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OECD and Statistics Canada 
Highlights of Results from lALS 

Intemational Adult Literacy Survey 

Those now in the labour force are faced with 
new economic conditions and constraints. 

Demand for skills is still evolving, and low-skill 
workers, in particular, are at risk of unemploy­
ment, or of being locked into precarious, low-
wage jobs. In order to adapt successfully, they 
must meet a minimum level of proficiency in 
reading and writing. But relisble and compara­
tive information about the level and distribu­
tion of literacy skills in the adult population 
was. until recently, lacking. 

The International Adult Literacy Survey was 
undertaken by governments, national 

statistical offices and international orga­
nisations with the purpose of supplying new 
data on adult literacy tn OECD countries. 
Representative samples of the adult po­
pulation aged 16-65 were tested on a literacy 
skills test, at their honnes, tn 1Q04 and 1095. 
depending on the country. 

The results of the survey appear in two vol­
umes, jointly published by the OECD, 

Statistics Canada and Human Resources 
Development Canada. The new volume. Uleraci/ 
Skills for the Knowledge Socieiy. builds on the results 
presented in 1995 mUteracy. Economy and Society, 
In two major ways. First, it incorporates 
previously unavailable data for several new 
countries. Findings are presented for Australia, 
Belgium (Flanders). Canada, Germany, Ireland, 
the Netherlands. New Zealand. Poland. 
Sweden. Switzerland {French- and German-
speakins), the United Kingdom and the United 
States. Second. It presents the results of new 
studies and analyses ofthe lALS data.<!et; these 
analyses offer a number of new insights 
concerning the economicand social importance 
of literacy skills in OECD countries. 

Also available 
Literacy. Econoiny and Society 
RsuJb of tkt fint Inteniatieiud Adult Lilsmcy Survai 
December 1995, 200paeK 
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Key findings include. 

Of the many skills that an individual acquires during his or her 
education, literacy plays perhaps the greatest role in determining 
financial compensation on the labour market. Educational attain­
ment is a poor proxy measure of skills, and education, work 
experience and skills are rewarded differently in various OECD 
countries. 

The role literacy plays in the determination of wages is greater in 
economies that are more flexible and open. 
Literacy outcomes vary considerably according to socio-economic 
status in some, but not all. of the countries investigated. 

Differences In the population distribution of literacy skills, both 
within and among countries, are large enough to matter both 
socially and economically. 

While the economic retum to literacy is significant everywhere, 
some labour markets reward reading skills more than numeracy. 

The relationship between literacy proficiency and educational 
attainment is strong, complex and paradoxical. Many adults have 
managed to attain a relatively high level of literacy proficiency 
despite a low level of education; conversely, there are some who 
have low iiteracyskills despite a high level of education. Objective 
ski 11 test! ng is a tool for more rigorous evaluation of workforce skills. 

Adults with low literacy skills do not usually consider that their lack 
of skills presents them with any difficulties. This may reflect the fact 
that many respondents are in jobs that do not require them to use 
I iteracy, a situation that is likely to change as the knowledge society 
becomes more competitive. 

Literacy skills are maintained and strengthened through regular 
use. While schooling provides an essential foundation, the evi­
dence suggests that only through using literacy skills in daily 
activities - both at home and at work ~- will higher levels of 
performance be attained. 
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FEW DUTCH WOMEN AT THE BLACKBOARD 

There is a low percentage of women teachers in the Netherlands compared to 
other countries. In most ofthe other counuies, tbe majority of teachers are 
women. However, if wc include the figures forinspcctors and school principa.ls. 
the proportion shrinks conaiderubly and women are in a minority everywhere! 

Uactn- luly Tranoc Ireland Uniled Span BAlsimn GrMce Den- Neiher-
botis lOngdom matk land* 

Percentage of women teachers (kindergarten, elementary, and secondary). 

The above document task (Level I) directs the reader to identify from a chart the 
percentage of teacf̂ ers from Greece who are women. The chart displays the 
percentages of women teachers from various countries. Only one number 
appears on the chart for each country. 

Percentaee of population aged 
16-65 scoring at Level I on the 
document scale. 1994-95 
(standard error in parentheses) 

Australia \7.0 (0.5) 
Belgium (Flanders) 15.3 (1.7) 
Canada 18.2(1.9) 
Germany 9.0 (0.7) 
Ireland 25.3(1.7) 
Netherlands lO-i (0.7) 
New Zealand 21.4 (0.9) 
Poland 45.4(1.3) 
Sweden 6.2 (0.4) 
Switzerland (French) 16.2(1.3) 
Swiuerland (German) 18.1 (1-0) 
United Kingdom 23.3(1.0) 
united States 23.7 (0.8) 
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How to interpret the survey results? 
The lALS was unusual because it combined the techniques of household-based sun/ey 
research with those of educational testing. In each case, the test was accompanied by a 
background questionnaire that allowed the interviewers to collect information about demo­
graphic and other characteristics of the respondent. Records for 45 000 individuals have been 
colleaed in the 12 countries surveyed so far. 

The survey assessed literacy proficiency in terms of thrre domains, each encompassing a 
common set of skills relevant for diverse tasks: 

• Prose literacy — the knowledge and skills needed to understand and use informa­
tion from printed texts induding editorials, cun-ent events, poems and fiction. 

