than its pronouncements
suggested was possible without a con-
comitant increase in inflationary pressures.

A second factor contributing to the
appearance of budget surpluses was the
strength of the economy. The economy's
strength can't he separated from the wise
policy we've followed. To he sure, the
economy would have recovered from the
1990-91 recession, but the strength of
the expansion would have been less pro-
nounced and the duration shorter had
there been no serious effort to reduce the
structural deficit, or had monetary policy
been more dogmatic. The economy, how-
ever, has performed far better than any
forecaster-even one with perfect fore-
sight into policy decisions-would have
projected. While some of the reasons for
this stellar performance are visible in the
rearview mirror that economists so often
use to explain their forecasting errors,
others remain a mystery.

The third factor that has played a big
role in transforming the large deficits of
the past into the surpluses of the present
is good luck. A number of developments
fall under this heading. First and foremost
was the peaceful collapse of the Soviet



Union, which permitted policymakers to

sharply reduce real defense spending and
adhere to the discretionary spending caps.
Real non-defense discretionary spending
has nor been reduced during the 1990s;
in fact, over the 1990 to 1998 period it
increased by roughly 13 percent. All of
the discretionary spending restraint has
occurred on the defense side of the bud-
get. Withollt the collapse of the Soviet
empire, these cuts would not have been
politically sustainable.

A second bit of good luck-good luck
from a budgetary standpoint bur not
from the perspectives of most Americans
-was the concentration of income gains
during the 1990s among those at the top
of the income distribution. Had income
gains been more equitably distributed
across all households, the revenues How-
ing into the Treasury would have been
significanrly less than they were. Because
the income gains were concentrated in the
rop ten percent of the income distribu-
tion, where the progressive tax code bites
hardest, and because tax rates were raised
on upper income 13xpayers both in 1990
and in 1995, the federal government
reaped an unusually large harvest from
the income gains that took place during
the 1990s.

The booming stock market has also
been a bir of good luck that has helped the
budget. While lower inflation and higher
corporate earnings would have led ana-
lysts to predict substantial increases in
equity values, the increases that have taken
place hr exceeded those justified by the
underlying improvement in the economy.
As a result, tax receipts from realized
capital gains and stock options have been
unusually large.

There arc many other examples of
good luck. The slowdown in growth of
employer-paid health premiums over the
last four years has both boosted taxable
corporat~ profits and increased the frac-
tion of worker compensation made up of
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taxable wages as opposed ro non-taxable
fringe benefits. The economic weakness
in continental Europe and Asia has he! ped
ro lower domestic inflation and allowed
the Federal Reserve to follow an easier
monetary policy. Welfare reform has re-
duced Medicaid caseloads by unexpect-
edly large numbers, and an aggressive
effort to reduce inappropriate charges has
slowed Medicare spending growth to a
crawl.

Both the Office of Management and
Budget (OM H) and the Congressional Bud-
get Office (CBO) projea non-SocialSecurity
surpluses to total roughly $1 trillion orer the
next ten yedrs. flow realistic do you think
these ten-yearprojections rertl~y'lr~?Do they
include the possibility of recession in the
future?

While these baseline surplus projcc-
rions follow the conventions that have
been used and accepted by the budget
communi ty for years, they are nor realistic
forecasts oflikely developments. They are
based on unrealistic assumptions of how
the political system will respond in an era
of surpluses to the restraints imposed on
discretionary spending by the Balanced
Budget Act of 1997. The discretionary
spending caps established in 1997 for the
1998 (0 2002 period, which arc imbed-
ded in these projections, require that real
discretionary spending be reduced
roughl y 12 percent between 1990 and
2002. In a coumry with a growing popu-
lation, a strong economy, and an overall
unified budget surplus, that's highly
unrealistic. The evidence from the fiscal
1999 and 2000 appropriations cycles
suggests rhar policymakers will have a
difficult time keeping the growth of dis-
cretionary spending down to the rate of
inflation. If they were only able to achieve
that looser degree of restraint, the pro-
jected $1 trillion surplus in the non-Social
Security accounts would shrink to less
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than $50 billion.
Many observers also ask whether the

optimistic projections of budget surpl uses
arise from rosy underlying economic as-
sumptions. On the whole, I think that the
eBO and the OMB have used prudent
sets of economic assumptions, ones that
are in line with, or a bit less positive than,
those generated by private sector forecast-
ers. These projections would accommo-
date a modest recession sometime during
the projection period.

In your paper "The President's Frame-
work for the Budget Surplus: What Is It and
How Should It Be Eualuatedi+you call the
president's framework "a model of fiscal
prudence. " What exactly makes it prudent
and which elements of that framework do
you think are particularly good and should
be used in [uture budgeting?

In his 2000 budget proposal, the
president reserved the preponderance of
the budget surpluses projected for the
next 15 years for measures that would
increase national saving, either by reduc-
ing publicly-held debt or increasing re-
tirement saving by individuals. This was
a prudent approach, far more responsible
than committing projected surpluses that
arc uncertain in magnitude and duration
to permanent tax cuts or program expan-
sions. The president was particularly skill-
ful at dressing his proposals to increase
~1ational savings in clothing that the man
111 the street would find attractive.

It seems that current polls suggest the
American people are more in fovor ofsaving
Social Security than in fovor of tax cuts. In
that sense, how likely do you think it is that
the president's framework will be adopted?

The president's framework has little
d~anceofbeingadopted. Political gridlock
will probably ensure that the unified
budget remains in surplus for the next
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few years and that a significant amount of
publicly-held federal debt is retired.
Though the American people and
policymakers are in favor of strengthen-
ing Social Security and Medicare, there is
no consensus on how these goals should
be accomplished.

So bygridlock, we 'lljust end up not doing
anything and thus preserving the surplus?

That's my hope.

On a different note, in fiscal year 2002,
the discretionary spending caps and pay-as-
you-go rules will expire. In your article "Scrap
the Budget Caps, "you argue that the current
caps under the Balanced Budget Act are
unrealistically loio. How can budget policy
best be reformed in order to ensure thefederal
government's ability to maintain a surplus?

Policymakers arc in the throes of one of
the most significant transformations in
recent budget history. They are shifting
the three-decade-old objective or goal of
budget policy from that of achieving and
maintaining balance in the unified bud-
get, to that of achieving and maintaining
balance in the non-Social Security budget
accounts. If this shift can be pulled off, it
will be a remarkable accomplishment, one
that will have been achieved largely
through miscalculation and luck. Had
CBO's and OMB's projections of the
impact of the Balanced Budget Act of
1997 been accurate, policymakers would
have struggled through five years of se-
vere fiscal restraint to achieve a threadbare
unified budget surplus in 2002. By that
year, pressures to cut taxes and boost
spending would have been tremendous
and policymakers would, undoubtedly,
have decided that it would be acceptable
to spend the projected unified budget
surpluses for these purposes.

However, the budget situation im-
proved so rapidly and so unexpectedly



40

thar it caught the political system otT
guard. In an l H-month period, the nation
went from having a large unified budget
deficit to a signifIcanr unifIed budget
surplus. Moreover, projections showed
thar we were within spirting distance of
achieving balance in the non-Social Secu-
rity accounts. To forestall Republican
dFons to cut taxes, the president pledged,
in his It}'Y8 State of the Union address, to

"save Social Security tIrst"-that is, to

preserve Social Security surpluses until an
agreemenr was reached that restructured
the program for the twcnry-firsr century.
While the president was proposing to take
the Social Security surpluses off the table
temporarily, Republicans upped the ante
in the spring of 1t}'Y9 by promising not to

use a penny of the Social Sccuriry sur-
pluses projected for 2000 and beyond for
tax cuts, spending increases or the normal
activities of government. In the Mid-
Session Review of his fiscal 2000 budget
proposal, the president ckll1ged his policy
initiatives so as to meet (his Republican
challenge.

If policymakcrs begin to Iocus their
cfrons on maintaining balance ill the
non-Social Security portion of the bud-
get, there's a very good chance that the
unifIed budget will retain a comfortable
surplus for some time ro come. While
unified budget surpluses over the next
decade are projected to accumulate to

roughly $3 trillion, these baseline projec-
tions arc likely to prove more bnrasy than
bct. Pressures to dissipate any projected
non-Social Security surplus and rhc va-
garies of the business cycle will mean that
the unified budget surplus will probably
average somewhere between onc-haliaud
four-fifths olrhc size ofthe Social Security
surplus. Judged by the standards of the
past three decades, such surpluses would
represent a tremendous fiscal accomplish-

ment.
To help ensure that such unifIed bud-

get surpluses arc sustained, I advocate
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modifying and extending the restraints
which were tIrsr enacted in 1990 in the
Budget Enlorccmcnt Act. These restraints
arc sensible and have a degree otcrcdibil-
ity, They will remain acceptable, how-
ever, only as long as the discretionary caps
arc realistic and the system retains tlcxihil-
iry (() deal with political, as well as subsran-
rive, emergencies. The existing discre-
tionary spending caps should be ex (ended
rhrough 2007 and adjusted (0 more real-
istic levels both for the 2000 ro 2002
period, and for the years beyond 2002.

Would this be an ongoing process of
adjustment, in the senseofa Consumer Price
Indcx-aajusied approach to setting future
buti._f{,etcaps, or would it be {lone-time
adjustment?

As has been [he case in the pasc, caps
should be promulgated for a number of
years. If circumstances change markedly
during that period, policyrnakers should
be willing to revisit the levels at which
they have set the caps. Considering that
our society is getting richer each Year, the
population is growing, and there arc some
unmet needs, Ibelieve due to be realistic,
caps should increase each year to compen-
sate for inflation plus about halFofthe rare
of real economic growth. Bur [ don't
believe we should slavishly adhere to

some formula like this. Policymakcrs
should sit down periodically and negoti-
ate the appropriate level of the caps based
on economic circumstances, the nation's
needs ~H1dnotions about rlie desirable role
of government. If a majority believes chat
government's role should shrink, then it
llIay be appropriate to freeze the nominal
level of discretionary spending.
Policyrnakers must keep in mind, how-
ever, rhat constraining discretionary
spending excessively will pur added pres-
sure on tax and entitlement policy . Many
objectives arc better achieved through
discretionary spending programs than
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through tax expenditures that compli-
cate the tax code or entitlement programs
that are difficult to curtail.

One topic that has come up lately is
emergency spending, which is intended to
address unexpected problems by allowing
Congress to spend money beyond its budget.
What doyou think the impact of emergency
spending will be on the nation 5 ability to
maintain a surplus?

The answer to that question depends
very much on whether the discretionary
spending caps are realistic. If they are
unrealistic, Congress and the president
will turn to the "emergency" designation
to solve their political problems-it's their
safety valve. This will be increasingly true
now that there is no unified budget defi-
cit to eliminate. Through fiscal year 1998,
spending and tax relief that was desig-
nated as "emergency" in nature was-
with very few exceptions-for genuinely
unexpected, non-recurring needs such as
natural disasters, humanitarian interven-
tions or national security crises. This
changed in the budget decisions for fiscal
years 1999 and 2000. It wasn't the case
that Congress suddenly lost its discipline.
Rather, the caps, which had been set at
realistic levels for eight years, became in-
creasingly unrealistic after defense
downsizing had run its course.

Some analysts are arguing that the ben-
efits of paying down the national debt are
olJerstated.As the economy expands, they say
the interest payments on debt will become a
lesserdrag on growth. Do you think this is a
valid argument?

Whether we pay down the debt, keep
the nominal level of outstanding debt
constant, or let the level of debt rise
sl0v.:ly-say by two percent a year-debt
service costs will fall both relative to the
size of the economy (GOP) and as a
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portion of the budget. Debt service costs
will fall fastest, and the salutary impacts of
debt reduction will thus be greatest, if we
redeem debt. Paying down debt adds (0

national saving, and this can boost invest-
ment and economic growth, albeit by
small amounts.

In the discussion over whether to pay
down the debt, increase spending or give a
tax cut, what doyou think is the bestoption?

There is no answer to that question
that is valid for all times. In the present set
of circumstances, when the economy is
strong, when incomes are rising across the
board, and when tax burdens, properly
measured, are not particularly high, there
is little justification for a massive, con-
sumption-spurring tax cut. A tax cur that
greased the wheel for fundamental tax
reform to make the code simpler, fairer
and more conducive to economic growth
might bea justifiable use of surplus money.
But no one seems to be pushing such a
proposal.

There arc clearly some unmct needs
that the federal government could and
should address. But there are also areas
where the governmem's efforts should be
scaled back or stopped altogether. It's
always easier to expand existing programs
or starr new ones if one does not have to

take the resources from some existing
activity, but I think we should maintain
some pressure on lawmakers to curtail or
kill outmoded programs to pay for new
initiatives.

My first choice, therefore, is to run
surpluses and pay down debt. We need to

wait and see whether large surpluses de-
velop in the non-Social Security porrion
of the budget. If they do, there is no reason
to think that all of the excess revenues
should be dissipated in tax cuts or spend-
ing increases. A porrion of these surpluses
should be considered analogous to the
Social Security surpluses because they are



42

being accumulated against long-run gov-
ernment liabilities that remain largely
unfunded. I am referring here to the
surpluses in Medicare, civil service retire-
ment and military retirement trust funds,
which arc parr of the non-Social Security
portion of the budget.

In the long term, how long doyou seethe
nation running surpluses and what do the
next 15 -20 years look like on thefiscalftont?

The experience of the last three years
should keep any sensible budget expert
from making a projection that extends
beyond two years. Nevertheless, I will
hazard a guess that over the course of the
next ten years, the nation will run some
unified budget deficits and some unified
budget surpluses. Averaged over the en-
tire period, I would expect there to be a
modest surplus in the unified budget.

Tremendous uncertainty surrounds
such guesses. The budget and economy
are vulnerable to external and internal
shocks. The economy could sragnate.
The world is much safer than it was
during the Cold War, but that situation
could rum around in a few monrhs.
Conflict could break our in the Taiwan
Strait, North Korea's leaders could pre-
cipitate a war, a terrorist could unleash a
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biological disaster within the United States'
borders or California could be rocked
with a huge earthquake. Any of these
developments could change our percep-
tion of the nation's needs dramatically,
and lead ro spending that would turn a
comfortable surplus into a yawning defi-
cit.

On the other hand, we could experi-
ence pleasant surprises. Productivity
growth could accelerate. States that now
appear hostile could experience leader-
ship changes that starr them down the
road to peaceful development, and de-
fense spending could be reduced some
more. Medical advances could cut the
costs of caring for the elderly.

So given these uncertainties, prudence is
probably merited?

Right. My advice to policyrnakers
is: "Wait unril you have the surplus
money in your pocket before you even
begin to debate how it should be spent.
~rhen you do spcnd it, devote it to

strengthening our capacity to deal with
(he long-run challenges that face lIS as
a nation."

Interview conducted by Ann Strohm and
Matthew Taylor.
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Interview with US Representative
Bill Thomas (R-CA),

Member of the House Ways and
Means Committee

What do you see as the most important
change in budget policy in thepast 15years?
Particularly, what do you think has been
the most significant contributor to the pro-
jected federal budget surplus?

I came in 1978 and the whole budget
process had changed in July 1974. Rep.
Robert Giamo (D-Conn.) was still
around; he was the first chairman of the
Budget Committee. The new budget
process was in its honeymoon phase. It
was a new way (Q deal with the federal
budget, dealing with it in aggregate and
then disaggregating for the separate com-
mittees. It's always difficult when you try
to playa real gamewith Monopoly money.
To me, the most significant thing about
the entire federal government budget,
that won't show up until you look at it
historically, has been the failure of the
budget process-a process that was fun-
damentally flawed from the beginning.

There arc three House committees
involved and you need people who have
a real stake in the outcome, for a signifi-
cant time, to control the process. The
Ways and Means Committee, the people
who have to raise the money-and the
appropriators, the ones who spend it-
are the committees who arc dealing with
the "real world." When you have a third
parry, like the Budget Committee, assign
them to the committee chairmen, if it's
convenient and feasible, it works. If it
isn't, ir doesn't. Otherwise, you're relying
on good will, on moral suasion and, over

the long haul, in the very real political
situation in the House, that kind of lever-
age is temporary.

That's why, whenever you try to do
srarurory changes to the budget process,
such as Gramm-Rudman, they never re-
ally work. Because, again, it's a third party
imposing a behavioral standard on folks
who believe they have their hands on the
real levers, which they do. It has been vcry,
very difficult (Q make the process work.
People who have been involved in the
budget during the last 15 years, especially
the last ten or so, have come co the realiza-
tion that the process certainly doesn't
work as it was envisioned-imposition of
an aggregate budget with a reconciliation
dealt co the authorizing committees for
adjustments-at least in terms of its cur-
rent structure.

If you really want the Budget Com-
mittee and the budget process to work,
you probably need to make the Budget
Committee membership consist of the
chairmen of all the major policy commit-
tees. That way, when dealing with aggre-
gate numbers and you assign them for the
reconciliation process, they are in essence
assigning them to themselves, which
means they are going to carry them out.

Why do we have the current surplus?
In 1993, Democrats owned everything:
the White House, aswell as the House and
Senate. They passed the largest tax in-
crease in history. Then, in 1994, the
American people elected a Republican
Congress. In addition to scaling back the
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size of governmenr by eliminating waste
in the federal bureaucracy, Republicans
also decided not to spend all the revenue
generated by the 1993 Democrat tax
increase. Rather, Republicans instilled
fiscal discipline to the federal budget
process once again by cutting taxes and
controlling spending. Had the Demo-
crats stayed in the majority in 1994, they
would have found ways to spend the
1993 tax revenue on wasteful or new
federal government programs. Since
1994, the budget negotiations between
the Clinton administration and the Re-
publican Congress have been: "How much
you gonna spend and where you gonna
spend it?" This continues today.