• Document hteracy — the knowledge and skills required to locate and use informa­
tion contained in various formats, induding job applications, payroll forms, 
transportation schedules, maps, tables and charts. 

• Quantitative llUracy —the knowledge and skills required to apply arithmetic 
operations, such as balancing a cheque-book, figuring out a tip. completing an 
order form or detarmlning the amount of interest on a loan. 

All 101 common test Items used for the assessment were open-̂ nded and taken from "real-
life" situations; they reflect the literacy requirements encountered in everyday life. In each of 
the three domains a scale was constmcted. upon which tasks of varying difficulty were placed. 
A person's literacy ability was then expressed by a score in each domain, deflned as the point 
on the scale at which he or she had an 80 per cent chance of successfully performing a given 
task. 

For analytical purposes, the ranges of scores achieved were grouped into five proficiency 
levels, reflecting the empirically determined progression of infotmation-processing skills and 
ctrntegies: 

Level 1 (0-225 points) indicates persons with very poor literacy skills; 

level 2 (226-275 points) identifies individuals who. although they can read, can deal only with 
material that is simple, dearly laid out. and in which the tasks involved are not too complex: 

level 3 (276-325 points) denotes people with the ability to integrate several sources of 
information and solve more complex problems. This is the level of slUlt regarded by many 
experts as a suitable minimum for coping with the demands of everyday life and work In a 
modern society. 

Levels 4-5 (326-500 points) describe respondents who demonstrate the capacity to use higher 
order thinking and information-processing skills. Since the numbers performing at the 
highest skill level are small (under five per cent in most countries). Levels 4 and 5 are 
combined for the purposes of tne data analysis. 
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th* figures show the estimdced\ 
propoiTionoftheadu It population 
ineadiofcheprose.dacumanLand 
quantitative ntei3cyleveisicr«adi 
countiy. Proportions In Leve|$ i 
and 2 ore represented by thf bar 
E«e'riants belawtheraferencr line 
and the piopoftbns in Levels 3 
and 4/5 byrthebarsê entsabove 
Che line. Level 3 is considered by 
experts CO be a suitable min imum 
far coping with the complex de* 
man d D hm odetti wa>1( and dai ly I if e. 

/m countries have some proper-'̂  
tion of che adult population in 
each prose,document andquan-
titatWe literacy level, but there 
are substantial differences be­
tween TOuntrics iri che proportions 
at a level. For example, while the 
propoiiion in quantitative Levels 3 
and 4/) IS similar In Belgium 
(Flemish community) and Swit-

j rarland(Oermancommunity), the 
proportion dC Level 4/? Is greater 

T? _^^th« formerthan in the btt»r. 

Soiirte: i m o r n a t i o n a l A d w l t Licerscy Survey. 1994-95. 
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Understanding literacy 
The new approach to measurement recognises that the emerging knowledge 
society has changed both expectations anci demands, and that literacy skill 
requirements have increased, by some measures dramatically so. In the new 
perspective, literacy is seen not as a minimum level of reading ability mastered at 
school by almost all those growing up in developed countries. Educational 
attainment, by itself, is considered an Inadequate proxy measure, because literacy 
skills once acquired in school can deteriorate rapidly if not used in the post-
education years, and because such skills can be acquired and improved later on. 
even independently of the training programmes organised by adult education 
institutions. Because literacy is a "movine target", a single cut-off In terms of 
"literates" and "Illiterates" cannot meaningfully be set. For the purposes of the lALS, 
the term "literacy" is instead used to refer to a particular skill — namely the ability 
to understand and employ printed information in daily acn:ivities. at home, at work 
and in the communi ty— and Its usage in order to achieve one's goals, and to 
develop one's knowledge and potential. Thus a much more complex picture of 
literacy emerges, one of individuals placed along a cr^ntinuum of ability. 

What's new? 
Literacy Skills for the KnowUdge Society should be taken not as the last word on literacy, 
but rather as a contribution to an evolving body of work. A number of additional 
countries are collecting literacy data, and lALS results for some 25 OECD countries 
will become available over the next two years. Much is already known about the 
population distr ibution of literacy and about the consequences of low literacy; all 
countries wi l l need to respond to the problem as a matter of priority 

More information 
For more information about the lALS and its frndings. the OECD Secretariat member to contact is 
Mr. Albert Tuijnman. The contact person at Statistics Canada is Mr. T. Scott Murray. 

MT. Albert Tuijnman 
OECD 
2. rue Andr6-Pascal 
75773 Paris Cedex 16 
Tel.: 33 (0) 1 4? 24 91 65 
Fax: 33 (0) 1 45 24 90 98 
E.mail: albert.tui|nman®oecd.orc 

Mr, T, Scott Murray 
Statistics Canada 
li.H. Coats Bide . 8-0 
Ottawa, Ontario KIA 0T6 
Tel.: 1 613 951 9476 
Fax; I 613 931 0562 
E.mail: scotmur@statcan.ca 
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FRANCE 

O E C D 

2, rue Andre-Pflfica! 

75775 Paris Cedex 16 

Tel.: 33 (0) 1 45 24 82 00 

Fax: 33 (0) 1 49 10 42 76 

E-mail: sales@oecd.org 

Internet: www.oecd.org 

OECD Bookshop 

53, rue Octave Feuillet 

75016 Paris 

hAanday-Friday fnm 9 am to 6 

Tel.: 33 (0) 1 45 24 81 61/(57 

Fax: 33 (0) 1 45 24 19 50 

O E C D WORLDWIDE 

GERMANY 

OP.CD Centre/Bonn 
August-Bebel-Allee 6 

D-33175 Bonn 

Tel.; (0228) 959 1215 

Fax: (022S) 959 1218 

Internet: www.oecd.org/bonn 

MEXICO 

O E C D Centre/Mexico 
Ediricio INFOTEC 

Av. San Fernando No. 37 

Col, Tortello Guerra 

Tlalpan CP. 14030 

Mexico D.F. 

Tel.: (525) 528 10 38 

Fax: (525) 606 13 07 

E-mail: ocde@rtn.net.mx 

Internet: rtn.net.mx/ocde 

JAPAN 

O E C D Centre/Tokyo 
Landic Akasdka BLDG. 

2-3-4 Akasaka 

Minato-Ku. Tokyo 107 

Tel.: (81-3) 3586 2016 

Fax: (81-3) 3584 7929 

E-mail: tokyo.cQntact@oecd.org 
Internet: www.oecdtokyo.org 

UNITED STATES 

OECD centre/Washington 
2001 L Street N.W.. Suite 650 

Washington. DC 20036-4922 

Tel.: (202) 785 6323 

Toll free: (1 800) 456 6323 

Fax: (202) 785 0350 

E-mail: washcont@oecd.org 

Internet; www.oecdwash.org 

O R D E R F O R M 

1 wish to receive Literacy Skills for the Knowledge Society 
at the price of: FF 180 US$30 DM53 £18 V 3 500 

(Please circle ihe appropriate currency] 

• Payment is enclosed: Cheque/Money order 

Charge my card • VISA • MASTERCARD/EUROCARD 

(For orders sent lo Paris you will be charged m French Vrancs.) 
n AMERICAN EXPRESS 

Card No 

Send tO: (Please print) 

Name: 
Expiriation date: Address: 
signature; 

Country: 
Tel. No.i 
Fax No.: 

Postal code: 
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The State of Literacy in America 
Level 1 Adult Literacy Rates, by State 

i ; U.S. Department of gducat lan 
<n of Adult Education and Literacy 

Percentage of adult population 
wi th LovBl 1 Utoracy sWHs 

• 30.0% or orootar (2) 
«).0% to Jf-'Wt OS) 

• 15.0% to 19.9% (18) 
• 10.0% to 14.9% (<<̂ ) 
• 0.9% or leu (Q) 
• no ostlmote available CO) 
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12/97 DRAFT - N O T FOR PUBLIC DISSEMINATION 

INTRODUCTION 

In recent years, policymakers have asked many questions - but received 
few real answers ~ about the extent of our national eulult literacy problem. 
Some have even wondered whether low literacy ia a national problem at all. 
Very little was known about the skills of the adult population as a whole. 

Recognizing Uiis need, Congrese in 1988 directed the Department of 
Education to cany out an assessment of the literacy skills of Ainerican adults. 
The result was the National Adult Literacy Survey (NALS), a monumental 
report that remains the most comprehensive, statistically reliable source of data 
on literacy in the United States. Through an exhaustive process that included 
interviews with approximately 26,000 individuals, data were collected and, in 
1993, reported at the national level. Thanks to the NALS, we now have a 
comprehensive an up-ttxlate profile of the literacy skills of American adults. 

Literacy Levels of Adult Americans 

• Prose Literacy 
• CXxajment Literacy 
a Quantitative Literacy 

Literacy Level 
1 rapreaanta tha lowoatlwt af proficimcy; 5 tfM highest 

Source: U.S. Department of Education. National Center for Education StotiBHcfi, Nationa] Adult 
Literacy Survey, 199Z 



)E-G.-10'97(WED) 13̂ 48 P-OH 

Following the NALS release, policymakers and adult literacy workers 
were eager to find out exactly what these numbers meant to their own states, 
counties, and cities. They wanted to know where their adult population stood 
and how far they had to go. They were especially curious about the scope of the 
problem for adults with the lowest level of literacy skills - thoee in the greatest 
need of remedial services. This report provides that information, and offers the 
beat eatimaHon of how many adults have low levels of literacy skills that these 
areas have ever had at their disposal. 

Through the efforts of researcher Stephen Reder of Portland State 
University, and made possible by the U.S. Department of Education's Office of 
Vocational and Adult Education's Division of Adult Education and Literacy, the 
National Institute for Literacy presents here an extrapolation of NALS data for 
states, counties, Congressional districts, and cities with adult populations over 
5,000. Dr. Reder used sophisticated statistical modeling techniques to calculate 
synthetic estimates of adult hteracy proficiency for these areas. (For details on 
the process, see "Frequently Asked Questions About Synthetic Estimates of 
Adult Literacy Proficiency.") 