It isclear today that Congress is spend-
ing less than we would have if Democrats
had retained the majority. Republicans'
commitment co fiscal restraint or purring
money into governmenr--cspecially inro
new programs-has limited the growth
of government. The president has been
frustrated in his ability to initiate new
federal programs. Clinton's last State of
the Union message was a patchwork of
200 new "little" programs, all of which
over a decade would grow to be far more
significant, taking more and more tax
revenue year after year. It is the juxtapo-
sition of the Democrats making a move in
1993 and the Republicans moving in
1994. Most important to the surplus
issue, however, is the srrong state of the
US economy.

The argument that somehow govern-
rncnr and government policy is funda-
mentally responsible for the economy is
naive. The true driver ofthe US economy,
or any economy for that matter, is the
marketplace in which it operates.

Oureconomicengine is running on all
cylinders and high performance gas; it's
operating extremely well. When we make
a decision in government, it has a mar-
ginalimpact, nor a fundamental one. The
strength of the American economy is its
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ability to reinvent itself. Why does the US
have strong job growth and the Europe-
ans don't? We reinvent ourselves. That is,
basically, a free economy unencumbered
by government restraints.

So, it's the economy, and it's an inter-
esting juxtaposition of a former Demo-
cratic majority with a Republican Con-
gress.

In the debate over the projected federal
budget surplus, there is considerable discus-
sion over whether to pay down the national
debt, to increasespendingorto give a tax cut.
What doyou seeas the advantages or disad-
vantages of these alternatives and, given
these three options, what is the best course to
ensure economic growth fi)r the nation?

Look at national debt. One of the
things YOli have to do is defIne what
you're talking about. Ifin fact you aren't
going to run a yearly deficit, which if we
watch how we spend tax dollars we'll be
able to avoid, then you're only dealing
with the residual debt that has built lip
over nme.

The debt problem we are tackling
today has its roots in World War II spend-
ing patterns. If you look at the size of the
US economy at the end of World War II
and the debt we had accumulated, it was
a significant percemage of the national
economy. Virtually every year since the
end of the war, except for a couple through
the 1960s and 1970s, we were accumu-
lating debt. The I980s marked a massive
expansion of the debt. In part, this is an
exact reversal of where we arc now, with
a Republican president and a Democratic
Congress. The Democratic Congresses
passed programs without adequate fund-
ing, so that the deficit grew significantly.

Look at the size of the debt today vis-
a-vis the size of the economy; it's relatively
small. One key to controlling the debt is
the size of the debt relative to the economy.
Ifrhceconomy conrinucs to grow as it has,
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i.e., the debt declines eight percent, five
percent, four percent, three percent. In a
sense, if you can keep the deficit neutral
and grow the economy, you are in fact
controlling the debt.

The other aspect of federal debt is the
obligation that we have in Congress to
keep spending under control. Principal
among those are the entitlement pro-
grams; Social Security is the big one,
Medicare another (although projected
out to the 2030s Medicare is supposed to

grow to actually an even larger cost than
Social Security). Social Security is a pretty
straight arithmetic game between num-
bers of people, demographic profiles, and
dollars needed to fund the pension pay-
down structure. Medicare deals with heal th
care and rides (he health care cost increase
and the aging population, so you're deal-
ing with the reverse of Social Security-
people get the same amount of money no
matter how long they live. With health
care, you need more as you get older. That
is one of the reasons Medicare grows in 25
years, because you're going to have an
aging population with a more expensive
health care profile.

If you can deal with those and do some
other things, you're in pretty good shape.
Don't increase the debt, manage it. Re-
structure Social Security and Medicare so
that they are "fiscally sound." You can
either take a dollar and simply pay down
the debt-you do get a bump out of that
with a sounder dollar, and lower interest
rates. You could invest the dollar in Social
Security, which would make it fiscally
stronger, so you are covering your future
obligations. This is buying down the
debt, but it's buying down the debt on
the installment plan, more than a direct
payment. This also works for Medicare.

If you do that with dollars, and you do
it in a rational way, you're on the path to

resolving the national debt problem. This
diminishes the debt in terms of the overall
size of the economy. 1('s also diminishing
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the debt because these expensive entitle-
ment programs are under control. You
can still have money left over. Then you
get into a political contest and that's, I
think, where we are. That is, do you want
to start new programs or do you want to
give back that surplus to the taxpayers
with tax curs? I prefer to analyze what
programs we have, shut some down if
necessary, and return as much as we can
to the people.

One of the difficulties is that it's a lot
easier to start programmatic policy than it
is to end it. For a long, long time, people
got elected because members said yes, so
it was an additive process. Then for a
while, you got elected because you said
no. Today it's a bit more sophisticated,
where it depends on what the yeses and
nos are. Our job is to be empathetic in
terms of where folks want us to go, and do
it in a way, that one, realistically responds
but, two, allows for adjustment over time,
rather than just automatic pilot in terms
of puning a program in. And that's what
was done in rhe 1960s and 1970s and
today we arc paying the price with high
costS but not much value for the services
that consumers arc obtaining.

Look at the barrie in rerms of redirect-
ing welfare: a major, socieral decision in
which people were either arguing that it
was going to be heaven or hell. Of course,
it's neither, and it requires periodic adjust-
ments. Back then you gauged success by
how many people were being "taken care
of' on the welfare rolls. Today we rank
success by how many people come off the
rolls and get back to work. So as more and
more people are removed from the welfare
rolls, you would think that states would
spend less on welfare, right? Again, these
matters are dealt with on a case-by-case
basis and Congress' role is to study the
problem, find a solution that is accepted
by society and is economically sound.

If we could reform the long-term en-
titlement programs and make them more
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responsive ro the societal and economic
realities of the counrry, that would be as
good, in my opinion, as buying down the
debt. In fact ir's better, because it's a
twofer. You solve the debt problem, and
you also reform Social Security and Medi-
care. Then if you have some money left
over, I don't think there's any rationale
that says you can't give some back ro the
taxpayers. In [act, the debate really, if you
look at it narrowly today, is how much we
should give back.

Clinton has moved considerably from
where he was and ro the point that he and
Democrats in the Senate were talking
abou r a $4')0 billion tax cut over ten
years-that's only $40 billion a year. In
government, when you say "$40 billion,"
that's not a whole lot of money. But we
also have ro remember that the Iounda-
rion for thisabiliry to move money around,
the way we're ralking about, is tied to

what happened in the world in terms of
the percentage of rhe federal budget (hat
used to go to defense and doesn't any-
more. "1'0 that cxten t, you also have to give
rhe primary credit ro rhe American
economy. You also have ro give your due
ro Ronald Reagan, in terms of his profile
internationally, in terms of his bluffifyoll
will, to use the energy of the American
economy ro advance US interests. The
US economy won World War II for us.
We just simply out-produced Germany
and Japan, we Hooded them with mass-
that's how we won. The same holds true
for the Cold War and Reagan's domina-
tion of the international arena in econom-
ics. We out-produced the Soviet Union.

In essence, that's how we basically
won the Cold War. There was no way the
Soviets could keep up with us. I think that
Star Wars was the straw that broke the
camel's back. Sure, Russia could pur Sput-
nik in orbit in 1957 but there was no way
they could have their economy keep lip
with ours. And so we broke them eco-
nomically. Of course, the pressure on the
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governmenr by people demanding free-
dom was a major conrribmor. These
people receive the benefits of their labor,
their share of the economic pic.

During the Cold War, the US had
both guns and burrer. We overheated
occasionally, when that tormula was re-
quired to operare at top level, because
people always want their butter. When
we had to add guns, like Vietnam, ir
overheated rhe economy. Bur more so
than any other economy ever in history,
we could have both guns and buner-
you didn't have to make the choice. Once
you got rid of the gUllS, there were tax
dollars that could be spent ill other pro-
grams.

You take the current plan of program-
matic expenditures in the budger, and
add another $200 billion to it-which
would have been the defense buildup on
an ongoing basis-and you're not in
surplus in any way, including the Social
Security surplus.

You have been recognized '[oryour legis-
latiuc eJJortsto eliminate thefederal deficit,
and you have also received the Golden Bull-
dog Awardfor "fiscal restraint. " Yet, oppo-
nents of the proposed tax cutsjear that they
will ouerhcat the econorny, which is already
booming, and mil the proposal ''fi)'mlly
irresponsible. "How would you respond to
their criticism?

It's sheer politics. Tax-and-spend lib-
erals would rather spend it on more pro-
grams-even if the programs arc an incf-
ficienr usc of tax dollars. So they have to

call what we do here irresponsible if they
do nor get their way. However, all tax curs
are not the same.

1 was frustrated in 198(), when sup-
posedly we were going to eliminate the
consumer debr write-off, but then we
took home equity and allowed people to

write it ofT. All that happened was that ir
ate lip a lor of people's equity in their
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homes through consumer debt, where
they used to get consumer debt written
off. Now they write off their home loan
against the equity in their home, so they
have no equity.

If you provide a tax cut which is simply
giving folks on the margin more money to
spend, guess what they do? They will
spend ir. And that in part heats up the
economy. But if you do a tax cut which
is more of an infrastructure tax cut, where
you buy productivity, you provide a
shorter write-off for high-tech and you
change the depreciation schedule so
people will turn over their capital goods
faster. In essence, what you give is an
investment tax cut which produces longer-
term benefits to the economy, and it's less
inflationary.

Democrats were criticizing Republi-
cans for giving tax breaks to businesses.
Well, that's the investment parr of it to a
very great extent, and it's not the infla-
tionary parr. But Democrats wanted us to
do more, to eliminate-whatever this
means-"middle class tax costs," which
would have been almost purely inflation-
ary, because that's straight consumption.
Bur I think this package that we were
talking about is one of the more balanced
ones I've seen in a long time.

My fear, of course, is that if the $790
billion over ten years is not acceptable,
where are the reductions going to be
made? From a political point of view, it is
not going to be an across-the-board tax
cut, which is indeed inflationary. I twill be
in fact "business and industry" stuff,
especially the tax structure on interna-
tional competitiveness, where we're woe-
fully behind other countries in terms of
how they deal with international taxes
and all the rest. Those are the ones most
likely to be dropped by the wayside.

If the Democrats are attacking it for
being inflationary, and if in fact we wind
up settling for half or 55 percent of what
we were going for, there's just no question
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that the end product would be more
inflationary than the one we have now.
They won't be criticizing it for being
inflationary, because they will have
bought into it, when in fact the structure,
by being more consumption tax-oriented,
would be more inflationary. That's why
it's politics.

You mentioned that when a program is
implemented, it is veryhard to undo, costsgo
up and up. The same thing might be said
about tax cuts, that they might be hard to
undo legislatively. In that sense,theproposed
tax cuts have been seen as somewhat risky,
that we might return to a pattern of deficit
spending should the economy take a down-
turn. How would you respond to that?

This requires you to get into a concep-
tual framework, looking at the world a
particular way. First, whose money is it in
the first place? Ir belongs to the American
people who took a deduction on their
paychecks and investments.

If you have a surplus, you obviously
are taking in more money than you need.
If in fact we aren't talking about adding
significant new programs, then by defini-
tion, that's excess revenue. If you have
excess revenue, you ought not to just starr
new federal programs, although some
people will argue there is a need for it-
for example, like President Clinton did
during his last State of the Union address.
That's the political process, and if the
political process says, "No, we don'r rhink
we need those programs," you still have
the surplus. It just seems to me that the
surplus, if it is a programmatic surplus,
should be given back to those who paid
it in the first place; American workers,
small businesses and families.

Now, to argue that giving people
money back that you took too much of in
the first place is risky, rells me exacrlywhat
the mindset of the person was who asked
the question. That it isn't the taxpayers'
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to begin with, that it's "ours," whoever
"oms" is, and we should be able to spend
it. That's just a Fundamental difference
between Republicans and Democrats in
looking at the world in terms of the
money.

Pan of your question was are tax curs
risky, what was the other parr? Oh, that
it's hard (() do it, that somehow we're
going to go back to deficit spending. No.
Again, that's the other side of that same
mindser and it's rhar mindscr that gor the
Federal budger in the red in the first place.
That this program is so important to the
American people, we believe, that we're
going to put it into eflccr anyway, even
rhough we don't have enough money to

pay for ir and that the program might be
broken and need reforms.

Ifir's in surplus, you don't need it. You
took too much, give ir back. If you find
that you're nor living within your in-
come, or that there is clearly a program-
matic need, then you make a decision.
You either don't fund the program, or
you find the money to pay for it. Now that
to me is a far more honest way of dealing
with government programs rather than
simply saying "Okay, we're going to go
ahead and jusr do rhis anyway and, if we
don't have rhe money, we'll go into deficit
spending."

That's one of rhe warersheds rhar I
hope has occurred in rhe American politi-
cal psyche wirh rhe Republican majoriry
not jusr getting e1ecred once, not jusr
getting e1ecred twice, bur gerring elected
rhree rimes. Ar some point, somebody's
going to have to say-although our mar-
gin obviously is fairly slim-we've done
ir rhree times in a row. That's a record in
rhe twentieth century. You're going back
to the 1920s era of good feeling, posr-
World War I, to find rhree Republican
Congresses in a row.

The description thar you've given me
as a criticism is basically a Democrar
mindser, rhar governmen't knows better
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than the people do how to spend their
money-which is clearly what Clinton
says. And, two, that government knows
better than the people rhemselves. Where
the American people believe a new pro-
gram oughr ro be initiated, then you have
to ask for the money to do it and whether
it is the most efficient way to achieve
societal goals. You can always pass a pro-
gram into existence and nor fund it. Bur
authorizing and appropriating oughr to

go rogcrher, and if we can ger Democrats
to think about them going together, rhen
you'll never have a deficit problem. You
can't run a business forever on credit. The
same holds true for the governmell[: YOll

must pay for the programs.
It's when they de-couple these items

that you ger the deficit problem. Our
hope is thar rhey link the two. Well, we
took too much, we'll give ir back. Whoa,
YOll want a new program, we've got to

rake some. If you can keep those together,
then we will truly have licked the deficit
problem. The deficit problem is a rnindset
about the decisions that YOll ask the
American people ro make. The Demo-
crars have refused to deal on both sides of
the ledger. Hopefully, that has changed.
I fir has, then the deficit problem is gone.
It's not risky, ir's appropriate. Take too
much, give it back. Don't take enough,
ask for more. That's the way it should be
in terms of programming public policy
and paying f(_)[" it.

I think that a responsible way of
approaching any government expen-
diture is to firsr ask yourself, "Is this rhe
best usc of rax dollars? If so, why?"
Crunch rhe numbers, the socieral ben-
efirs and the projecred long-rerm im-
pacr of rhe program and you have a
berter idea of whar you are proposing.
Jusr because ir sounds nice ill a sound
bire does nor mean ir will benefit rhe
people you say ir will. Why creare false
expecrations up front? It's counrer-
IIHUltlve.
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Do you think that change in mindset,
from spending even though we don't have it,
is a result ofth« new pay-as-you-go rules? Or
is it just the Republican influence in Con-
gress? Where do you think the shift has taken
place?

It's vel)' complicated. We won't have
time to go into all of it in this interview,
but it's all of the above, and more. The
electorate is much more sophisticated
politically and economically than it used
to be, but the lines arc not as clearly drawn.
Education is a fairly important one. The
media plays a big role in helping shape ir.
It's the old business of how you ask the
question. I can ask a question about edu-
cation and get a 20 to 30 percent swing
on how people answer. I can ask a question
on Social Security and get a 20 percent
swing. It's how you ask the questions.

I don't rely a whole lot on folks who
write questionnaires-pollsters-and
then run them to get attitudinal posi-
tions. I think the old mindset, and this will
mean more to you, is how people buyout
of catalogues. I've always been amazed
that people would buy clothes out of
catalogues. My daughter used to do a lot
of it. And I used to say, "How do you
know they're going to fit?" And she'd say,
"Well if they don't, I'll JUSt send them
back." The idea is that you have to tl)'
them on. It's too much rrouble. "Oh, it's
not trouble. Just do this, do that ... "

Value for money. Suspicion. Belief to
a certain extent that governmenc is usu-
ally not the best to do certain, almost
anything. The continued belief that the
closer to home perhaps the better control
over the decision. Especially with young
people: "] usr let me make my own deci-
sions, don't let other people make my
decisions for me." The phenomena of the
Interncr: it is a bit like television, where the
impact is far greater than the actual use.
That it shapes the way people look at
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things, for good and bad. Really, for most
of the twentieth century, the shift was
from public to mass communication.

The significant thing about the
Internet, and the multiplication of chan-
nels and all of it, has been the amazing re-
emergence of the individual in the center
of public life, and their ability to shape
their lives far more significanrly in a mass
age of post-industrial telecommunications
than anyone would have imagined twenty
years ago.

Twenty years ago, ''I'm mad as hell,
and I can't take it anymore" was the motto
of rebellion against the mass manipula-
tion of things. You're sitting there watch-
ing lV and you're talking back at it, but
it'sonlycomingoneway. That's no longer
the case. I think you cannot have the rest
of society changing an individual vis-a-vis
enrerrainrnenr, retail sales and communi-
cations. Think about it, you've got grand-
mas writing to grandkids on email. It's an
entirely different world. Today, it's, "I
want to know and I want to learn more."
We've come a long way in a relatively shorr
time span and society is better because of
ir.

The Republicans made fundamental
changes in 1995 to the institution of the
House itself. Bringing the outside world
in, getting rid of the old parronage system,
gctting rid of the cronyism, going to
professionalism, allowing labor unions to
actually involve themselves in the govern-
mental relationships (for example, union-
ization on Capitol Hill was not allowed
during 40 years of Democratic control of
Congress-Republicans changed that),
putting online not just the bills but the
committee information. To the point
that we're going to do everything we can
to tl)' to create a real-time communication
link. For instance, a subcommittee can be
sitting looking at legislation and some-
body can be sitting at home and have the
bill as amended in front of them. Just
recently, the House obtained a clean fi-
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nancial audit. We now know where tax
dollars arc being spenr and how they arc
being spenr in running the I Iousc. The
first audit conducted when we won rhe
majority was impossible to do because, as
we learned then, the books were in total
disarray. It's Capitol Hill meets the infor-
mation age.