It is the hope of the National Institute for Literacy tiuit presenting this 
new geographic breakdown of the lowest levels of adults' literacy abilities wUl 
fuel a discussion of and new ideas about lifelong leaming for all adults as the 
Q.'lsi century approaches. 

What is Lileracy in the 19908? 

As the world changes and the demands on individuals, families, and 
businesses increase, the definition of literacy also continues to shift. While 
concems about inadequate literacy skills are not new, the nature of the concerns 
is evolving. In the past, literacy was considered the ability to read and use 
printed materials at an extremely basic level. For example, during the mid-
1900'a, "functional literacy" was defined as possessing skills typically provided 
by a sixth grade education. By the 1970* s, the criteria for being considered 
"functionally literate" rose to a 10th to 12th grade education level. 

Today, adults need higher levels of basic skills to function effectively, and 
literacy is defined more broadly to include problem-solving and higher level 
reasoning skills, Literacy is a range of tools that help people help themselves -
and their children. It is not an end in itself, but a mearw to a better quality of 
life. In its 1991 National Literacy Act Congress defined literacy as: 

an individual's ability to read, write, and speak in English, 
and compute and solve problems at levels of proficiency 
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necessary to function on the job and in society, to achieve 
one's goals, and develop one's knowledge and potential 

NALS reflected this new concept of literacy. Rather than classifying 
individuals as either "literate" or "lUiterate," NALS created a Uteracy scale with 
five levels. This approach represents the true nature of literacy as a continuum. 
Thoae with the highest educaHonal skills were rated at Level 5; the lowest. Level 
1. The levels are based on an assessment of individuals' ability to perform real-
life literacy tasks that include completing forms, interpreting graphs and charts, 
and finding information in tevta. 

What Does "Level V Mean? 

The NALS found a total of 21-23 percent ~ or 4044 milUon of the 191 
million American adults - at Level 1, the lowest literacy level. Although many 
Level 1 adults could perform many simple tasks involving uncomplicated texts 
and documents, aU adults scoring at Level 1 displayed limited skills and an 
inability to use certain reading, vmting, speaking, and computational skills 
considered necessary for functioning in everyday life. 

A chart with details about what activities mot adults at Level 1 usually 
can and cannot perform successfully follows; 

SKILLS OF ADULTS AT LEVEL 1 

CAN USUALLY PERFORM 

Sign one's name 

Identify a coimtry in a short article 

Locate one piece of mformation 
in a sports article 

Locate the expiration date 
information on a driver's 
license 

Total a bank deposit entry 

CANNOT USUALLY PERFORM 

Locate eligibility from a table of 
employee benefits 

Locate intersection on a street map 

Locate two pieces of information 
m a sports article 

Identify and enter background 
information on a social security 
card application 

Calculate total costs of purchase 
from an order form 
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Why Focus on the Lowest Literacy Level? 

While we are concemed about the hteracy of all adults - particularly 
those at Levels 1 and 2, who face the most obstacles as a result of tiieir low basic 
skills -we consider those scoring at the lowest level (Level l) to be most urgentiy 
in need of nationwide attention. We want to emphasize that most of these adults 
are not illiterate and that they do have the ability to perform a variety of tasks 
that life requires of them. But the background data profiled in the original 
N A L S report clearly demonstrate that these adults terul to be at a great 
disadvantage in our society. They do not have the full raz\ge of economic, social, 
and personal optior« that are open to Americans with higher levela of skills. 

What Is the Impact of Low Literacy? 

Literacy is closely connected to the social problems related to poverty. 
Nearly half (41-44 percent) of all adults in Level 1 live in poverty. This contrasts 
with only four to eight percent of those at the two highest literacy levels. 

IMPACTS O F L O W L I T E R A C Y 

• Workers who lack a high school diploma eam 60 cents for every dollar 
earned by a high school graduate, and 34 cents for every dollar earned by a 
college graduate. 

• Three out of four food stamp recipients performed in the two lowest literacy 
levels. 

• Seven in 10 adults in prison performed in the lowest two literacy levels. 

• Adults on welfare who have stronger literacy skills become self-sufficient, on 
average, several years sooner than those with low literacy skills. (Source: The 
Urban League) 

The Future of Literacy and Public rolicy 

Americaiw can and should be doing more to address these basic 
educational needs. Nationally, fewer then 10 percent of the adults who could 
benefit from literacy programs are currenfly being served. Public policies 
created at the state, local, and federal level hove a tremendous impact on the 
number of people served and the overall quality of programs. In addition to the 
most urgent needs ~ more fimding, better coordination among service 
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providers, and greater collaboration with a range of other services - the quality 
of programs could be improved through better teacher and tutor training; 
greater availabiUty of essential support services, such as child care and 
transportation; and higher quality instructional materials that include new 
technologies. 