The information age is hindarncnrally
changing the individual's relationship to

governrnenL The electorate is not going
to tolerate what they used to tolerate
locally. Thar is going to have a signiflcaIH
impact on the way we do business. C;ov-
ernmcnt is going to have to be more
responsive. That'x why I kind of laugh at
this business of "We'll go ahead and do
deficit spending," and that's going to be
a crisis because, "we want ir and we're
going to do ir any"vay, and ir's nor going
to be tied to taxes." Ridiculous! People
aren't going ro pllt up with that.

Jusr like they're never going to be able
to go back (0 parronage, once we've elimi-
narcd ir. You're nor going to be able to go
back ro deficit spending if in facr you
create a world in which the amount you
have is how much you spend, and if you
spend less you give it back, and if you need
more you get more. So all ofrhar is going
to have a significant impact on the way
government operares. It already is.

The presidential contest, f{)r example,
is changing rapidly. There's still a lor of
the old mass communicarion, but there's
this undergrou nd river rhat you don' r
know abour unril you discover ir. This is
a flow ofinfcH"lllation, which shapes pub-
lic opinion because it shapes the opinion-
makers. I t used to be the old journalism,
rhe newspaper; ir was rhe key people in
rhe sociery rhar shaped the public's
rhoughts rhrough rhe old-fashioned ma-
jor opinion-shapers. Well, rhe r !Herner is
doing rhar a lot, excepr ir's a small 'd,'
democratic srructure. Ir's amazing how
much rhe collecrive shapes rhe opinion
makers and ir used ro be rhe e1ire. 'l'har has
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nor been fully recorded sociologically yer
in the system, because it's still emerging.
And of course it's the younger people to

a very great extent at the forefront of this
change-ir's a younger people's world.
Thar world will mature as they mature.

Federal Reserve Chili rmn n A Ian
Greenspan generally receives bipartisan sup-
port, and his opinion is uery highly regarded
in this town. He suggests that we should
allow the surpluses to run [ora while. Do you
think Congress is in foct departingftom his
advice?

No. He's a little bit like the Bible. You
don't get a srraight answer; a lor of it is
parable. So you have to figure out what
he's ralking about.

I--Ieappears before the Ways and Means
Commit rcc periodically. We ask him
pretry direct questions and he does rhe
same in the Sen are. When you pull all of
ir together, basically what he's been say-
ing is if you could run a surplus, just leave
the money there, that's useful. Ir you
could invest rhc money in infrastructure
rhar helps deal wirh the debt, that's use-
ful. If you're going (() do a tax cur, give ir
back in a way that it helps the intrastruc-
rurc. The last thing he would be for
would be giving it back for pure con-
sumption.

He has clearly laid our a hierarchy. l3ur
thell you ask him, "Do you believe Con-
gress can simply leave rhe money there?"
He says no. It won'r happen. So his besr
real-world scenario has been to invesr in
infrastrucrure. You do buy down the
debr by dealing wirh the obligarion on
Social Securiry and, to a lesser extenr,
Medicare. "l'har's rhe smartest rhing to do.
Rm borh parries have said rhey want ro
save-pick a number-60, 70, 80, 9(),
100 percent of the surplus for Social
Securiry. Social Securiry almosr always
also means Medicare, borh in rhe public
eye and in rhe way we wrote our budger
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reconciliation.
What Greenspan would not be in

favor of, after the tax cut for consump-
tion, would be new government spend-
ing that would increase chances for a
deficit. So going backward from his least
desirable-the Democrats' position-
although not espoused directly, is the one
he supports the least: new spending. Then
he supports, next least, the consumption
tax reduction, then infrastructure tax re-
duction and so on.

If in fact we Republicans have a pro-
gram to solve Social Security for all time-
Chairman Archer's proposal-and we
have a suggestion for Medicare reform
which the Medicare commission pro-
posed in a bipartisan way, and you're not
going to have a heavy new investment in
new starts programmatically then you do
have the surplus. Using the Greenspan
yardstick, we will have dismissed just
sitting on the surplus, because that's not
realistic. If you've met his test on the best
option, then you go to the tax cut.

He would be more supportive of the
way we are constructing the tax cur then
the way the Democrats would construct
the tax cur, because they would simply do
more of the consumption tax cuts, versus
the investment in infrastructure tax cuts
that we do. The idea of using Greenspan
in support of what you're doing means
you wind up quoting him selectively.

He makes confusing statements that
you can actually play games with. So I
enjoy when people go down to the floor
with a poster with a Greenspan quote,
because it's almost always lifted out of
context. If you gave him five minutes to

respond, he would soften it, you know,
"Yes, but. .. no, but. .. yes, but. .. " So,
whenever you get a revered figure like
that, they're used far more than they
would like to be used. That's why he's so
conscious of what he says and how he says
it, because it not only affects domestic
politics bur international marketplaces as
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well. The fact that he's used to justify
sorncbody's desired end isjust a statement
on how many revered people we have. I'd
like ro have a few more revered people, so
that we could have dueling quotes, in-
stead of one guy having his own quotes
being the dueling quotes.

Emergency spending is intended to ad-
dress unexpected problems and is a device
that allows Congress to spend beyond its
budget. Useo/this has been criticized oflate
for exceeding its original mandate. What
does that say about the budget process as a
whole, and what impact will emergency
spending measures have on our nation s
ability to maintain surplus or at least bal-
ance?

Righ r, the whole business ofi t is phony.
All that docs is continue the phoniness,
because if you figure out a way ro get
around it, you're going to get around it.
Who are the ones getting around it on the
emergency spending? The key authoriz-
ers, who need the money.

A good example being the census that
has been around 200 years. The current
problem is that the president refused to

acknowledge the constitutional mandate
to enumerate. We had to go to court over
it. The Supreme Court issued a statement
that I think surprised the administration
-that you can't sample for everything.
Because they were planning on doing
that for everything. So you had a hitch in
their plans. Who put the hitch there? The
United States Supreme Courr.

What did we do? We went ro court to
prove our point and the only way we
didn't spend more money was for us then
to concede after the Court awarded us the
constitutional point. If we'd conceded
back the sampling, we could have stayed
within the budget. Now, the administra-
tion could have conceded sampling and
gone with the Court edict. They didn't
do that either. So what we're doing is
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sampling and enumeration. That costs
more money. No onc anticipared rhar three
years ago, especially the administration,
because they didn't think the Courr was
going to rule against them. So although the
census has been going on for 200 years, this
barrie is a very real current one, over a
constiru tional interpretation. And that was
only given in january or February. So the
budget had already been determined, and
the Census Bureau needs more money
than it had originally anticipated because it
was only going to do the Clinton way, and
the Court said you can't do it just the
Clinton way. They could have conceded
and done enumeration, but they didn't.

Now, is that an "emergency?" It is a
current need imposed by outside fl)rCeS-
the Supreme Court-s-on the current bud-
getary process, which cannot be accounted
for under the current budget process. I
mean, that kind of meets the definition of
an emergency. Although it's dealing with
something that's been done all along, it
simply wasn't accounted fl)r. I think that
makes sense. Now, take a look at most of
these disaster bills, which you know ...
Here's a hurricane, well fine, let's do a little
bir ofdisasrer aidfor this. Bur you take a look
at what's added to it. The emergency aid is
the engine, bur then boxcar after boxcar of
other expenditures are added to it. It gets
pretty far our, pretty fast, as to whether
these "boxcars" arc emergencies or nor. It's
the engine that's pulling it.

That, I think, is the greatest misuse of
emergency funding: where YOll take a real
emergency and then wrap it with all this
other stuff that is desirable, but is truly not
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an emergency, and would have a difficult
rime funding itself in the regular budget
process because there you play priorities
and these are always such low priori ties they
never make ir. Now, when you look at the
total amount of money that's involved in
this, it truly is not that signif'canr. It's
getting bigger, and so you have ro watch ir.
Anyof this fiscalstuffover time isa quantity
dercrrninarion. There has to be some de-
cent system to get accommodation and
compromise. That's always been rheArneri-
can way.

To a certain extent, that's what rhis
emergency funding is doing. It's purring a
little greasc in the systcm so YOll can go
forward. Is it the best way to grease it? Of
course not. You've got ro go to the joint, and
pur it in right where the joint is supposed
to be greased. Now, can you slap it all
around it and pack it? Sure, bur that's a
waste. Almosr always when you try to deal
with these, you end up with a lot of waste,
which is an inefficient way of doing things.
Bur politics sometimes, ro sornconc's view
of what' s going on, is a big waste. Rur ifyou
compare the amount of money that gets all
these committee people on board - you
know, $5 million, $10 million, $50 mil-
lion, $100 million-and then they pass a
$400 billion package rhat otherwise
wouldn't have passed, if they didn't get
these hokey Iittle things that got (hem to say
yes, then you've got ro weigh the percent-
ages. I mean, that's just the way Congress
has always worked.

Interview conducted by Ann Strohm and
Matthew Taylor.

Bill Thomas, Republican o/Bakersfield, California, repm-ents over 585,()O() people in
Cali_fiJrnitt's Twenty-first Congressional District. He serves on the House Ways and Means
Committee and is chairman o/the Subcommittee on Health. In 1998, Thomas was appointed
administrative chairman o/the National Bipartisan Commission on the Futureo/Medicare. He
is also a member ojthe Ways and Means Subcommittee on Trade, where he worksfor California s-
trade interests. Thomas is the chairman o/the Committee on Howe Administration. Throughout
his career, Thomas has been recognized for his legislative efforts to eliminate thefederal deficit. The
congressman graduated 'from Santa A na Community College and obtained both his bachelors and
masters degrees.from San Francisco State University.
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Considerable research exists to demonstrate that the amount of education
that people receive is strongly related to the political attitudes and behaviors they
display. People with more years offormal education tend to be more politically active,
possess higher levels of social capital and demonstrate greater levels of tolerance.
Little empirical research exists, however, on whether different typesof education, such
as public or private schooling, have significantly different effects on these civic
outcomes. In this article we examine the effect of public and private education on
these civic values among a nationally representative sample of Latinos, as measured
in the Latino National Political Survey (LNPS). Given that the dissemination of
basic, desirable civic values is thought 'to be particularly important for immigrant
populations, focusing on Latinos, of whom a disproportionate number are immi-
grants, is particularly relevant. After controlling for a variety of factors, the findings
of our analyses are that private education contributes to higher levels of political
participation, social capital and tolerance than does public education.

INTRODUCTION

Considerable research exists to demon-
strate that the amount of education that
people receive is strongly related to the
political attitudes and behaviors they
display. People with more years offormal
education tend to be more politically
active, possess higher levels of social capi-
tal and demonstrate greater levels of
tolerance (Nie 1996; Verba 1995;
Putnam 1995). Little empirical research
exists, however, on whether different
types of education, such as public or
private schooling, have significantly dif-
ferent effects on these outcomes. To be
sure, the US system of public education
was developed with the belief that gov-

ernrnenr-opcrated public schools are es-
sential for the development of future
generations of citizens possessing certain
basic, desirable civic values. But the need
for government operation of schools has
been largely a matter of faith and has not
been subjected to much systematic, em-
pirical analysis.

In this article we examine the effect of
public and private education on civic
values among a nationally representative
sample of Latinos, as measured in the
Latino National Political Survey (LNPS).!
Given that the dissemination of basic,
desirable civic values is thought to be
particularly important for immigrant
populations, focusing on Latinos, of
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whom a disproportionate number are
immigrants, is particularly relevant. After
controlling for a variety of factors, the
findings of our analyses are that private
education contributes to higher levels of
political participation, social capital and
tolerance than docs public education.

How PUBLIC A,"'ID PRIVATE SCHOOLS

MIGHT AFFECT CIVIC VALUES

The development of a universal system of
government-operated public schools in
the latter part of the nineteenth century
was spurred by concerns about the civic
values of new generations of citizens. In
the face of waves of Catholic immigrants,
first from Ireland and later from Italy,
many worried that these new citizens
might not possess the civic values neces-
sary for the successful functioning of our
democratic system. As early as the 1830s,
Horace Mann addressed these concerns
by articulating the idea of the common
school, in which students of varying back-
grounds would be educated together in
government-operated schools that would
promote the basic civic virtues of political
involvement, public spiritedness and tol-
erance. The Congregationalist journal
New Englander praised Horace Mann's
idea of the common schools with words
that may bruise modern sensibilities but
accurately reflect the thinking during the
birth of the public school: "These schools
draw in the children of alien parentage
with others, and assimilate them to the
native born .... So they grow up with the
state, of the state and for the state" (G lenn
1988, 83). The public purpose of instill-
ing desired civic values was assumed to
require government operation of schools.

Political commentators in more recent
times continue to believe that govern-
ment-operated public schools are essential
for achieving the public purpose of pro-
moting certain civic values. Benjamin
Barber, for example, writes, "Public
Schools are not merely schools for the
public, but schools of publicness: institu-
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tions where we learn what it means to be
a public and start down the road to
common national and civic identity. As
forges of our citizenship, they are the
bedrock of our democracy" (1997, 1).
Barber does not repeat the statist rhetoric
of the New Englander, but his views do
represent the strong and enduring belief
in the importance of public schools for
developing future generations of citizens
with necessary civic values.

While little empirical evidence has
been produced to either verify or refute
the belief in the civic benefits of govern-
ment-operated public schools, a number
of theoretical arguments have been ad-
vanced on this question. Theorists have
suggested that public schools are essential
for the promotion of civic values because
of the experience, content and proce-
dures of these schools. One benefit of the
experience provided by a public school,
according to these observers, is that it
mixes students of different backgrounds.
This experience of integration leads to
mutual understanding and tolerance. As
Secretary of Education Richard Riley re-
cently argued, "The 'common
school'-the concept upon which our
public school system was built-teaches
children important lessons about both
the commonality and diversity of Ameri-
can culture. These lessons are conveyed
not only through what is taught in the
classroom, but by the very experience of
attending school with a diverse mix of
students" (1997, 1).

The content of public schooling is also
thought to be important in promoting
desired political values. Public schools are
thought to be more likely than private
schools to incorporate lessons about the
virtues of political participation, public
spiritedness and tolerance in their cur-
ricula. Horace Mann's words of almost
two centuries ago capture a sentiment still
common today: "(T)he tendency of the
private school system is to ...-each sect
according to its own creed-maintain
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separate schools, in which children are
taugh r, from their tenderest years to wield
the sword of polemics with fatal dexter-
ity .... Of such disastrous consequences,
there is but one remedy and preventative.
It is the elevation of the common schools"
(1837,33). According to Mann and later
supporters of this view, private schools
teach the values of particular, narrow
groups, while public schools teach the
values of our whole society, the values of
democracy.

The process by which public schools
are governed is also thought to be an
important advantage for promoting de-
sired political values. Because public
schools are governed democratically, they
teach by example the values necessary for
the successful operation of democratic
systems. This view is best articulated by
Amy Gutmann, who argues that the only
way to ensure "our collective interests in
the moral education of future citizens"
(1987, 69) is to determine what those
interests are through democratic processes.
Private schools are not required to make
decisions in a democratic fashion; the fear
is that autocratic processes of governance
may convey autocratic political values.

But there arc also some reasons to
expect that private schools should be at
least as proficient as public schools in
promoting desired political values. Some
argue that many private schools more
closely resemble the ideal of the common
school than do public schools. The public
school to which students are assigned is
primarily determined by where students
live. By attaching schooling to housing,
public schools tend to replicate and rein-
force racial and class segregation in housing
patterns. Private school student composi-
tion is primarily a function of voluntary
association for some common purpose.
That common purpose may transcend
racial and other differences, leading to
higher levels of imegration in private
schools. Greene (1998a; 1998b) and
Coleman (1982a) have advanced this
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sort of argument along with evidence to

supporr their claim, although Taebur
and James (1982) have provided some
evidence to the contrary. If the experience
of mixing with students of different back-
grounds tends to lead to mutual
understanding and tolerance, and if this
mixing is more likely to occur in private
schools, then private schools may be bet-
ter at promoting these desired values.

The content of values taught at pri-
vate and public schools has been the
subject of dispute, as well. Bryk (1993)
and Greeley (1982) have suggested that
Catholic schools, which constitute the
majority of all private schools, devote
considerable attention to teaching de-
sired civic values. They observe that central
to Catholic school pedagogy is a goal "to
foster an appreciation for their [students']
social connectedness and individual re-
sponsibility to advance social justice; and
to stimulate those critical dispositions of
mind and heart essen tial to the sustenance
of a convivial democratic society" (Bryk
1993, 10). At the same time a number of
commentators have critiqued public
schools for failing to teach adequately the
necessary civic values (Final Report of the
National Commission on Civic Renewal,
1998). Whether the content of the edu-
cation provided by private or public
schools effectively conveys desired politi-
cal values is an empirical question, the
answer to which cannot easily be as-
sumed.

It is also not clear that the processes by
which many private schools are governed
are demonstrably less democratic than
public schools; at least they may be no less
helpful at modeling democratic values by
example. Many public schools have for-
mal institutions of democratic control but
lack a true democratic process. As one
journalist noted after yet another low-
turnout school board election, "Urban
school boards are a false democracy, in
which candidates who gain 600 votes out
of 10,000 potential voters claim a man-
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date" (Casey 1998). The dizzying bu-
reaucratic complexity and red tape of
some public schools further undermine
the positive civic instruction they might
provide. Private schools, on the other
hand, may not have the formal mecha-
nisms of democratic control (although
some do), but they may actually do a
better job of eliciting parenral and com-
munity participation. Mark Schneider
and colleagues (1997) found that paren-
tal involvement in schools increases when
parents choose the school, as is more
common with private schools.

There are plausible theoretical argu-
ments to suggest that either public or
private schools should be associated with
promoting higher levels of political par-
ticipation, social capital and tolerance.
What has been absent from most of these
discussions is systematic evidence on
whether one type of schooling tends to
promote civic values better than another.
The analysis of data from the LNPS pre-
sented here is intended to shed more
empirical light on these issues.

EVIDENCE FROM THE LATINO NATIONAL

POLITICAL SURVEY

The LNPS conducted face-co-face inter-
views with a national representative sample
of Latinos in 1989. The survey was an
especially important project for several
reasons. First, it overcame obstacles, such
as lingual, social and economic barriers,
that had prevented other surveys from
collecting accurate information on Latino
political attitudes. The LNPS had the
advantage of going door-to-door with
trained, Spanish-speaking staff to record
subjects' responses. Second, the large and
focused sample of Latinos in the LNPS
allowed for more nuanced analyses of
differences among sub-groups within the
Latino community. Political attitudes and
behaviors are not monolithic among
Latinos. The LNPS was able to identify
differences by countries of origin and
social class that surveyswith asrnall sample
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of Latinos would have difficulty detect-
ing. And third, the LNPS collected a
wealth of data on a population that is
often overlooked bur growing in its politi-
cal importance. Understanding the factors
that influence the political attitudes and
behavior of Latinos gives us a picture of
this large and fast-growing, ethnic minor-
ity and immigrant group.

Thorough analyses of many of the
results from this survey have already been
published (De la Garza 1992; Garcia
1996; Arvizu 1996; Hero 1996; Wrinkle
1996; Diaz 1996; Hill 1996; DeSipio
1996; jones-Correa 1996; Montoya
1996). While information on the type of
school-public, private or foreign-that
respondents attended in each grade was
collected, the relationship between type
of education and civic outcomes in the
LNPS has not been analyzed until now.
The extent to which Latinos, like the
waves of Irish and Italian immigrants
before them, are socialized by different
kinds of schooling is an important ques-
tion that the LN PS can effectively address.

VARIABLES USED IN THE ANALYSES

In Table 1, the name, mean, standard
deviation, lowest value, highest value and
the number of observations for all of the
variables used in the analyses are pre-
sented. Below is a brief description of
what those variables measure.
The first dependent variable is political
participation. The LNPS asked subjects
whether they had engaged in various
political activities, including whether they
had signed a petition, worn a campaign
button, attended a political rally, volun-
teered for a political organization,
contributed money to a political organi-
zation, registered to vote, or voted in the
most recent presidential election. In total
there were seven activities to which sub-
jects could answer that they had or had
not engaged. To combine these activities
into a scale we simply calculated the sum,
with a range from zero co seven. In one
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analysis we focused solely on whether
subjects reported voting in the most re-
cent presidential election because this is
the most important and most common
form of political participation (Campbell
1960; Verba 1995).

The second dependent variable is so-
cial capital. The LNPS collected
information on this by asking whether
subjects were members of five different
types of voluntary organizations: chari-
table, Hispanic, social, sports and work
organizations. To construct a scale of
social capital for one analysis, we calcu-
lated the number of different types of
organizations to which people belonged,
with a range from zero to five. In a separate
analysis, we developed a variable that took
the value of one if the respondent was a
member of any civic organization and a
value of zero otherwise. Membership in
civic organizations, as a proxy for social
capital, is thought by some to be an
important factor in establishing the social
networks and trust that allow democratic
systems to operate efficiently (Putnam
1995).

The LNPS collected information on
the third dependent variable, tolerance,
by asking a series of questions that previ-
ous scholars have developed to measure
this concept (Stouffer 1955; Sullivan
1979). Subjects were asked to identify
their least liked group from a list that was
provided to them. They were then asked
the extent to which they would agree to
letting that least liked group hold public
office, teach in schools, or hold a rally in
their town. The answers on each item
ranged from strongly agree, with a nu-
merical value of five, to strongly disagree,
with a numerical value of one. A person
was considered more tolerant if he or she
was more agreeable to letting a least liked
group hold office, teach, or hold a rally.
For one analysis we combined the re-
sponses to these three items simply by
calculating the sum, producing a toler-
ance scale that ranged from three to IS,
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with higher numbers representing greater
levels of tolerance. In another analysis we
dichotomized the responses so that a one
was recorded if subjects ever agreed or
strongly agreed to let their least liked
group engage in any of the three activities,
and a zero otherwise. 2 As with the political
participation and social capital scales, the
results were not sensitive to the particular
formulation of the indices.

The independent variables collected
in the LNPS permit a relatively precise
estimate of the effects of private education
on civic values and behaviors. For each
grade between first and twelfth grade,
subjects were asked to report whether
they had been in a US public, private or
foreign school. From these questions we
were able to calculate the total number of
years that the subject had attended pri-
vare school and the total number of years
the subject attended school outside of the
United Srares.' The number of years in
US public schools was omitted as the
default category against which the effects
of private and foreign schooling are mea-
sured.

To increase our confidence that the
effect of private education isactually caused
by the experience of attending a private
school, we were able to con trol for a variety
of background characteristics that may be
associated with the likelihood of attend-
ing private school and with the dependent
variables being studied. For example, we
were able to control for the highest level
of education obtained by either of each
subject's parents. families with higher
levels of education may have a greater
likelihood of sending their children to

private school. Higher levels of paren tal
education may also be associated with
greater political participation, social
capital and tolerance. The parental
education variable has a range of zero to
17 years with a mean of 6.1 years,
where 12 and above represents com-
pleting high school and pursuing
higher education.
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We also have information on the na-
tional ancestry of the subjects.
Respondents whose families originated in
Cuba have different educational and
political experiences from those that origi-
nated in Puerto Rico, Mexico or elsewhere.
In our analysis, Cuban-Americans were
the default category against which those
of Puerto Rican and Mexican ancestry are
compared." We also controlled for the
subject's gender, age and the number of
years each had resided in the United
States. Gender is an important control
variable because educational opportuni-
ties and political behaviors are not
necessarily the same across the sexes. Age
is important because it captures genera-
tional effects as well as the amount of time
passed since leaving secondary school.
The number of years in the United States
is important, because it measures the
amount of time that subjects may have
been exposed to informal political social-
ization simply by residing in this country.

The last two control variables that we
used, the subject's income and highest
level of education, are slightly more prob-
lematic because they may partially be the
result of the type of education received.
Some previous research suggests that at-
tendance at private school tends to

produce higher levels of academic achieve-
ment, which in turn causes greater financial
success (Greene 1998c; Hoxby 1998;
Neal 1997; Chubb and Moe 1990;
Coleman 1982b). These findings, how-
ever, have been the subject of dispute
(Levin 1998; Cookson 1996; Smith and
Meier 1995). If the research findings that
private education contributes to greater
academic and financial success are correct,
then controlling for the subject's highest
level of education and current income
may partially control for the effect of
private education and depress results. All
of the other control variables more clearly
precede in time or are independent of the
type of school that subjects attended. The
difficulty with these latter two control
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variables is that they follow in time and
may partially be the product of private
school attendance.

Three options exist for handling this
problem. One option, and the one we
have chosen, is to control for highest level
of education and current income despite
the possibility that those measures are
partially the product of attendance at
private schools. If it is true that private
education tends to lead to students going
further in their education and to higher
salaries, then controlling for these factors
while trying to estimate the independent
effect of private schooling on civic behav-
iorwill cause us to underestimate a positive
effect or overestimate a negative effect. In
other words, the likely bias of the model
specification that inc! udes controls for the
highest level of education and current
income is against finding positive effects
of private education on political partici-
pation, social capital and tolerance.

The second option is to develop a two-
stage model: The first stage would predict
the highest level of education or current
income; the second stage would then use
those values to predict political participa-
tion, social capital and tolerance (Heckman
1978). A two-stage model can minimize
possible bias by isolating the variance in
the dependent variable that can be attrib-
uted to highest level of education or
current income independent of the vari-
ance that can be attributed to private
school experience. To do this correctly,
however, requires an exogenous instru-
ment, something that helps predict
highest level of education or current in-
come that is unrelated to political
participation, social capital and tolerance.
Unfortunately, we can think of nothing
that meets the criteria for an exogenous
instrument. Moreover, the literature has
not accepted any suggested instruments
as truly exogenous (Chubb and Moe
1990, 114). To use an instrument that is
not exogenous could introduce greater
bias than the potential bias we are trying
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to correct. We therefore chose not to
pursue this strategy for managing the
possible relationship between private
education and the subject's highest edu-
cation and current income.

The third option is to decide not to
control for highest level of education and
current income. The problem that this
strategy produces is that it would fail to
adjust fully for the background differ-
ences of those who go to public or private
school. Considerable research exists to
suggest that highest levels of education
and current income are strongly related to
political participation, social capital and
tolerance. In addition, we have good rea-
son to believe that one's current income
and highest level of education are strongly
related to one's family income and the
social values held during childhood.
Those factors, in rum, may be strongly
related to the likelihood that one attended
private school. Ideally, we would have
measures of family income and the value
the household placed on education for
subjects when they were children instead
of measures obtained after and perhaps
altered by their attendance at public or
private school. But the bias to our estimate
of the effect of private education pro-
duced by failing to control for the level of
education and current income is likely
greater than the bias of controlling for
measures that may be partially the prod-
uct of private schooling.

Many models of political participa-
tion, social capital and tolerance include
additional controls for items such as po-
litical ideology and party affiliation. We
chose not [() control for these and other
variables because they are likely to be
outcomes of one's schooling, just as toler-
ance, political participation and social
capital may be outcomes of one's school-
ing. In addition, these factors are not likely
to be strongly related to whether indi-
viduals attended public or private school
as children. Excluding some variables
that are commonly found in models of
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political behavior is therefore not a prob-
lem. Omitted variable bias is only a
problem when the omitted independent
variable is related to the dependent vari-
able and to the independent variable that
is the focus of the analyses. We did not
control for some items that may predict
participation, social capital and tolerance
but that are not strongly related (0 atten-
dance at private school because measures
of those items were not available or be-
cause we feared that those variables were
more the product of attendance at private
school than the cause of attendance at
private school. Nevertheless, we believe
that our models control for the most
important factors that are related to par-
ticipation, social capital and tolerance that
are also related to whether subjects at-
tended private school, giving us an
estimate of the independent effect of
private education in which we can be
reasonably confident.

We analyzed the data using both ordi-
nary least-squares (OL5) and logit models.
The OLS models have the advantage of
examining the full range in the depen-
dent variables and therefore providing
the most precise estimates. The logit
models dichotomize the dependent vari-
ables, which results in the loss of some
information. The logit models, however,
have the advantage of permitting the
generation of expected percentages of
subjects who vote, join civic organizations
or tolerate the activities of their least liked
group. These expected percentages are
easier to interpret than the effects on
participation, social capital and tolerance
scales produced by the OL5 models. In
the sections below we report the OL5
results followed by the logit results for
each dependent variable.

POLITICAL PARTICIPATION REsULTS

Private education had a positive effect on
political participation relative to public or
foreign education (Table 2). For each year
that respondents attended a private school



60

they reported a .05 increase in their politi-
cal participation on a scale from zero to
seven. Attending private schools for all 12
years of primary and secondary education
increased political participation by .60.
This increase is both statistically and sub-
stantively significant. Of the seven political
activities that subjects in the LNPS could
report, those who attended 12 years of
private education, on average and con-
trolling for all other factors, engaged in
more than one-half additional activity
over those who attended 12 years of
public education.

Because the most common and im-
portant type of political activity is voting,
we conducted a logit analysis looking at
the effect of private education on the
probability of voting in the most recent
presidential election (Table 2). For this
analysis we excluded all respondents who
could not vote because they were not
citizens." The results are similar to the
participation scale with all seven political
activities. Latinos who attended private
school are significantly more likely to have
reported voting in the most recent presi-
dcntial election. By setting the value of all
other variables to their means and using
the formula for a logit model, we were able
ro generate the expected probability of
having voted for those who attended 12
years of private school and those who
never attended private school. Based on
this model, we would expect 70.3 per-
cent of Latino US citizens who had
attended 12 years of private school to
have voted in the most recent presidential
election. The percentage with no private
education that we would expect to have
voted is 55.7 percent. Both of these vot-
ing rates seem high, which can probably
be explained by significant over-report-
ing of voting among Latinos (Shaw and
de la Garza 1998).6 But the difference in
voting rates is a striking 14.6 percent.
Private education seems to have a large
beneficial effect on voting and other types
of political participation.
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The effects of the other independent
variables in our OLS model of the seven
political activities are what we would
generally expect. Respondents who re-
ceived more of their education in foreign
schools were less likely to participate than
those who received their education in US
public schools. The magnitude of the
negative effect of foreign education was
about the same as the positive effect of
private education. The gender of the
respondent had no significant effect on
political participation. Latinos of Mexi-
can and, to a much greater extent, Puerto
Rican origins were significantly more likely
to participate than were the omitted com-
parison group of Latinos of Cuban origin.
Apparently the level of political activity
among Mexican-Americans and Puerto
Rican-Americans is high relative to Cu-
ban-Americans after adjusting for their
generally lower levels of wealth and edu-
cation.

Respondent's income and highest level
of education were strongly related to the
amount of political participation, but the
education of their parents did not have a
significant effect on participation. The
positive effect of income on participation
was comparable to that of private educa-
tion. Income was scaled from one,
representing annual incomes under
$5,000, to 15, representing incomes over
$75,000. The highest level of education
completed had a positive effect on partici-
pation that is more than twice as large as
income or private education.
Respondent's age and the number of
years in the US were also significantly and
positively related to political participa-
tion.

In the logit model, which excluded
non-US citizens, only private education,
current income, highest level of educa-
tion, and years in the US had significant
effects on the probability of voting in the
most recent presidential election. Several
variables that were significant in the OLS
model were not also significant in the logit
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model, such as years in foreign schools,
national origin and age. Those factors
appear to be more strongly related to
whether subjects are citizens than they are
directly related to whether subjects would
participate politically if they were citizens.
Regardless of whether we examine only
citizens or all Latinos, or whether we
examine a variety of political activities or
only voting, going to private school con-
tributes to higher levels of participation.

SOCIAL CAPITAL REsULTS

Private education had a similar positive
effect on participation in civic organiza-
tions. Subjects in the LNPS were asked
whether they were members of five differ-
ent types of nonpolitical groups:
charitable, Hispanic, social, sporrs and
work organizations. Membership in these
civic organizations is an important indica-
tor of social capital, which Putnam
describes as the "trust, norms, and net-
works that can improve the efficiency of
society by facilitating coordinated actions"
(1993, 167). Social capital, like other
types of capital, can eventually be "spent"
to achieve political goals. Latinos who join
these nonpolitical organizations may ulti-
mately be more easily mobilized to engage
in political activities such as voting, cam-
paigning and perhaps running for office.

Attending a private school has a mod-
erate, positive effect on joining civic groups
(Table 3). In an OLS analysis of the five-
point social capital scale, each year of
private education increases social capital
by .01. Going to private school for 12
years would increase social capital by .13.7

The magnitude of the effect of private
education on social capital is more clearly
shown by examining the results of the
logit model of whether respondents were
members of any civic organization (Table
3). Setting the value of all other indepen-
dent variables to their means, we can
calculate the likelihood that Latinos who
had 12 years of private education would
join at least one civic organization com-
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pared to those who had no private educa-
tion. Using the same logit formula that
was used to calculate the effect of private
education on voting, we would expect
that 29.8 percent of respondents who
had 12 years of private education would
be a member of a civic organization versus
22 percent for those who had no private
education. The type of school that re-
spondents attended-controlling for
their highest level of education, parent's
education, income, national origin, sex,
age and length of residency in the US-
could increase the odds of joining a civic
group by a third.

The effects of other independent vari-
ables are mostly what we would expect.
More years spent in a foreign school had
a negative effect on being a member of
civic groups, which is about twice as large
as the positive effect of attending a private
school. female respondents, as well as
those of Mexican and Puerto Rican de-
scent, were more likely to be in civic
organizations than men or those of Cu-
ban descent, respectively. Current income
and the highest level of education had
large positive effects on social capital, bur
parent's education was not a significant
factor. Older respondents were also sig-
nificantly more likely to join civic groups,
but those who resided longer in the US
were not.

While the positive effect of private
education on social capital was not as large
as income or the highest level of educa-
tion, the effect of private school remained
significant and substantively important
even after all of these other factors were
controlled. The type of school one at-
tends, public or private, continues to
affect political participation and social
capital even after holding constant the
amount of education one receives.

TOLERANCE RESULTS

Attending a private school was associated
with higher levels of political tolerance,
although the effect was modest (Table 4).
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for each year that subjects attended a
private school, they reported a .03 in-
crease in tolerance on a scale ranged from
three to 15, with a mean of 6.66 and a
standard variance of 1.84. Students who
attended 12 years of private school had
.39 higher scores on the tolerance scale
than students who attended 12 years of
public school. The positive effect of pri-
vate education on tolerance is statistically
significant at p < .05.

The number of years in which sub-
jects attended a foreign school had a
negative but statistically insignificant ef-
fect on tolerance. Since the comparison
group that was omitted from the analyses
is years spent in public education, this
means that there is no statistically signifi-
cant difference between the effect of going
to a US public school or a foreign school
on people's reported tolerance. Male re-
spondents were significantly more tolerant
than female respondents. but the differ-
ence was a moderate .17. Subjects of
Mexican or Puerto Rican heritage were
significantly more tolerant than the omit-
ted category of Cuban-American subjects.
Latinos of Mexican origin had tolerance
scores that were .43 higher and Latinos of
Puerto Rican origin had tolerance scores
that were .62 higher than Latinos of
Cuban origin.