The literacy skills of American adults and families affect every other 
aspect of American life, and the education, labor, human services, and health 
care commimities have begun to think about literacy across agency lines. But 
much more attention is needed. One thing is certain: our success as a nation 
demands basic literacy skills for all. As an adult literacy student in Jacksorv 
Mississippi explains, "Witiiout an education in the year 2000, we the people will 
be in serious trouble. Because now everything is moving forward fast and 
without an education you will be moving nowhere." 
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The State of 
^ Literacy in 

mf̂ ^ America 
i n d i v i d u a l States 

A l a b a m a 
A laska 

A r i zona 
Arkansas 

C a l i f o m i a 
C o l o r a d o 

C o n n s c t i c u t 
D e l a w a r e 

D i s t r i c t o f C o l u m b i a 
F lo r i da 

q e o r g i a 
H a w a i i 

I d a h o 
I l l i no i s 

I n d i a n a 
I o w a 

Kansas 
K e n t u c k y 
Lo ids lana 

M a i n a 
M a r y l a n d 

Massachuse t t s 
M i c h i g a n 

M i n n e s o t a 
M iss i ss ipp i 

M i s s o u r i 
M o n t a n a 
Nf lb raska 

Nevada 
N e w H a m p s h i r e 

N e w Jarsey 
N o w M e n c o 

N e w York 
N o r t h Caro l i na 

N o r t h D a k o t a 
Oh io 

O k l a h o m a 

P«rcen4ago e f A d u l t P o p u l a t i o n a t Lava l 1 U t a r a c y 

T 1 J % 

23.3 K 

2 M « 

19.1% 

1*4% 

Z 1 . 1 % 

20.ZH 

M Z4.4't 

21J 

'.7% 

31 .S% 

u.^% 

cm 10% 20% 30% 40% 50% 60% 70% 
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Individual States (cont.) 

Oregon 
Pennsylvania 
Rhode Is land 

South Carol ina 
South Dakota 

Tennessee 
Texa.'s 
Utah 

Vormont 
Virginia 

Wash ingtan 
West Virginia 

Wisconsin 
W y o m i n g 

Percentage of Adul t Papulat ion at L B V B I 1 Uterecy 

1S.4 

i3.a« 

H Z 4 . r . 

20.S» 
• u.«% 

0% 10% 20% 30% 40% 50% 60% 70% 
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New York 
24.4% of adult population 

is at Level 1 Literacy 

Congressional Districts 

District 1 
District 2 
District 3 
District 4 
D is t r i c ts 
District 6 
District 7 
fUctrfct a 
District 9 

District 10 
District 11 
District 12 
District 13 
District 1d 
District 15 
District 16 
District 17 
District 19 
District 19 
District 20 
District 21 
District 22 
District 23 
District 24 
District 25 
District 2fi 
District 27 
District 28 
Distr ict 29 
District 30 
District 31 

Percentago o f Adul t Populat ion at Level 1 Uteracy 

0% 10% 20% 30% 40% 50% 60% 70% 
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^ _ 
C o u n t i e s (with adult populations of at least 5,000) 

tarcentage of Adult Population at Level 1 Literacy 

Albany County 
Allegany County 
Broome County 

Cattarauaus County 
Cayuga County 

Chautauqua County 
Chemung County 
Chenango county 

Clinton County 
Columbia County 
Cortland County 

Deleware County 
Dutchess County 

Erie County 
Essex County 

Tronldin County 
Fulton County 

Genesee County 
Greene County 

Herkimer county 
Jefferson County 

Kings County 
Lewis County 

Uvlngston County 
Madison County 
Monraa County 

Montgomery County 
Nassau County 

New Vbrk County 
Niagara County 
Oneida County 

Onondaga County 
Ontario County 
Orange County 
OHaans County 
Oswego County 
Otsego County 

Putnam County 
Renneelaer County 

Rockland County 
Saratoga County 

Schenectady county 
Schoharie County 

Schuyler Countv 
Seneca County 

St. Lawrence County 
Steuben County 

Suffolk Cotmty 
Sullivan County 

Tioga County 
Tompkins County 

Ulster County 

70% 
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Counties (cont.) 
Percentage of Adult Population at Level 1 Literacy 

UVaiven County 

Washington County 
Wayne County 

Westchester county 
Wyoming County 

Yates County 

0% 10% 20% 30% 40% 50% fi0% 70% 

M u n i c i p a l i t i e s (with adult populations of at least 5,000) 
Percentage of Adult Population at Level 1 Literacy 

Albany city 
Aiden town 

Amherst town 
Amsterdam city 

Arcadia town 
Arlington CDP 

Auburn city 
Aurora town 

Babylon town 
Babylon vil lage 

Baldwin CDP 

Batavia dty 
Bath town 

• a y snore CDP 
Pea«on «ity 

Bedford town 
Beekman town 

BOllmore CDP 
Bethlehem town 

Bethpage CDP 
Binghamton crty 

Blooming Grove town 
Brentwood C D P 

Brighten town 
Bronx borough 

Brookhaven town 
Brooklyn borough 

Brunswick t o w n 
Buffalo city 

Camillus town 
Canandaigua city 

Canton town 
C a M i a l t o w n 
Catskl l l t o w n 

Centereach CDP 
central isllp C D P 

C h e e k t o w a g a town 
Chenango town 

Chill town 
Cicere town 

l « . tH 

11.7% 

13 .M 

I 15J1, 

10.3% 

U.2% 

11.7% 

13.21 

10.7% 

0% 

11.1% 

B.2% 

n.»% 

12.9% 

i9.a% 

10.3% 

IS.:!% 

40.5% 

10% 20% 30% 40% 50% 60% 70%y 
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Municipalities (cont.) 

Clarence t o w n 
c la r l i s town t o w n 

Clay t o w n 
Cl i f ton Park t o w n 

Cohoes city 
Colonle t o w n 

C o m m e c k CDP 
Cop iague CDP 

C o r a m CDP 
C o m i n g city 

c o m w a l l t o w n 
Cort land city 

Cor t iandt t o w n 
De Witt t o w n 

Deer Park CDP 
D e p e w vi l lage 

Dix Hills C O P 
Dryden t o w n 

Dunkirk city 
E a s t PIshkMI t o w n 

E a s t Oreenbush t o w n 
E a s t Hampton t o w n 

E a s t Isllp CDP 
E a s t M a s s a p e q u a CDP 

^ s t M e a d o w CDP 
E a s t Northport CDP 
E a s t Patchogue CDP 

E a s t Rockaway vi l lage 
Eastchester CDP 

Eas tchas te r t o w n 
E l m a t o w n 
Elmira elty 

E lmont CDP 
E l w o o d CDP 

Endleott vi l lage 
Endwe l l CDP 

E v a n s t o w n 
Fal rmount CDP 
FallBburg t o w n 

Farmington town 
Farmlngvl l le CDP 

Fishklll t o w n 
Floral Park vi l lage 

Fort Drum CDP 
Frankl in Square CDP 

Fredonia vi l lage 
Preoport vi l lage 

Fulton city 
Qarden City vi l lage 

Gates t o w n 
Oates-North Gates CDP 

Geddes t o w n 

"A 
Percentoge of Adul t Populat ion at Level 1 LKeraey 

1>.0% 

U.5% 
I IT 1% 

1 S J % 

1-9 I, 

.8% 

11.S1 

30.1% 

ia>4% 

1% 

10.5% 

10.3% 

0% 

M.t% 

10% 20% 30% 40% Sfl% 60% 70% 
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Municipalities (cont.) 

Geneva city 
German Flatts town 

Glen Cove dty 
Glens Falls city 
GlenviRe town 

Gloversvine dty 
Goshen town 

Grand Island town 
Greece CDP 

Greece town 
Greehburgh town 

Greenlawn CDP 
Guilderland town 

Halfmoon town 
Hamburg town 

Hembwrg village 
Harrison town 

Hauppauge CDP 
Havarstraw town 
Hempstead town 

Hempstead village 
Henrietta town 
Herkimer town 

Hicksvllle CDP 
Highlands town 

Holbraok CDP 
Holttvllle CDP 

Horseheads town 
Huntington CDP 

Huntington Station CDP 
Huntington town 

Hyde Parii town 
Irondequolt town 

Isllp CDP 
Islip town 
Ithaca city 

Ithaca town 
Jamestown city 

Jefferson Vailey-Verktown CDP 
Jericho CDP 

Johnson CHy village 
Kenmore village 

Kent town 

Kings Park CDP 
Kingsbury town 

Kingston city 
larklend town 

La Grange town 
Lackawanna dty 

Lake Ronkonkoma CDP 
Lancaster town 

Lancaster village 

Pereantage of Adult Population at Level 1 Uteracy 
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Municipalities (cont,) 
Percentage of Adult Population at Level 1 Uteracy 

Latham CDP 
Le Ray town 

Levittown CDP 
Lewisfaom town 

Lewiston town 
Lindenhurst village 

Lockport city 
Lockport town 

Long Beach city 
Loudonville CDP 
Lynbrook village 

Lysander town 
Malon* town 

Malta town 
Mamaroneck town 

Mamaroneck village 
Manhattan borough 

Manlhis town 
Massapequa CDP 

Massapequa Parle village 
Massena town 

Massena village 
Mastic Beach CDP 

Mastic CDP 
Medford CDP 
Melville CDP 
Merrick CDP 

Middletown city 
Milton town 

Mineela village 
Monroe town 

Monsey CDP 
Montgomery town 

Moreau town 
Mount Pleasant town 

Mount Vemon city 
Nanuet CDP 

Nesconset C D P 
New Cascel CDP 

New Castle town 
New City CDP 

New Hartford town 
New Peitx town 

Now Roeholle city 
New Windsor town 

New Ybrkcity 
Newburgh city 

Newburgh town 
Niagara Falls city 
Niskayuna town 

North Amityville COP 
North Babylon CDP 

B0% 7Q«A 
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Municipalities (cont.) 