Current annual income was positively
related to higher levels of tolerance, but
the size of that effect was also not very
large. Subjects in the highest income group
had tolerance scores that are .35 higher
than those that were in the lowest income
group. There is no significant relation-
ship between the respondent's highest
level of education and reported tolerance.
There is also no significant relationship
between reported tolerance and the high-
est level of education achieved by either of
each subject's parents. The age of the
respondent and the number of years that
person had been in the US also did not
have significant effects on reported toler-
ance.
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The OLS model of the tolerance scale
captures relatively little of the variance in
the dependent variable, with an adjusted
R-squared of only .02. Personal and ran-
dom factors may account for much of the
differences in how Latinos respond to
these tolerance items. Yet among the sys-
tematic factors that can help explain
tolerance in the LNPS, exposure to pri-
vate education is significantly and
positively related to tolerance. The size of
the effect of private education is about as
large as the effect of income and is larger
than the effect of any of the other inde-
pendent variables besides the
dichotomous variables for national ori-
gin.~ Interestingly, the extent to which
one attended private school had a larger
and more significant effect on tolerance
than the amount of education that one
received, as measured by highest level of
education. This suggests that whether
someone goes to public or private school
may be of greater importance to tolerance
than the independent effect of additional
years of education.

To convey the magnitude of the effect
of private education, we dichotomized
the dependent variable to separate those
respondents who would agree or strongly
agree to letting their least liked group do
any of the activities mentioned (hold a
rally, run for public office or teach in
school) from those respondents who
would not. Controlling for the same fac-
tors as the previous analysis, we developed
a logit model of this dichotomized mea-
sure ofroleranccf'I'ablc 4). hom thislogit
model we can generate the percentage of
those who receive 12 years of private
education who would ever tolerate their
least liked group compared to the same
percentage for those who never went to

private school. Using the same logit for-
mula aswas used for political participation
and social capital, the predicted percent-
ages for 12 years of private school and for
no private school arc computed, while all
of the other independent variables are set
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to their mean values. The results show
that, adjusting for all other factors, 49.7
percent of those who had 12 years of
private school would tolerate their least
liked group compared to 39.1 percent of
those who never went to private school.
This difference in predicted percentages
more easily captures the size of the benefit
of private education on tolerance than the
effect on a IS-point scale. The positive
effect of private education on tolerance is
both statistically and substantively sig-
nificant.

CONCLUSION

While the LNPS provides evidence that
private education is related to higher lev-
els of political participation, social capital
and tolerance, it does not provide evi-
dence that would allow us to identify
exactly why private schools better pro-
mote these civic outcomes. Earlier we
considered three possible explanations
for the better promotion of civic val ues by
private schools. We considered the sug-
gestion that private schools more closely
approximate the ideal of the common
school, teaching students important civic
values by better mixing students of differ-
ent backgrounds than public schools
based on segregated housing patterns.
We considered the possibility that private
schools have chosen to stress civic educa-
tion more than public schools. And we
considered the claim that private schools
teach desired civic values by better pro-
moting participation and involvement
among students' parents.

What else may account for the surpris-
ing findings from the LNPS that private
schools are more successful at doing what
public schools were created to do? It is
always possible that some important con-
trol variables have been omitted from our
model which would reveal that private
schools are not really better at conveying
civic values, but that does not seem to be
a likely explanation in this case. first, the
model in this study contains the most
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important factors that are likely to be
related to political participation, social
capital and tolerance, as well as attending
a private school, such as income, highest
level of education, and parents' educa-
tion. Any other controls that could be
added to the models are unlikely to have
effects on the results as large as the controls
that were included, reducing the chance
that they could dramatically alter the
estimated effect of private education. The
chances are even lower that the effect of
private education could be reversed from
positive and statistically significant to
negative and significant. Given the prior
belief that public schools are essential for
promoting desired civic values, even if the
finding were that there were no signifi-
cant differences between the effect of
public and private education, this would
be significantly different from what has
been previously assumed to be the truth.

Second, a common suspicion is that
families that select private school are less
civic-oriented and less tolerant. Even the
word we use for private, religious
schools-"parochial," which means nar-
row -suggests that our expectation is
that people drawn to private schools have
a narrow orientation that may be anti-
thetical to the broad public goals of
participation and tolerance. The fear that
there is a selection bias of more civic-
oriented families into private school that
we are failing to control fully for is at odds
with this presumption that families that
seek private education are not particularly
publicly minded.

Third, the dangers of omitted variable
bias are limited in the LNPS by the fact
that it focuses on one ethnic group. While
Latinos are far from homogenous in their
backgrounds and political outcomes, the
amount of variation within this sample on
most dimensions is less than the variation
would be in a mulriethnic sample. Look-
ing only at Latinos limits the amount of
variation in the characteristics of the
sample, which automatically controls for



64

many factors in that they arc close to being
constants. For example, the religious af-
filiation of the respondents in the LNPS
lacked much variation since the vast ma-
jority are Catholic.? Other background
characteristics that might produce omit-
ted variable bias if not controlled for in a
multiethnic sample are more likely to be
controlled automatically by the relative
lack of variation in the backgrounds of a
Latino-only sample.

While focusing on Latinos may
strengthen internal validity by limiting
the possibility of omitted variable bias, it
docs raise concerns about external valid-
ity. Latinos who attend private school
overwhelmingly attend Catholic schools.
I t is possible that the positive effects of
private education observed here are only
generalizable to Catholic private schools.
Perhaps secular or religious schools of
other denominations have very different
effects on political participation, social
capital and tolerance than do Catholic
schools. The only way to address this
concern definitively is to collect and ana-
lyze data on the effects of other types of
private education. But until that work
can be done, the results of the LNPS are
the most systematic and comprehensive
information we have on the influence of
different types of school on political out-
comes.

Even if the conclusions of this study
are limited only to the effects of Catholic
education among Latinos, the results are
still important. The large proportion of
immigrants in the Latino community
allows us to address whether the current
wave of immigrants, like the Italians, Irish
and others before them, needs to be edu-
cated in government-operated public
schools to acquire the civic values that
society may wish them to have. The
answer appears to be that government-
operated schools are not particularly
beneficial, let alone necessary, to achieve
this goal. The results from the LNPS
suggest that private schools, most of which
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arc Catholic, actually do a better job of
promoting participation and tolerance.
Additional srudies are necessary to verify
this conclusion. At the very least, the long-
held assumption that govern men t-opcrared
schools are an essential part of making
good citizens needs to be reconsidered.

Notes
'The Latino National Political Survey is

available from the Interuniversity Consor-
tium for Political and Social Research for
any reader who would like to replicate any
of the findings reponed in this study.

2There are other, more com plicated ways
of combining the responses from the three
tolerance items. We chose not to present
those formulations of a tolerance scale be-
cause they make no difference in the
substantive results in this case and because
they arc more difficult to interprer.

30f the sample, 18.5 percent attended
private school for at least one year. Analyses
conducted with a dichotomous variable for
private school attendance do not alter the
substantive findings of the paper. Since a
dichotomous measure throws away some
information, those results arc not presented
here.

4There were a very small number of
subjects whose families did not originate
from Cuba, Mexico or Puerto Rico. These
subjects are also in the default category in the
reported analyses, but their numbers are too
few to make a substantive difference in the
findings. Excluding those cases does not
change the results.

5We included non-citizens in the OLS
analysis of the seven political activities be-
cause most of those activities do not legally
require that participants be citizens. Ex-
cluding non-citizens from the OLI) analysis
docs not substantively alter the estimated
effect of private education.

"There is no reason to believe that the
over-reporting of voting occurs more fre-
quently among those who attended private
schools. If, however, the over-reporting is
not evenly distributed across public and



The Effect of Private Education

private school subjects, then this result
may be in question. Nevertheless, even if
the effect that is being measured here is
that those who attend private school feel
the greater desire to report that they
voted, the desire for the social approval
for having voted may itself be an impor-
tant civic virtue.

"The effect of 12 years of private
education appears to be more than 12
times the effect of one year due to round-
ing.

"This claim is also supported by re-
viewing the standardized coefficients.

"Because religious affiliation was close
to being a constant, we excluded it from
our analyses. We similarly did not try to
separate the effects of different kinds of
private schools, because the vast majority
attended Catholic schools.
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1J\BLE 1: DESCRIPTIVE STATISTICS FOR DEPENDENT
AND INDEPENDENT VARIABLES

Participation scale
1.46 1.55 0 7 3403

(sum of7 political activities)

\bted in 1988 gereral election, fur citizens only
.69 .46 0 1376

(voted, yes or 00)

Social capital scale
.41 .70 0 5 3415

(sum of 5 civic organzators joired)

Social capital
.25 .43 0 3415

(joired any civic organzaton, }e8 or 00)

Tolerance scale
6.66 1.84 3 12 3352(degree of politcal tolerance, scale from 3 to 15)

Tolerance .41 .49 0 3415
(tolerant ofleast liked group, yes or 00)

Years in private school 1.09 2.76 0 12 2725

Years in fureign school 3.89 4.38 0 12 2723
(edocation outside tbe US)

Male .42 .49 0 3415

Mexican - Arrercan .55 .50 0 2816

Puerto Rican - Arrercan .21 .41 0 2816

Ircorre
(1988 bousebokl ircorre, 1<$5,000; 6.77 4.03 15 3169
15>$75,000)

Edicaton
9.95 4.07 0 17 3414(highest 00. of Je3fS corrpeted)

Parent's Educaton
6.10 4.43 0 17 2256(highest 00. ofyears corrpeted by either parent)

~ 42.05 17.12 17 89 3415

Years in US 25.87 16.32 0 88 2805



The Effect of Private Education 69

TABLE 2: OLS AND LOGIT RESULTS DERIVED FROM MODELS
OF THE EFFECT OF PRIVATE EDUCATION ON POLITICAL

PARTICIPAT ION

Variables OLS Results Logit Results
(of7-point scale) (ofwhethcr voted)

EtTect
p-valuc

Effect
p-value

(st. error) (st. error)

Constant
-1.539

.000
-3.83

.000
(.188) (.461 )

Years in private school
.049

.000
.053

.023
(.011 ) (.023)

Years in foreign school
-.047

.000
-.008

.770
(.010) (.026)

- ..

Male -.062
.300

-.091
.482

(.008) (.129)

Mexican - American
.210

.017
-.332

.117
(.088) (.212)

Puerto Rican - American
.768

.000
-.023

.915
(.099) (.213)

Incomc
.044

.000
.044

.015
(.008) (.018)

Education
.129

.000
.150

.000
(.011 ) (.025)

Parent's Education
.008

.352
-.013

.450
(.008) (.017)

Age
.011

.001
.058

.000
(.003) (.010)

Years in US
.030

.000
.006

.575
(.004) (.010)

N 1987 1328

Adj. R~ .348

Expected voting participation
percentage with 12 years 70.3%
private school

Expected voting participation
percentage with 0 years private 55.7%
school
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TABLE 3: OLS AND LOGIT RESULTS DERIVED FROM MODELS OF
THE EFFECT OF PRIVATE EDUCATION ON SOCIAL CAPITAL

I OLS Results Logit Results
Variables (ofwhethcr rrerrber of any

I
(of5-point scale) group)

I Ellect p-value Effect

I (st. error) (st. error) p-value

I COlE"" -.648 .000 -4.06
.000

(.093) (.370)

I Years in private scbool .011 .040 .034 .066(.005) (.018)

Years in loreign sCOOoI -.017 .000 -.060 .002
:

(.005) (.020)
;

Male
-.086

.004
.083 .465(.030) (.113)

! Mexican - Arrerican .123 .005 .234 .159
I

(.044) (.166)

I P R' A' .108 .027 .184 .329I uerto can - rrercan (.049) (.189)
i

I .034 .063
IIOCOnl:! (.004) .000 (.015) .000

! .041 .122
i Educaton (.005) .000 (.021) .000

I Parent's Educaton .002 .557 .020 .182
I

(.004) (.015)

i Age
.008

.000
.024

.000(.002) (.007)
I

Years in US .000 .804 .002 .772(.002) (.007)
:

iN 1991 2002
I

Adj. R~ .144

; Expected percent in civic
organization with 12 years private 29.8%
school

Expected percent in civic
organizaton with 0 years private 22.0010
5cOOoI
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TABLE 4: OLS AJ"IDLOGIT RESULTS DERIVED FROM MODELS OF
THE EFFECT OF PRIVATE EDUCATION ON TOLERANCE

Variables OLS Results Logit Results
!

(of IS-point scale) (of whether ever tolerant)

I
EffCct

p-value
Effect

p-value
(st error) (st error)

I 6.031 -1.00: Constant .000 .001
l (.261) (.303)

I Years in private scbool
.033

.032
.036

.039(.015) (.017)

I Years in foreign school
-.021

.128
-.012

.462(.014) (.016)

!

[ Male .166
.046

.181
.058(.083) (.096)

Mexican - Arrercan .426
.001

.566
.000(.123) (.145)

Puerto Rican - Arrcrcan .615
.000

.635
.000(.137) (.160)

I .023 .016
llocorre (.011)

.041
(.013)

.208

I Education .016
.278

.011
.516

i (.015) (.017)

I P I Ed . -.006
.569

-.008
.542i arent s ucaton

(.011) (.013)
!

Age .001
.842

.003
.580

(.005) (.006)

I Years in US -.005
.301

-.009
.141(.005) (.006)

:N 1977 2002

! Adj. R2 .018

Expected percent in civic
organization with 12 years private 49.7%
school

Expected percent in civic
I organization with 0 years private 39.1%
school
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A Dubious Future:

The Challenge of Welfare Reform in

New York City
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Jews for Racial and Economic Justice

This paper reports on an innovative, community-based research effort
investigating the current and future impacts of welfare reform on New York City
welfare recipients. The survey of 482 New York Ciry welfare recipients conducted
in 1998 examined barriers to employment, job search behavior, and the experiences
of participants in New York City's controversial Work Experience Program (WEP),
which requires recipients to work for ciry agencies in exchange for their benefits. The
data confirm my three hypotheses. 1) Participants do not experience WEP as an
effective welfare-to-work program. A majoriry of WEP participants surveyed
indicate that WEP is not preparing them for employment or improving their job
skills. 2) Current New York City welfare recipients will have to overcome multiple
personal obstacles to employment. Fifty-seven percent of the welfare recipients
surveyed must overcome three or more major obstacles to employment. 3) Most
welfare recipients are indeed searching for work, but are doing sowithout government
assistance. Of the 75 percent of welfare recipients searching for employment, only
half received job search assistance from their caseworker, the unemployment office
or ajob placement program. A logistic regression indicates that being inWEP reduces
the probability of job search assistance by 40 percent. From this data, I conclude
that New York City must re-evaluate its welfare policies as it attempts to move those
who remain on the welfare caseload off welfare and into employment.

INTRO OUCTION

The federal welfare reform bill enacted by
Congress in 1996 dramatically changed
the requirements of welfare recipients.
They are now expected to work and move
off welfare within a five-year time limit,
whereas previously they were legally en-
tided to benefits as long as they had
children and complied with program re-
quirements. New York City's large
mandatory unpaid "workfare" program,

the Work Experience Program (WEP),
has placed it on the controversial edge of
welfare reform. WEP has required over
200,000 welfare recipients to work at city
agencies in exchange for their benefits,
which means they are remunerated at
much lower levels than regular city work-
ers. Critics have accused the program of
failing to provide participants with dig-
nity of work or proper safety equipment.
This report presents resuirs of a unique

AUTHOR'S NOTE: 1would like to thank the French American Charitable Trust, the New York
Foundation and the North Star Fund for grants to Community Voices Heard in support oftbis
study. The errors in this study are my sole responsibility.
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survey of current New York City welfare
recipients and is one of the few data
sources on participants in the WEP pro-
gram. The purpose of this research is to
understand the employment prospects of
New York City welfare recipients by as-
sessing the impact of the WEP program,
job search behavior and the personal char-
acteristics and past work experience of
welfare recipients.

The results reveal that many individu-
als on welfare lack the necessary skills to
succeed in the labor market and that the
city's welfare-to-work programs are not
adequately preparing them for jobs.

A majority ofWEP participants state
that the program is not increasing their
employability. My data indicate that 57
percent of current welfare recipients must
overcome three or more obstacles to em-
ployment, such as the lack of education,
lack of experience and having larger than
average families. Individuals were also
asked if and how they were looking for
work. In fact, 70 percent of the welfare
recipients surveyed were actively seeking
work. However, only half were receiving
any help finding work from the govern-
ment.

A primary goal of welfare reform is to
move welfare recipients into unsubsidized
employment. To find work, a welfare
recipient must either engage in an inde-
pendent job search, have characteristics
desirable to employers and/or enroll in a
government-sponsored training program
that leads to a job. Ideally, WEP and other
similar welfare-to-work programs should
increase the experience and skills of wel-
fare recipients and improve their
motivation levels. However, workfare may
negatively effect welfare recipients' moti-
vation to find employment by degrading
the value of work. Workfare may also
inhibit effective job searching by not
allowing workers the time to look for jobs
and by not providing job search assis-
tance. On the other hand, it could
encourage job searching by motivating
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workers to look for jobs so they do not
need to remain in WEP.

LITERATURE REYlEW AND POLICY

RELEVANCE

The transition of welfare recipients into
the labor market has been the subject of
extensive policy research for over 30 years.
The basic finding of much of that re-
search revolved around the "leaky bucket"
concept-that welfare reduced work in-
centives and promoted dependency. For
every dollar spent on welfare, a substantial
portion was lost from lower labor market
earnings among the target population
(Moffit 1992). The Personal Responsi-
bility and Work Opportunity
Reconciliation Act of 1996 has drastically
changed the structure and work incen-
tives of the federal-state welfare system.
There is now a federal five-year lifetime
limit on receiving benefits; states can im-
pose a time limit as short as 24 months.
Most importantly, recipients are no longer
entitled to cash assistance; states can now
"divert" them from filing for benefits by
requiring them to seek employment be-
fore applying for benefits.

The Labor Market for Welfare
Recipients

Welfare reform will push recipients
not part of the labor force deeply into the
labor market, increasing the labor supply
in local economies. Unless labor demand
grows as quickly as labor supply, there will
be a "jobs gap." The extent of the "jobs
gap" depends on the pace of welfare
reform and the job growth in the national
and local economies. Two analyses of the
national labor market predict that the
national economy should be able to ab-
sorb those pushed into the labor market
by welfare reform (McM urrer et al. 1996;
Blank 1995). McMurrer estimates that
welfare reform will result in a net in-
crease of approximately 139,000
workers per year nationwide while the
economy generally produces a million
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jobs per year (McMurrer er al. 1996).
Blank (1995) concludes rhar the narional
economy would be able to absorb an
increase'in labor supply caused by welfare
reform, as long as the reform were spread
over a number of years.

Other analyses of the low-skill labor
marker dispute these claims that job
growrh will cover rhewelfare labor marker
expansion, especially in certain geo-
graphic areas and in the low-skill labor
marker (0 which most welfare recipients
are constrained. A study conducted by
Regional Financial Associates reported
that, nationwide, there were twice as
many new low-skill job seekers as new
low-skill jobs being created (Weisbrot
1997). Similarly, using the skill defini-
tions provided by the Dictionary of
Occupational Titles, Kleppner and
Theodore (1997) estimated that there
were between two and four low-skill job
seekers (due to unemployment and wel-
fare reform) for every low-skill job created
in the Midwest (Kleppner and Theodore
1997). In a study of major metropolitan
areas, the US Conference of Mayors
(1998) reported wide variability in the
ratio of estimated growth in low-skill job
seekers and estimated low-skill job
growth. The ratio ranged from 0.2 (five
low-skill jobs for every job seeker) in
Wichita, Kansas to a high of23.6 (23 job
seekers for every available job) in Detroit.
New York City had the largcst absolute
"jobs gap" of any city in the survey, a
shonage of nearly 200,000 jobs (US
Conference of Mayors 1998).

In a survey of urban employers,
Holzer (1996) found that even among
those jobs that do not require a college
degree, skill requirements are sub-
stantial. More than 50 percent of new
jobs require workers to deal with
customers, read or write paragraphs,
do arithmetic calculations and use
computers (Holzer 1996). Holzer esti-
mated rhat very few jobs would be
available to average welfare recipients
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living in inner cities, many of whom
lack these skills.

Skills of Welfare Recipients and Other
Personal Obstacles to Employment

The personal characteristics of welfare
recipients present obstacles to success in
the labor market. For the most part, re-
search on women on welfare, the bulk of
welfare recipients in the nation, indicates
that they have lirtle education, skills or
experience. Hurtless (1997) reponed that
more rhan half of welfare recipients in
1992 had not completed high school.
Correspondingly, only five percent had
completed a college degree, compared to

23 perccnt of all women aged 25 to 34.
In addition to lacking education, many
welfare recipients possess low levels of
occupational skills. Maynard (1995)
found that only two-thirds of welfare
recip icnts have the basic skills necessary (0

be a manual operator, the lowest skilled
occupation in which women in the study
were employed. Even fewer (40 percent)
have skills necessary for higher-skill occu-
pations such as sales (Maynard 1995).
Close (0 three-quarters of women on wel-
fare report having a job some time in their
life, bur while Illany welfare recipients
have worked, they have little consistent
experience to bring to the labor market
(Maynard 1995).

Welfare recipients have obstacles to

employment other than low levels of
education and experience, including lack
of child care and disabilities. In 1995,
approximately half of welfare recipients
had children under the age of 13 months
(Pavctri 1995). Several studies have found
that welfare reci pienrs have a higher prob-
ability of disability than the rest of the
population. A recent study found that
between 16 to 19 percent of the welfare
caseload have a work-limiting disability
and 20 percent have a functional Iimira-
tion (Lopes and Acs 1996). The disabilities
may not be severe enough to qualify these
welfare recipients for disability benefits
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bur may severely limit their ability to
work.

Even if welfare recipients find work,
data indicate they will have difficulty
sustaining a living income. Danziger and
Lehman (1997) attempted to make earn-
ings predictions for welfare recipients,
given their skills and experience in the
labor market. Using data from working
single mothers from 77 metropolitan ar-
eas from the 1990 Public Use
Microsample, they found that, given the
average characteristics of the welfare popu-
lation, the average welfare recipient living
in a city would earn less than $13,000 per
year (Danziger and Lehman 1997).

Workfare
Unlike other jurisdictions, New York

City has made unpaid work experience a
major feature of its welfare-to-work srrat-
egy. Over 200,000 individuals-more
than a quarter of the city's caseload of
women with children on Temporary
Assistance to Needy Families (TANF)
and childless adults in the state's general
assistance program-have gone through
WEP since 1993. The city has yet to
conduct an independent evaluation of its
workfare program, thus limiting the avail-
able data. According to New York State
data, in fiscal year 1996, 58,492 welfare
recipients were sanctioned I by WEP (40
percent of participants), compared to five
percent that the city verified left welfare
for jobs (Krueger, Acclcs and Wernick
1997). Pham, O'Connell and Dunlea
(1997) reported that 41 percent ofWEP
workers indicated they had a negative
overall experience in WEP compared to
25 percent who had a positive experience.
According to New York City Human
Resources Administration testimony at
the New York City Council, only 250 of
the 75,000 individuals who were in WEP
in 1995 moved into paid employment
with the agencies to which they had been
assigned under workfare (Krueger, Accles
and Wernick 1997).
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Job Search
Clearly, conducting an effective job

search is necessary to finding work.
Holzer's survey revealed the most com-
mon roures for finding available moderate
and low-skill jobs in four major urban
cities. One-quarter of jobs are filled by
individuals who came through a newspa-
per ad. Another 25 percent came from
referrals from current employees. Only
abour 15 percent were referred by a job
placement program or a private employ-
ment agency. These results suggest that
moderate- and low-skill jobs are filled the
same way as other jobs.

Outside New York City, job search
assistance has been the most common
feature of welfare-to-work programs. Such
strategies, known generally as "Work First"
in welfare reform literature, seek to rapidly
attach individuals on welfare to the labor
market by encouraging them to actively
search for work and to accept available
jobs. In the 1980s, the Manpower Dem-
onstration Research Corporation
experimented with such "quick employ-
ment" strategies and found that they were
able to increase earnings among welfare
recipients in [he first two years following
the intervention by as much as 50 percent
(Srrawn 1998). However, such programs
do not appear to have large long-term
impacts on employment or earnings when
experimental groups are followed for five
years (Friedlander and Burtless 1995).

Research Gaps and the New York City
Context

In New York City, thewelfarecascload
has shrunk from 837,000 to 670,000
from 1995 to 1998 (Independent Bud-
get Office 1998), bur little is known
about the demographics and employ-
ment status of these former welfare
recipients. New York State unemploy-
ment statistics reveal that only 30 percent
offormerwelfare recipients reported wage
and salary earnings in 1998 (Sherman er
al. 1998). Recently, New York City's
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Human Resource Administration (the
agency that administers welfare in New
York City) released its first evaInation of
welfare recipients (Bush et al. 1998).
While more than half of the former recipi-
ents reached by phone appeared to be
working, the survey population was a
very advantaged group; over 70 percent
had high school degrees, compared to
about 40 percent of the general welfare
population. Moving the remainder of
New York City's welfare population into
work will be a much more difficult chal-
lenge. Policymakers and the public need
to understand the barriers to employ-
ment, low skills, and limited work
experience of the current N ew York City
welfare population. There is also a short-
age of research on welfare recipients'
evaluations of welfare-to-work programs
like "workfare." McFate (1997) asked
welfare recipients across the country to
evaluate community work experience bur
most of the respondents were not actually
in such programs.

The lack of available data on partici-
pants in the workfare program creates a
need for "grassroots" research. The city
has yet to contract for an independenr
evaluation of the WEP and has refused to
make data on participants available to
academic researchers or the public. This
study represents one of the few efforts to
interview welfare recipients in workfare
programs, and reveals for whom WEP
functions well and for whom it functions
poorly.

DATA DESCRIPTION

To further understand the employment
prospects of New York City welfare re-
cipients and the impact of welfare- to-work
programs in New York City, this study
examined data from an original survey
conducted during the summer of 1998
(july 6 -August 24).2 The survey was
administered by Community Voices
Heard (CVH), a local community-based
nonprofit organization whose mission is
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to involve low-income community mem-
bers in the policy process. CVH conducted
482 valid interviews of welfare recipients
at workfare worksites in city agencies and
at welfare centers and social service agen-
cies that serve welfare recipients. The
survey included questions about demo-
graphics and welfare history, experiences
in WEP, work history, self-perceived bar-
riers to employment, job search strategies
and political participation.

This methodology produced an "acci-
dental" sample-only welfare recipients
encountered at the sites listed above who
were willing to participate were inter-
viewed. Compared to the city's overall
welfare population, the sample is biased
in two ways: first, most (50 percent) of the
welfare participants lived in the Northern
Manhattan catchment area ofCVH, and
second, WEP workers were oversampled
compared to the overall welfare popula-
tion. A strength of the methodology is
that the interviewers were able to survey
a large number of welfare recipients, re-
gardless of whether or not they had a
telephone or spoke English. While the
sample is not representative or random,
analysis of the data provides important
and unique conclusions about the New
York City welfare population.

Thedatacomefromsdf-reportS, which
have both advantages and disadvantages.
Self-reports allow for the exploration of
the opinions of welfare recipients directly
affected by public policy, which have not
been explored in most welfare-co-work
research. On the down-side, respondents
may adjust their answers to what they
think researchers want to hear. For ex-
ample, a welfare recipient may say she is
looking for work because she knows that
she "should" be looking.

Table 1 displays basic demographics
from the data. As mentioned above, over
70 percent of the sample were participat-
ing in the WEP program at the time of the
survey. A majority of the respondents
were Larina/Latino, which is similar to the
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Table 1: Basic Demgraphics of Survey
Sample NYC Welfare Recipients

(N=482)

Latino (a) .53

Black .36

White .02

Asian .01

Other .04

Women with Children .75

Currently on WEP .76

Working in an unsubsidized job .06

Age 33

Children 2.39

Source: CVH Jobs SUIVey,1998

ci ty' s own data that indicate that
Latinas/Latinos now represent 54 per-
cent of the total welfare population
(Bush et al. 1998). About three-
quarters of those in the survey were
women with children. The other quar-
ter were childless adults who receive
safety net assistance from the state's
general assistance program.

Hypotheses and Methodology
As stated above, this paper

investigates three important main
hypotheses:

1)Welfare recipients report that New
York City's Work Experience Program is
adequately preparing them to move into
jobs.

2) Current New York City welfare
recipients will have to overcome mul-
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tiple personal obstacles to employment
as they try to find work.

3) Most welfare recipients are indeed'
searching for work, but are doing so with-
out government assistance.

Much of the data analysis used to
investigate these was exploratory, and
involved the creative analysis and presen-
tation of descriptive statistics. In the case
of the first and third hypotheses, the
paper presents cross tabulations of rel-
evant categorical variables, and tests the
statistical relationship between the vari-
ables using X2 tests to measure the general
relationship and percentage reduction in
error measures such as phi <l> and tau 't
(Knoke and Bohrnstedt 1994). This paper
also includes results from several logistic
regressions that attempt to analyze the
impact of key variables on the categorical
measures reported on in the cross-tabula-
tions. Our small sample size for these
regressions (approximately 350, since they
look at subsamples of the data) limits the
effectiveness of the logistic regression tech-
nique.?

FINDINGS

Participants Give Work Experience a
Negative Grade
As mentioned above, New York City's
Work Experience Program requires wel-
fare recipients to work for the city or a
nonprofit organization in exchange for
their regular monthly public assistance
benefits. Since it is the city's largest wel-
fare-to-work program, WEP will greatly
impact the future employment prospects
of city welfare recipients. While it appears
that WEP moves people off the welfare
rolls and provides the city with a labor
force that costs less than other workers,
there is only limited evidence that the
program meets other fundamental wel-
fare reform goals (Krueger, Accles and
Wernick 1997; Pham, O'Connell and
Dunlea 1997; New York State Office of
Temporary and Disability Assistance
1998). It is unclear whether WEP helps
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people on welfare obtain unsubsidized
employment or increases the employabil-
ity of welfare recipients through skills
development. When WEP survey par-
ticipants were asked about the program's
ability to help them become self-suffi-
cient, most-particularly those with prior
work history-expressed that WEP was a
"dead end" program where they were
treated as second-class workers and re-
ceived little assistance finding permanent
city or private sector employment.

Table 2 displays the results from five
key true/false questions posed to WEP
participants asking them to evaluate the
program. Most importantly, only 37 per-
cent of the WEP workers responded that
WEP would help them get a job. On this
bottom line measure of welfare reform,
WEP participants give the program a
failing grade.

Most WEP workers (56.6 percent)
reported that WEP had not developed
their skills and experience. This result has
particular policy relevance since city wel-
fare officials have stressed the skills
development aspects of WEP. In their

79

words, WEP "trains people in reliability,
to show up on time every day, how to
work under a supervisor, and how to learn
on the job.:" While WEP workers are
indeed working and completing tasks
every day-by definition, getting "work
experience" -most WEP workers state
that the program has not made them more
employable.

One root problem appears to be the
status ofWEP workers in the agencies in
which they work. Without an identity as
an employee of the agency, WEP workers
may be treated like a casual labor force that
does not merit training, a job description
or close supervision. Oneparticipant,A.Q,
Manhattan, explained the problems of
being a second class worker:

I was working at one site (a Hu-
man Resources Administration
office) and I asked the big boss if
I could learn how to operate the
computers, so I could enhance
my skills, so that I can leave [WEP]
with skills and take on a job. I was
told because I was on PA [public

I think WEP will help Ire
.37 0.41 0.31get ajob.

WEP has improved my
.44 0.46 0.38job experience and skills.

If I do well in WEP, I can
.42 0.44 0.36get a perrranent city job.

I do the sarre work as
.88 * *regular city employees.

Education or training
would help Ire rmre than .89 * *
WEP.

* Not of interest
Source: CVH Jobs Survey, 1998



80

assisatance], I wasn't allowed to
use the computers .... They asked
me when I first went to the job:
'Are you the new WEP worker?'
and I felt embarrassed. They
never talked to me, they never
said good morning to me. I didn't
feel I was welcome there.

A.Q. reports waiting ro develop market-
able skills, in her case the use of a computer.
She felt denied the opportunity and, more-
over, was never made to feelpart of the work
environment. Such experiences may ex-
plain why most WEP workers do not feel
that they are gaining skills and experience
from their time in WEP.

Empirical Explanations of the
Negative Grade Given WEP

One might expect long-term WEP
participants to rate the program more
positively than newer participants, due to
their increased exposure to the workplace
and acquisition of skills. The resulrs of this
research, however, indicate the opposite.
Long-term WEP workers are less optimis-
tic about their prospects than new recruits,
as displayed in Table 2. First, we can see
that expectations of obtaining perma-
nent city jobs diminish as WEP
participants stay longer in the program.
Forty-four percent of those in the pro-
gram for less than six months think they
can get a permanent city job, compared to
36 percent of those in the program for more
than six months. This difference is statisti-
cally significant using a chi-squared test.
On two other important
questions-whether WEP leads to perma-
nent employment and whether WEP
increases employability-long-term WEP
workers are also more likely to judge the
program negatively. Selection bias may be
influencing the result that more "experi-
enced" WEP workers feel they have gotten
fewer skills than less experienced workers.
These data represent a cross-section of
welfare recipients surveyed at one time,
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not a longitudinal study of a cohort over
time. Data comparing long- and short-
term WEP participants indicate that
selection bias may indeed be a problem
because there are systematic differences
between the two groups.

Multivariate analyses may help us
understand iflonger stays in WEP lead to
poorer eval uations of the program's effec-
tiveness, holding group differences equal.
Tables 3 and 4 display results from two
logistic regressions that measure the inde-
pendent impacts of different program
and personal characteristics on two of the
key participant evaluations ofWEP. First,
the factors that increase the likelihood of
WEP workers asserting the program is
hel ping them find employment were ana-
lyzed. The results, in Table 3, demonstrate
that WEP workers who have been in the
program for more than six months are 40
percent less likely than new WEP workers
to state the program will help them get a
job, holding personal characteristics con-
stant. Importantly, the results allow us to
rule out the null hypothesis that long-
term WEP workers are not impacted by
the program differently than short-term
WEP workers, at the 95 percent confi-
dence level. Thus, it is reasonable to argue
that as WEP workers remain in the pro-
gram, they realize it is unlikely to help
them find employment. The logistic re-
gression provides more convincing
evidence of the net impact oflong stays in
WEP than the descriptive statistics alone.

The regression reported in Table 4
does not provide the same strong evi-
dence for our hypothesis about the
difference between long-term and short-
term WEP workers. In this case, the
dependent variable measures the impact
ofWEP on participant skills and experi-
ence. Although the regression and the
cross-tabulations indicate that long-term
WEP workers are less likely to believe that
the program has improved their experi-
ence and skills, the result is not statistically
significant. Some of the other results in
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Table 3: Logistic Regression Results (N=314)
Dependent Variable = WEP leads to a job (True)

> 6 months in WEP -0.48 0.61 **

Male -1.23 0.29*

Has Kids -0.7 0.49**

Black 0.58 1.79*

Other 0.43 1.53

Asian 1.47 4.22

White 0.16 1.16

Low Work Experience 0.21 1.23

WEP _Skil 0.29 1.33

*p<.05, **p<.05 (one-tailed test)
Chi-Square Log Likelihood=20.7, p<.Ol
Source: CVH Jobs Survey

Table 4: Logistic Regression Results (N=314)
Dependent Variable = WEP has improved my skills and experience (True)

> 6 months in WEP -0.28 0.75

Low Work Experience 0.58 1.79*

Male -0.42 0.65

Has Kids 0.98 2.7*

Black -0.58 .60***

Other 1.4 4.3

Asian 6.2 523

White -2.17 0.11

*p<.05, ***p<.1
Chi-Square Log Likelihood = 46.9, p<.O 1
Source: CVH Jobs Survey, 1998
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this regression are notable. Welfare re-
cipients with little prior work
experience are much more likely to
state that they have gained experience
and skills than other WEP participants.
Specifically, the regression indicates
that WEP participants who have never
worked or have not worked in the
previous two years are 1.8 times more
likely than WEP workers with recent
paid work experience to believe that
the program has had a positive impact
on their employability. This result is
intuitive. WEP provides basic soft skills
like "showing up on time" and basic
occupational skills such as sweeping
and cleaning. Such skills are clearly
more valuable to welfare recipients with
minimal previous work experience than
to those with more work experience.
However, these basic skills mayor may
not be enough to help hard-to-employ
welfare recipients find jobs in New
York City's competitive labor market.