North Bay Shore CDP 
North Benmore C D P 

North Cestle town 
North Greenbush town 
North Hempstead town 
North Undenhurst CDP 
North Massapequa CDP 

North Merrick CDP 
North New Hyde Park CDP 

North Tonawanda dty 
North Valley Stream CDP 

North Wantagh CDP 
Oceanside CDP 

Ogden town 
Ogdenslnirg city 

clean city 
Oneida city 

Oneonta city 
Onondaga town 

Orangetown town 
Orchard Park town 

Osslning town 
Ossining village 

Oswego city 
Owego town 

Oyster Bay town 
Parma town 

Patchogue vlllage 
PoaH River CDP 

Peekalcill city 
Pelham town 

Penfield town 
Pertnton town 

PittSford town 
Plainview CDP 

Plattsburgh city 
Plattsburgh town 

Pomfret town 
Port Chaster vlllage 

Pert Washington CDP 
Potsdam town 

Potsdam village 
Poughkeepsle city 

PouHhkeepsie town 
queens borough 

queensbury town 
Ramapo town 

Ridge CDP 
Rivarhead town 

Rochester city 
Rockville Centre village 

Roessleville CDP 

Percentage of Adult Population at Level 1 Literacy 

1 0 J % 

11.4% 

26,1% 

104% 

11.0% 

19.0% 

21.5% 

0% 10% 20% 30% 40% 50% 60% 70% 
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C Municipalities (cont.) 
Percentage of Adult Population at Level 1 Literacy 

Rome city 
Ronkonkoma CDP 

Roosevelt CDP 
Rotterdam CDP 

Rotterdam town 
Rye dty 

Rye town 
Salina town 

Salisbury CDP 
Saratoga Springs city 

Saugertles town 
Sayville CDP 

Scarsdale town 
Schenectady city 

Schodack town 
seaford CDP 

fittlden CDP 
Setauket-East Setauket CDP 

Shawangunk town 
Shirley CDP 

Smithtown CDP 
Smithtown town 

Somert town 
South Farmingdale CDP 

Southampton town 
Southeast tawn 
Southold town 

Southport town 
Spring Valley village 

St. James CDP 
Staten Island borough 

Stony Brook CDP 
Stony Point CDP 

Stony Point town 
Suffem village 
Sullhran town 
Sweden town 

syosset CDP 
Syracuse city 

Tarrytown vlllage 
Terryvllle CDP 

Thompson tovim 

T o n a w a n d a C D P 

Ttonawanda dty 
Tonawanda town 

Troy city 
Ulster town 
Union town 

Unlondale CDP 
Utica city 

Valley Stream vlllage 
Van Buren town 

10% 70% 
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Municipalities (cont.) 

Vestal town 
Wallklll town 
Wantagh CDP 

Wapplnger town 
Warwick town 

watertown city 
WatenHlet crty 

Wawarsing town 
Webster town 

West Babylon CDP 
West Hempstead COP 

Wast Isllp CDP 
West Seneca town 

Westbury village 
Wheatf leld town 
White Plains city 

WhitestOMm town 
Wilton town 

Woodmere CDP 
Yankers city 

Vbrlttown town 

Percentage of Adult Population at L^vel 1 Literacy 

0% 10% 10% 90% 40% 50% 60% 70% 
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The State of Literacy in America: New York 
Level 1 Adult Literacy Rates, by County 

ce; U.S, OepartmenT or educorion 
Ion of Adu(f Education and Literacy 

Percen tage o f adu l t popu la t ion 
wi th Level 1 Literacy ^l l ls 

30.0% or greater 
20.0K t o 29 9 « 
15.0% to 19.9% 
10.0% TO 
9.9% or tOM 

(4) 
(4) 

(32^ 
(20) 
0> 

• no estimate ovallablo (1) 
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The State of Literacy in America: New York 
Level 1 Adult Literacy Rates, by Congressional District 

rce: U S. Department of education 
Slon of Adult Education and Literacy 

Percentage of adult population 
witti Level l Literacy skills 

30.0% or greater 
20.0% ta 29.9% 
lS.O%to 19.9% 
10.0% to 11.9% 
9,9% or loss 

(8) 

C12) 
(5) 

• no ssHmate ovUable (0) 



MEMORANDUM 

TO: TOM FREEDMAN, MARY SMITH 

FROM: DREW MYLER 

RE: ISSUES FROM WEEKLY AND MONTHLY MAGAZINES 

DATE: DECEMBER 12, 1997 

MAGAZINES CONSULTED: Business Week (December 15), U.S. News & World Report 
(December 15), Newsweek (December 15), TTie Economist (December 6), The New Republic 
(December 15). 

ATTACHMENTS: Table of contents for all of the above; "A Matter of Faith," Newsweek. 
December 15; "Investors Beware: Chop Stocks are on the Rise," Business Week, December 
15; "Toyota's Green Machine," Business Week, December 15; "The Cat Sat on the Tarn," 
Business Week, December 15; "Tragedy in a Small Place," Newsweek, December 15; 
"Road Runner v. Coyote," U.S. News & World Report, December 15. 

"A Matter of Faith," Newsweek, December 15, pp. 49-54 
More and more interfaith couples are springing up across the country. As they raise 
their families, questions arise regarding the children's faith. "As these families raise 
their children, they are creating, in effect, a new form of religious identification in 
America, analogous to the 'mixed race' category that some people want to add to 
census forms." From Jewish-Catholic couples to Hindu-Christian, each family deals 
with these questions on a daily basis. 

"Investors Beware: Chop Stocks are on the Rise," Business Week, December 15, pp. 112-128 
"Vast, interlocking networks of brokers are managing to obtain shares in hundreds of 
companies at dirt-cheap prices and are unloading them on the public. Among the 
people who make their living by pushing them on the public, the rogue brokers and 
stock promoters and mobsters, there's a name for these stocks: chop stocks... This is 
a problem that goes well beyond the Mob on Wall Street." 