The Job Search Behavior of Welfare
Recipients

Increasing job search intensity is the
major innovation of many recent wel-
fare-to-work programs using the "Work
First" strategy (Burtless and Friedlander
1995.) This section presents results
from a series of questions about the job
search behavior posed to this sample of
welfare recipients. One can expect that
welfare reform's emphasis on work and
on time limits has spurred significant
job search activity among current New
York City welfare recipients. The re-
sponses suggest that most welfare
recipients want to work and are actively
searching for jobs, bur with only lim-
ited assistance from government. An
important result from this section is
that 70 percent of all unemployed
welfare recipients surveyed indicated
that they had been actively looking for
work, thus fulfilling the basic require-
ment of welfare reform.
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Job Search Strategies: The Lack of
Government Job Search Assistance

In addition to asking whether they are
looking for work, welfare participants
were asked to identify which (if any) of six
strategies they were using to find jobs.
Three of the six strategies-want ads,
temp agencies, and friends and
relatives--indicate self-directed job
search; the other three-unemployment
office, caseworker/welfare and job
placement programs-characterize gov-
ernment-funded job search assistance
programs. In this era of welfare reform,
one would hope to observe high utiliza-
tion of government-funded job search
resources by welfare participants. The
results displayed in Figure 1demonstrate
that welfare participants are actively
looking for work using a number of
different strategies. However, they are
more likely to look for jobs without help
from government than to use govern-
ment job search assistance programs.
Seventy-two percent of those looking for
work use at least one self-directed strategy
compared to 52.3 percent of people who
use at least one government-assisted strat-
egy.5 Only 22 percent of welfare recipients
looking for work get help from their
caseworker, and only 22 percent access
the public employment service (unem-
ployment office). Thus, the numerous
government-funded job placement pro-
grams do not appear to reach most New
York City welfare recipients.

Who Gets Government Job Placement
Assistance?

Are WEP workers less likely to get job
placement assistance? The survey results
indicate that individuals in WEP are in-
deed less likely to participate in anyone of
the three government-assisted job pro-
grams than self-directed job searches. Using
a descriptive analysis, only 52 percent of
the WEP workers we interviewed re-
ceived any job search assistance, compared
to 63 percent of other welfare recipients
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Table 5: Logistic Regression Results (N=292)
Dependent Variable = Use of government-funded job search

Currently on WEP -0.45 .64***

Registered Voter 0.51 1.65**

Male 0.12 1.13

Has Kids -0.22 0.8

Black 0.53 1.7**

Other 1.37 3.94*

Asian 7.53 1867

White -7.08 0.1

Less than High School -0.07 1.08

*p<.05, **p<.05 (one-tailed test), ***p<.1 (one-tailed test)
Chi-Square Log LikeJihood=25.75, p<.OI
Source: CVH Jobs Survey

who are not in WEP . Table 5 presents
results from a multiple logistic regression
that has government-assisted job search as
the dependent variable. The logistic
regression technique separates out the
independent impact of being in WEP on
the likelihood of utilizing job search assis-
tance, in order to determine whether the
difference between WEP participants and
other welfare recipients is due to partici-
pation in WEP or other factors. The
results indicate that being in WEP re-
duces the chance of receiving
government-funded job search assistance
by 40 percent, holding other key factors
constant. This result is significant at the
90 percent significance level, using a one-
tailed statistical test. WEP appears to
reduce the probability of obtaining job
placement assistance. In this way, the
WEP program seems to be diminishing
the long-term employment prospects of
its participants.

There are several other results of note
from this model. In the analysis of racial
groups, Latina/Latino is the reference cat-
egory. The second largest racial group (36
percent of the sample) is African-Ameri-
can. The model indicates that
African-Americans on welfare are 1.7 times
more likely than their Latina/Latino coun-
terparts to utilize government-funded
job search assistance, holding other fac-
tors constant. This is a substantial
difference, and is significant at the 95
percent level using a one-tailed statistical
test. The under-utilization of job place-
ment resources by Latinas/Latinos may be
explained by anumber offactors. In terms
of language, placement programs may
not have sufficient bilingual staff to ac-
commodate Latina/Latino clients. There
also may be cultural problems. For ex-
ample, many Latinas/Latinos may be
immigrants who may not be comfortable
or familiar with the public employment
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service or job placement agencies. More
established African-American communi-
ties, with historic service agencies like the
Urban League, may simply be more com-
fortable using job placement assistance
from these sources.

Policy Relevance
Job search is a critical component of the

transition from welfare to work. This paper
finds that most people on welfare surveyed
byCVH want to work. Furthermore, most
are actively looking for work. Despite these
efforts, most of the welfare recipients sur-
veyed remain on welfare and have not been
able to find jobs. The results of this analysis
indicate that these welfare recipients expe-
rience difficulty acquiring thejob placement
assistance they need. Importantly, partici-
pants in the city's largest welfare-to-work
program, WEP, are significantly less likely
than other welfare recipients to utilize job
placement assistance. AsWEP isexpanded,
job placement should be better integrated
into the program.
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The Challenge:Serving Welfare
Recipients with Multiple Obstacles to
Employment

As a result of the growing economy,
stricter welfare rules and welfare-to-work
programs, the number of individuals liv-
ing in families receiving welfare in New
York City has dropped by 253,000 (29
percent) since 1995. However, most of
those still on welfare face multiple per-
sonal obstacles to employment that may
present a great challenge for the next stage
of welfare reform in New York City.
Other data suggest that those who have
already left the welfare caseload were those
who faced fewer major personal obstacles
to employment. In a recent survey, New
York City's Human Resources Adminis-
tration reported that those who have left
welfare are twice as likely to have a high
school degree and are twice as likely to be
short-term welfare recipients than the rest
of the welfare population (Bush et al.
1998). Policymakers must understand
the obstacles to employment among

Table 6: Obstacles to Employment Among the
Current New York City Welfare Population (N=451)

Poor education Less than a
59% High school or rmre 41%levels highschool degree

Large families Two or rmre
54% Srrall family 46%children

Lack of recent N ever worked or Has recent workhas not worked in 65% 35%work experience
the last two years experience

Long- term welfare On welfare for 2-5
71% Short-term welfare 29%recipients years or more participants

Very young and Under 25 or over
32% Prime working age 68%older recipients 45

Source: CVH Jobs Survey, 1998
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people still on welfare when designing the
next stages of welfare reform.

Survey Reveals Multiple Personal
Obstacles to Employment

Many recipients end up on welfare
because they do not have the skills or
experience to find employment, or be-
cause personal circumstances constrain
their ability to work. The following analy-
sis centers on five types of personal
characteristics that may hinder the job
prospects of current welfare recipients:
education, family size, work experience,
time on welfare and age. For each charac-
teristic, welfare recipients were classified
as either advantaged or disadvantaged.

As Table 6 shows, in four of these five
critical areas, amajority ofwelfare recipients
must overcome disadvantages that
constrain their transition from welfare to
work. Individuals facing two or more
obstacles to employment have a much
more difficult road to employment. For
example, a long-term welfare recipient
with a large family who has not worked in

two years would appear to have extreme
difficulty finding a job that would pay
enough to support his/her family. Figure
2 displays the percentages of welfare
recipients who have multiple barriers to

employment. The results indicate that
close to 60 percent must overcome three
or more obstacles.

Statistical tests on cross tabulations
illustrate the prevalence of multiple barri-
ers to employment. For example, those
without high school degrees are substan-
tially more likely to have a large family.
Fifty-eight percent of high school drop-
outs have large families, compared to only
48 percent of high school graduates, a 21
percent difference. This relationship is
statistically significant using a directional
~ test, at the 90 percent confidence level
(p=.06). In other words, having little
education appears to correlate with hav-
ing large families. Wdfare recipients facing
these two obstacles will have a particu-
larly difficult time finding employment
and getting off welfare. They must earn
substantial wages in order to support their
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Need Training 180 39.9

Lack of Experience 162 35.9

Lack of Education 148 32.8

Lack of Child Care 109 24.2

First Language not English 68 15.1

Health Problems 67 14.9

Racial Discrimination 66 14.6

Homeless 47 10.4

Age Discrimination 44 9.8

Transportation 42 9.3

Other Barriers 32 7.1

Total 451

*N umbers don't total to 100% because respondents could choose more than one item.
Source: CYH Jobs Survey, 1998

large families, but they will havediffi-
culty finding such employment because
of their lack of education.

Reasons for Unemployment: The
Statements of Welfare Recipients

In addition to the empirical measures
of obstacles described above, the CVH
survey asked welfare recipients to identify
why, in their opinion, they had not found
employment. The results provide infor-
mation that is often absent in
welfare-to-work research: the self-percep-
tions of those directly affected by welfare
reform. Most welfare recipients in the
CVH survey report that they have not
found jobs because: a) there are not enough
jobs in N ew York City, and b) they need
additional skills and experience.

New York City has lagged behind the
nation in job growth (US Conference of

Mayors 1998). More than two-thirds
(71 percent) of unemployed welfare par-
ticipants surveyed reported that there is a
shortage of jobs in their community. In-
formal conversations with survey
respondents revealed concerns about
heavy competition due to slow job growth.

Self-Identified Obstacles to Employ-
ment

To examine personal challenges to
employment, the survey asked respon-
dents, "Are there other reasons that you
haven't found a job?" The survey gave
them ten choices. The results are dis-
played in Table 7.

Skills, Experience and Education

The results indicate that current New
York City welfare recipients identify their
lack of human capital-skills, experience
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and education-as the largest impedi-
ment to their job search. Close to 40
percent asserted they need training to
upgrade their skills, more than any other
response. The second and third most
commonly-cited obstacles were experi-
ence and education. Thus, welfare
recipients were more likely to identify
human capital obstacles (education, skills
and experience) than unchangeable per-
sonal barriers (age, race and health status)
or their need for support services (child
care, transportation or housing). This
pattern of responses has particular policy
relevance. Although the "Work First"
paradigm of welfare reform has turned
welfare policy away from programs that
provide training, education and real work
experience, welfare recipients consider
these factors their biggest obstacles to
employment.

Child Care

Obtaining affordable child care is a
major challenge for low-income mothers;
the costs of child care can nullify any gain
in earnings by individuals that move off
public assistance and into employment.
After human capital obstacles (education,
skills, experience), child care was the most
common obstacle to employment identi-
fied by welfare participants. Specifically,
31 percent of welfare recipients with
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children identified the lack of child care as
the reason they had not found work. 6

Racial Discrimination and Language
Barriers

Most welfare recipients in New York
City today are people of color, as are 90
percent of those in the CVH survey. In
addition to other disadvantages, these
individuals may face racial discrimination
by employers. Of the minorities surveyed,
African-Americans were the respondents
most concerned about racial discrimina-
tion in the labor market; one in five (19.8
percent) reported that racial discrimina-
tion was the reason they had not found
jobs. Latinas/Latinos are 30 percent less
likely to identify racial discrimination as a
barrier. However, Latinas/Latinos on wel-
fare face a barrier that African-Americans
do not: language difficulties. Many jobs
require workers to speak English in order
to interact with customers and supervi-
sors. Twenty-five percent of Latinasl
Latinos stated that they had not found
jobs because their first language is not
English.

Age Discrimination

Overall, age discrimination is not a
commonly identified barrier to employ-
ment by survey respondents. However,
age discrimination is a serious obstacle

Table 8: Work Experience of Welfare Recipients in Past Jobs (N=299)

Average (Median) $5.85

$105.00

$183.75

75th Percentile (High) $262.00

25th Percentile (Low)

Source: CVH Jobs Survey, 1998

$7.25

$5.00
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Table 9: Reasons for Leaving Last Job (N=334)

Lay-off 38.5

16.5Quit

11.4Children need me at home

7.7Child Care

Fired 6.8

Health Insurance 3.6

15.5Other

Source: CVH Jobs Survey, 1998

among older unemployed welfare partici-
pants: almost one out of three (29.4
percent) unemployed welfare recipients
over 45 identified age discrimination as
the reason they had not found jobs. Since
older individuals on welfare make up a
small portion of the total recipient popu-
lation (18.5 percent of those that CVH
surveyed) this problem is understated in
the sample at large, but clearly deserves
attention.

A Window into the Future: Past Work
Experience of Welfare Recipients

Perhaps the most relevant predictor of
future labor market success is past labor
market experience. This section reports
on a series of questions that were asked
about the past work experience of New
York City welfare recipients. While results
v~ry, generally, past work experience in-
dIcates welfare recipients struggle to find
work at livable wages.

The quality of past jobs of current
welfare recipients was examined using
traditional labor market measures: wages
and hours. Past earnings provide a rough
estimate of the future earnings of those
current welfare participants. In past jobs,

welfare recipients CVH surveyed earned
an average of$772 per month, less than the
federal poverty line for a family of three
($1066 per month). Even if they succeed
in securing employment, many would still
remain in poverty. 7 Table 8 illustrates this
comparison. On a more promising note,
the top quartile of welfare recipients previ-
ously had jobs that had substantially higher
wages-$7.25 an hour.

Even when welfare recipients find
employment, job turnover threatens their
self-sufficiency. Investigating the reasons
for unemployment is one way to examine
job turnover. Specifically, we can examine
whether welfare recipients quit their jobs or
whether they lost their jobs involuntarily.
The results displayed in Table 9 indicate
that layoffs (39 percent) are by far the most
common reason why people on welfare left
their most recent job. There are crucial
policy implications to this result. These
welfare recipients wanted to work, but
became involuntarily unemployed. Lack
of child care was another important im-
pediment to successful employment,
causing close to 20 percent of formerly
employed welfare recipients to lose their
jobs.
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The results in this section suggest that
those people on welfare who have been
able to secure work in the past have only
found low-paying jobs, in which they
were vulnerable to turnover and layoff.
This suggests that the labor market for
current welfare recipients, given their skills
and experience, is quite weak. Policies that
simply try to attach current New York
City welfare recipients to jobs are unlikely
to lead to self-sufficiency.

CONCLUSIONS: PROSPECTS FOR

EMPLOYMENT

New York City's welfare-to-work policy is
at a crossroads. The city's caseload has
dropped by 29 percent. This study ex-
amines whether those still on welfare in
1998 are likely to find jobs, and con-
cludes that welfare recipients struggle to
find employment for several reasons. First,
the city's signature welfare-to-work pro-
gram, the Work Experience Program,
does not appear to lead to unsubsidized
employment or increased employability.
Second, the unemployment of welfare
recipients cannot be convincingly attrib-
uted to their lack of effort. Seventy percent
of the welfare recipients surveyed indi-
cated they are looking for work and they
are using many strategies to do so. Finally,
and perhaps most problematic, the ma-
jority of welfare recipients must overcome
multiple obstacles to employment. While
many welfare recipients have worked in
the past, their work experience appears to
be characterized by low wages, layoffs and
job turnover. Taken together, these fac-
tors indicate that many welfare recipients
struggle to find work, particularly work
that can support their families. Only fur-
ther research that is able to follow up with
welfare recipients who have left the
caseload can illuminate the actual em-
ployment outcomes. The challenge of
moving welfare recipients with multiple
obstacles into paid work demands a much
more effective program than WEP. Based
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on these results, it appears human capital
approaches that improve welfare recipi-
ents' odds in the labor market are needed.

Notes
'Sancrions refer to the reduction or

termination of benefits due to non-compli-
ance with welfare regulations.

2Laura Wernick, M.P.A., M.S.W., de-
veloped apreliminary survey in the winter of
1998. That pilot survey was administered
to 70 welfare recipients and the experience
guided the development of the more exten-
sive research effort reported here. Dr. Leslie
Whittington and Dr. Mark Rom of the
Georgetown University Public Policy Insti-
tute, Cliff] ohnson of the Center on Budget
and Policy Priorities and Dr. Miriam
Abramovitz of the Hunter School of Social
Work all generously donated their time to
development of the survey.

30ne rule of thumb is that logistic
regressions require 50 observations for each
dependent variable.

"According to Richard Schwartz, senior
advisor to Mayor Rudy Giuliani and archi-
tect of WEP in the article by Paul Moses,
"Does it Work?" Neusday, November 24,
1996.

"This statistic is restricted to the 351
survey respondents who reported looking
for work.

6The 24.2 percent in Table 8 refers to
all welfare recipients, not only those who
have children. The higher figure here is
restricted to welfare recipients with chil-
dren.

7Food Stamps and the Earned Income
T ax Credit could substantially increase
income, so this is a rough comparison.
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New Perspectives on Economic Growth and
Technological Innovation. By F.M.
Scherer. Brookings Institution Press,
1999, 167 pp.

fu we quickly approach the twenty-first
century, economic growth in the United
States and other countries continues, led
by new technologies and the exponential
growth in Internet use. While these coun-
tries prosper, economic conditions
elsewhere are deteriorating with virtually
no signs of improvement. The central
~ilemma facing those who are interested
In public policy is how to reconcile the
boom in technological innovation and
economic growth in some parts of the
world with the economic stagnation in
others. F .M. Scherer, a Professor of Public
Policy and Corporate Management at the
Kennedy School of Government at
Harvard University and former chief
economist of the United States Federal
Trade Commission, is duly qualified to
shed light on the evolution of economic
growth theory and how best to encourage
growth in developing countries.

Ever since Adam Smith envisioned
economic prosperity resulting from mar-
kets free of government intervention,
many economists have tried to untangle
the complex web of technological change
and economic growth in world markets.
Scherer guides us through this maze of
theories by tracing the early thinking on
economic growth to the latest theories

that incorporate international trade and
foreign direct investment. His discussion
ranges from the pessimistic views of
Ricardo and Malthus, who painted a dark
future of economic development guided
by diminishing returns, to Gene
Grossman and Elhanan Helpman's more
recent focus on the importance of research
and development (R & D) in economic
development.

While this historical overview by itself
should merit the reading of the book by
those interested in the topic, Scherer adds
another dimension by providing examples
ofR & D from different countries, and by
demonstrating the effectiveness of scien-
tists and engineers in stimulating
economic growth and technological in-
novation. Scherer supports his argument
that scientists and engineers playa crucial
role in economic growth by exhibiting
the growth rate of their numbers in differ-
ent countries. For example, Japan's
phenomenal economic growth coincided
with a significant increase in the number
of scientists and engineers. These exam ples
together with some of his other observa-
tions lead to Scherer's convincing
conclusion. In it, he provides a prescrip-
tion for helping developing countries grow
via the implementation of modern tech-
nology into existing industries and
through foreign direct investment.

The above prescription sounds simple
enough, but will it work? I agree with
Scherer that foreign direct investment

The Georgetown Public Policy Review, 5:1 (Fall 1999). Copyright © 1999
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and technological progress are crucial to

economic growth, and in countries such
as the republics of the former Soviet Union,
Eastern Europe, and some of East Asia,
the road to prosperity can be envisioned
with appropriate policy measures that
promote the effective use of scientific
talent and spawn foreign direct invest-
ment. However, for many developing
countries the road to sustained economic
growth is much more complex. factors
such as institutional barriers, lack of infra-
structure, corruption, political risk, absence
of financial institutions and educational
facilities have kept some countries (par-
ticularly in Sub-Saharan Africa) in a hole
out of which it may be difficult to climb.

In spite of the limitations discussed
above, the book offers something for
everyone. For economists, it provides a
nice summary of the evolution of growth
theory from the early days of Adam Smith
to the recent developments by Grossman,
Hclpman and others. For public policy
practitioners around the world, the book
is a valuable reference point as they help
their countries achieve economic growth
and technological progress. For the gen-
eral audience, the book offers a simplified
summary of a very difficul t body of litera-
ture on economic growth and
technological innovation.

DA0:IEL PICK

US Department of Agriculture, Economic
Research Service

Private Property and the Endangered
Species Act-Saving Habitats, Protecting
Homes. Edited by Jason F. Shogren. Uni-
versity of Texas Press, 1999, 176 pp.

Many of us are familiar with the Endan-
gered Species Act (ESA) at its
best-publicized, as in the case of the spot-
ted owl controversy in the Pacific
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Northwest, or in the Supreme Court case
involving the endangered snail darter (a
fish) that halted construction on a $100
million dam. What does nor come through
in the publicity, however, is the complex-
ity of the ESA: what it permits rather than
prohibits; why the economics are difficult
to quantify: or why less photogenic spe-
cies receive fewer funds. Written by eight
authors and an advisory board of attor-
neys, scientists, policy analysts, and
conservationists who have witnessed the
effects of the ESA, Private Property and the
Endangered Species Act frames the issues
and incorporates these lesser-known
policy considerations. The authors judi-
ciously remind us that the majority of
endangered species live on privately
owned property. They dispense with the
horror stories and political rhetoric, allow-
ing the property owners' challenges to
come to the fore in a pure and objective
manner. The result is a sensible and prac-
tical discussion of the potential for the
ESA to succeed, rather than a focus on its
shortcomings.

Although all chapters of the book are
well written, the strongest sections are
those that tackle the challenging aspects
of the ESA. For example, two practicing
ESA attorneys provide a well-rounded
view of profoundly influential and fre-
quently misunderstood ESA case law.
Though not as well presented, a later
chapter does a satisfactory job of explor-
ing the marriage of biology and economics,
a link that must be understood for effec-
tive discussion and study of the ESA.

The final chapters of the book provide
refreshingly concrete examples of success-
ful implementation strategies of the ESA,
and give due credit to private citizens and
local, state, and federal officials who have
collaborated to take risks and find innova-
tive methods of using the Act. By
concluding with a discussion of the Ad-
visory Board's seven principles, the book
provides a stepping-off point for a serious
and comprehensive discussion of the ESA



Book Reviews

and its future. What Congress must do,
the authors say, is consider all stakeholders
and continue to build flexibility, predict-
ability and "sound science" into the ESA.

Private Property would make an ideal
textbook for students of environmental
law and policy, a brainstorming spring-
board for landowners and governmental
officials, or a source of concrete examples
and policy direction for congress persons
and their staffs. The uninitiated should
beware, however, that this is not a simple
primer on the ESA. The complexity of the
work requires the reader to have some
experience with the intricacies of environ-
mental policy--or at least a good
dictionary. Helpful features include a
glossary of acronyms at the beginning (a
must for any environmental work) and
thoughtful overviews in the Foreword
and Introduction. Despite mulriple au-
thors, the book manages to hit the major
issues without being fragmented or re-
petitive. The organization of the chapters
and consistent headings allow the reader
to turn with ease from law to economics
to biology.

As the authors express, the ESA's im-
pact on the nation's landscape has been
significant, and a thorough examination
of how the Act can be improved will be
crucial for balancing biodiversity and
private property. The authors are correct
in acknowledging, however, that this short
work does not cover all of the issues, and
the reader should not assume she under-
srands the ESA upon finishing Private
Property. What the book will do is provide
the novice and the seasoned practitioner
alike with a starting point for intelligent
discussion of the policies that should
shape the ESA's reauthorization.

ERIKA A. Kaorrcu
College of William &Mary,
Marshall- Wythe School of Law
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Making a Killing. By Tom Diaz. The
New Press, 1999, 258 pp.

Each year approximately 130,000 Ameri-
cans are killed or wounded by gunfire.
Efforts to reduce gun violence typically
focus on policies that make guns less
accessible to high-risk groups such as
adolescents and convicted felons, yet rela-
tively little attention is given to the role
played by the firearms industry. The gun
industry's role has moved to the fore of
policy discussions due, in part, to the
recent lawsuits filed against gun manu-
facturers by more than 20 cities and the
National Association for the Advance-
ment of Colored People. With this
backdrop, Tom Diaz's study of the gun
industry, in his new book Making A
Killing, could hardly be more relevant for
current public policy.

Diaz argues that the gun industry is
motivated more by the quest for profit
than by the unwavering belief in the
inalienable individual right to bear arms
embraced by the National Rifle Associa-
tion (NRA) leadership. While NRA
leadership typically views any gun regu-
lation as the first step on a slippery slope
that ultimately could lead to an outright
gun ban, Diaz details the gun industry's
interest in compromise strategies that
enable manufacturers and retailers to stay
in business. These dichotomous objec-
tives, an underlying theme of the book,
are echoed in a recent Newsweek article in
which a trade executive repons, "The
industry isn't there to protect the Second
Amendment. It's there to stay in busi-
ness" (Bai 1999).

Diaz also effectively outlines how the
gun industry's motive for profits contrib-
utes to the increase in the annual number
of gun-related deaths in the US Because
guns arc products with long life spans,
strategies for industry growth have fo-
cused on the development of more
powerful weapons and on efforts to at-
tract new buyers. The industry has
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developed guns that are more accurate,
more easily concealed, fire larger and more
deadly bullets, and, in at least one case, do
not retain fingerprints. Other research
suggests these design changes increase the
lethality of accidental shootings, suicide
attempts, and shootings resulting from
domestic or other disputes (Zirnmring
1972; Cook 1991; Wintemute 1996).
Another example of the consequences of
this profit motivation is industry market-
ing campaigns that target women as
potential consumers. This campaign, Diaz
notes, rests largely on the industry claim
that gun ownership increases personal
safety, a point about which the available
research is far from clear (Vernick, ct al
1997).

The book provides an important dis-
cussion of the current state of gun
regulation in the United States. GUll

advocates Ted N ugellt and Charlton
Hesron rarely pass up the opportunity to

remind us of the roughly 20,000 laws in
place governing the gun industry, yet
Diaz dubs guns, "the last unregulated
consumer product" (p. 11). So, who is
right? While these 20,000 laws afford
Nugent and Heston the luxury of claim-
ing the gun industry is the most regulated
industry, Diaz refutes their claims by
explaining that nearly all the laws deal
with tangential gun issues, such as the
required distance between gun-sale ven-
ues and schools. Yet, curren t gun laws
leave informal person-to-person gun sales,
approximately 40 percent of annual gun
transactions, almost completely unregu-
lated. This enormous loophole provides
teens and criminals with easy alternatives
to government-regulated gun dealers.

In the final sections of his book, Diaz
offers recommendations on how to pro-
ceed. I .ikc many Americans, Diaz does not
favor outlawing guns completely. There
are millions of law-abiding citizens who
use guns for sponing purposes, and he
acknowledges their right to own firearms.
Instead, he sensibly compares guns to
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aurornobiles-c-t'rhc two most lethal con-
sumer products in the United States" (p,
198). Automobiles are highly regulated
(which has nor resulted in an outright ban
Oil cars) and numerous design changes to
automobiles and roads have contributed
to reductions in death rates attributable to
motor vehicle accidents. Diaz suggests
that if guns were more regulated (or, he
might say, regulated at all), there would
be a decrease in the number of deaths in
this country resulting from gunshot
wounds. He believes that the Bureau of
Alcohol, Tobacco and Firearms should
have broader powers and more money to
properly regulate (he gun industry. It
would be interesting to know more about
Diaz's thoughts on current gun-control
debates, bur, alas, book" can only be so
long.

Tom Diaz has written a fascinating
analysis of the inner workings of the
gun indusrry. The elaborate derail used
to document industry practices will be
useful for researchers and policymakers
working to reduce gun violence. The
ccn tr a] insights of this book should be
of interest to anyone concerned about
this important policy issue.
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Preventive Deftnse-A New ,<'·ecurityStrat-
egyfor America. By Ashton B. Carter and
William J Perry. Brookings Institution
Press, 1999, 256 pp.

If books could be recommended on the
basis of praise on their jackets, Ashton B.
Caner and William J. Perry's Preventive
Dejensewould be a "must read"; its list of
endorsements include senators, generals
and former defense ministers from several
nations. Fortunately, Preventive Defense
lives up to this praise and provides a
concise prescription for US securiry policy
in the late 1990s and beyond.

The authors' credentials are beyond
question. Perry was US secretary of de-
Iensc from 1994 (0 1997, and he is
currently professor in the School of Eng i-
neering and asenior fellow in the r nstitutc
for International Studies at Stanford U ni-
versiry. Caner was assistant US secretary
of defense for in rernarional security policy
from 1993 to 1996. He is a professor and
former director of the Center for Science
and Inrcrnational Affairs at the John F.
Kennedy School of Government at
Harvard University. Together they are
co-directors of the Stanford-Harvard Pre-
ventive Defense Project.

Preventive Defense is likely to be read
primarily by those involved in the secu-
rity policy process, as well as in the academic
international security studies community.
That is unfortunate, as the authors' de-
scription of the security environment
[Ked by the United States is unusually
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succinct, and would be useful to the
broader policy community, journalists,
and interested members of the public.
Perry and Carter take a holistic view of
security in the post-Cold War era, which
is more likely to encompass economic tics,
support in international organizations,
and dialogue between key interest groups
than it is to rely on the usual hardware of
power projection and deterrence.

While Kosovo, Bosnia, Iraq, Somalia
and other hot spots dominate public
perceptions of security threats to the
United States, (0 the authors these are B
and C list ducats. They make a compel-
ling case for "keeping our eye on the ball"
as a nation in developing a policy that pays
greatest attention to preventing the re-
emergence of what the authors define as
A list threats. These arc threats which
could, if mismanaged, threaten US na-
tional survival. The criteria for
determining this list arc the likelihood
that the threat will be realized and its
estimated severity. The authors sec the
potential for five of these threats:

• Russia might descend into chaos,
isolation, and aggression as Germany did
after World War I;

• Russia and the other Soviet succes-
sor states might lose control of the nuclear
legacy of the former Soviet Union;

• China could grow hostile rather
than becoming cooperatively engaged
in the international system;

Weapons of mass destruction
could proliferate and present a direct
military threat to the United States;

and
• "Catastrophic terrorism" of un-

precedented scope and intensity might
occur on U.S. territory (p. 14).

The list of threats is not all-inclu-
sive, and the authors do not justify the
omission of other potential hot spots.
Although it is implicit in the book that
the five A list threats are the ones that
matter most, environmentally-based
threats are conspicuously absent.



Given the authors' prominent roles in
the development and execution of US
security policy in the mid-1990s, it is
hardly surprising that the prescriptions in
Preventive Defense bear a strong resem-
blance to recent US policy. Readers
looking for revolutionary solutions are
likely to be disappointed-most of the
suggestions arc incremental extensions of
current iniriarives rather than bold depar-
tures. This is a source of one of the books
few frustrations. Perry and Carter are
consistent in recommending increased
dialogue and the development of tics
with key inreresr groups in emerging
powers, and carefully describe the steps
they rook while in office to advance these
links. They never adequately address,
however, the difficulty of maintaining
and nurturing these tics in the face of the
normal, day-to-day stresses of power poli-
tics, as exemplified by the differing policies
toward Taiwan or the former Yugoslavia.

While focusing on the "what" rather
than the "how" of preventive defense
may be frustrating to readers looking f()[
a more behind-the-scenes look at the
implementation of intern ariona I securiry
policy, it contributes to the clarity olPcrry
and Carter's argument. Concise and lively,
Preventive Defense is a valuable contribu-
tion to the literature of conrernporary
international relations and is accessible to
both professionals and the broader pub-
lic.

PAUL JEITREY SI-lUMAl\

Science Applications International
Corporation

An Ounce of Prevention, A Pound of Un-
certainty: The Cost-FjJectiverzessojSchool-
Rased Drug Prevention Programs. By
Jonathan P. Caulkins, C. Peter Rydell,
Susan S. Everingham, James Chiesa and
Shawn Bushway. RAND, 1999, 194 pp.

Thc Georgetown Public Policy Review, 5: I (Fall 1999)

The "War on Drugs" of the 1980s and
early 1990s emphasized law enforcement
strategies and stronger senrencing for
criminals to reduce the supply of illegal
substances, cocaine in particular. Preven-
tive strategies, drug control strategies
focused on reducing the initiation and
consumption of illegal substances, were
nor a part of this national policy initiative.
An Ounce of Preuention. A Pound of Un-
certainty boldly introduces a method for
quamifYing prevention as a cost-effective
national drug control program. The au-
thors' model allows researchers and
policyrnakcrs, for the first time, to com-
pare the effectiveness ofa national model
of school-based preventive programs to

the popular supply-side strategies em-
ployed in the "War on Drugs."

An Ounce of Prevention, A Pound of
Uncertainty is the latesr in a series, begun
in 1994, from RAND's Drug Policy Re-
search on the economics of national
cocaine policies and control strategies.
Previously, RA]\J[) researchers modeled
rhe demand of cocaine, compared sup-
ply-side control efforts to those targeted
on demand, and examined the impact of
mandatory minimum drug senrencing
policies. In this most recent volume,
Caulkins, Rydell, Everingham, Chiesa
and Bushway build on their previous
research by attempting to quantify the
effectiveness of preventive strategies.

The model carefully and comprehen-
sively identifies eight factors r h ar
contribute to the effectiveness of model
school-based prevention programs. These
factors cover three basic componen rs con-
tributing to the reduction of cocaine
consumption: (1) measures of the impact
of the prevention program on the lifetime
consumption of cocaine; (2) social and
market multipliers that expand the effect
of prevention programs; and (3) q ualificrs
to adjust for overstatement of program
effectiveness. These componcnts are
multiplied together to construct a mea-
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sure of effectiveness that is divided by cost
(0 estimate program cost-effectiveness.
The chapters detail the underlying as-
sum ptions of each com ponent and explain
how and where uncertainty enters each of
the eight factors that compose the model.
To compensate for this inherent uncer-
tainty, the authors construct a reasonable
range of estimates (low, middle and high)
to account for differing assumptions about
the construction of variables and validity
of the data sources,

In this analysis, the authors admit that
their model results in "a pound of uncer-
tainty." This uncertainty arises from the
complexity of the underlying assump-
tions and the data limitations. The authors
use current data on the reduction of
marijuana use, resulring from two model
school-based prevention programs, to
construct an estimate of the likely impact
on the lifetime use of cocaine. The authors
provide a very reasonable explanation of
how the initiation of marijuana use in
teenage years is correlated (0 the likeli-
hood of initiating cocaine use at a particular
age and the subsequent lifetime con-
sumption of cocaine. However, the
authors' reliance on this correlation as the
cornerstone of their calculations intro-
duces several assumptions about drug use
and individual preferences and behavior.
U nfortunarely, the uncertainty intro-
duced by these assumptions (and others)
hinders the practical application of the
authors' results and the comparability of
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their calculations to other national drug
control strategies.

Regardless of the imprecision of their
model, the authors are to be commended
for using limited data and information (0

attempt to estimate the cost-effectiveness
of a national drug prevention initiative.
Their strategy of estimating a range of
values rather than one "best" measure of
effectiveness invites further testing and
replication. While the lack of precision in
the authors' estimates may frustrate read-
ers seeking a more precise measure and
may prove impractical as a (001 for policy
making, hopefully it will provoke re-
searchers to refine data collection strategies
and the estimation of the effects of drug
prevenrion programs. Fortunately,
Caulkins et. al. eschew the need to perfect
their economic model before publishing
it. The authors' bold attempt (0 estimate
the full impact of prevention programs on
society, and on the market demand for
illegal substances, challenges the current
knowledge of the drug control policy
community. An Ounce of Prevention, A
Pound of Uncertainty succeeds in stretch-
ing the limits of current knowledge and
measures of effectiveness, and draws at-
tention to prevemion as a potentially
effective and affordable national drug
control policy option.

LESLIE V. GORDO:\

National Center for Education in
Maternal and Child Health
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