"Toyota's Green Machine," Business Week, December 15, pp. 108-110 
Toyota's environment-friendly Prius makes its debut in Japan this week to varying 
reactions. Critics claim that the underpriced vehicle (at $16,900, its price is half as 
much as its cost) will not sell, resulting in more than $100 million losses per year for 
Toyota. However, the car uses "a gasoline engine and electric motor to cut emissions 
dramatically and get as much as 28 kilometers per liter— equivalent to 66 miles a 
gallon." The Prius poses a possible pollution solution to concems raised in Kyoto, 
Japan, at an intemational summit on global warming held in early December. 



"The Cat Sat on the Tarn," The Economist, December 6, pp. 91-92 
A new study at the University of Califomia, San Francisco reinforces psychologist 
Paul Fallal's hypothesis from 20 years ago - that "children might learn to read better 
if they could be taught to hear better... Children must hear the basic sounds, or 
phonemes, of their language before they can become skilled readers... All this 
suggests that a problem with hearing or processing speech could be the underlying 
cause of dyslexia." 

"Tragedy in a Small Place," Newsweek, December 15, pp. 30-31 
Police continue to investigate into the horrific high-school shooting in Paducah, Ky. 
14-year-old Michael Cameal walked into Heath High School last Monday morning 
and randomly opened fire on a group of students involved in a prayer session, killing 
three and wounding five more. No particular motive is evident; Carneal's response to 
questions asking why is, " I don't know;" the boy did not have a dysfunctional 
upbringing, knew the prayer group leader well, and was apparently friends with one 
of the three victims. Meanwhile, the town works to heal its wounds, and to forgive 
Michael for his act. 

"Road Runner v. Coyote," U.S. News & World Report, December 15, pp. 58-59 
As the Justice Department slowly brings the Microsoft case to court. Bill Gates and 
his Microsoft crew continue to rake in the cash from the cause of the commotion. By 
"requiring computer makers to bundle [Intemet browsing program] Explorer along 
with the Windows 95 operating system," Microsoft threatens to topple Netscape's 
stronghold on Intemet browsing. The DoJ believes the marketing scheme is a 
violation of a 1995 consent decree. However, "that's not to imply Microsoft is guilty 
of anything more than shrewd marketing. Whatever the outcome, the case highlights 
the inadequacies of an antitrust system first created more than 100 years ago." 

"Living Longer - And Staying Fit," Business Week, December 15, p. 30 
Life expectancy in the U.S. has reached an all-time high at 75.9 years. "Aside from 
a continuing decline in infant mortality (34 straight years), a major factor behind the 
rise in life expectancy has been a relatively sharp drop in mortality rates among men 
65 and over since 1990— a period during which the mortality rates of older women 
have hardly budged." Healthier lifestyles have also contributed to Americans' 
longevity. 

"Outlaw Online Betting? Don't Bet On It," Business Week, December 15, p. 44 
While lawmakers will be considering legislation to make Intemet gambling illegal, 
casinos are scrambling to develop their own technology. "'We'd be crazy not to view 
this as an opportunity for the company,' says Phil Cooper, a vice president with 
Caesars Palace in Las Vegas." Instead of making online gambling illegal, Australian 
politicians are trying to regulate the process. "'The attitude here is that it's going to 
happen, so we may as well be in the best position when it does,' says Michael 
Toohey, managing director of Australasian Gaming Specialists in Sydney." 
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Investors beware. In the latest scam 
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11fe\all-Ajrifericari holiday in 
this age of intermarriage: 

; ; y Mom's in church, 6ad's in 
temple. What do they teach 
th^kids? By Jerry Adler j f 

A Matte r 
Of Faith "•• 1 . ^ " RIVING HOME FROM THANKS-

I giving dinner in New London, 
I ^ Conn., to Spericertown, N.Y., 
I I the Kirsch family talked about 
I M the tree. They've had one 
™ every Christmas since Clau­

dia Ricci and Richard Kirsch got married in 
1978—even though a rabbi helped marry 
them, and even though their three children 
are being raised as Jews and even though 
Claudia herself, baptized a Roman CathoHc, 
became a Jew eight years ago. Over that time 
the tree has come to seem increasingly out of 
place in their home. "How would I feel if the 
rabbi saw this?" Ricci wondered. 
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Two Services 
On Sunday 

But in the car, Lindsay, 
11, remembered coming 
down the stairs on a week­
end moming to watch TV 
by the twinkling Ughts, and 
her younger brother, Noah, 
who started out the trip op­
posed to a tree, said quietly, 
"Couldn't we just have a Ut­
tle one?" Of all the difficult 
emotional, theological and 
f^mih'al issues raised by 
Ricci's conversion, this one 
alone remained unsettled. 
In one small part of Ricci's 
soul, it's Christmas, and she 
wants her tree. 

"There are many paths to 
God," Ricci's CathoUc mother complacently 
observed last month after participating in 
her granddaughter Jocelyn's bat mitzvah. 
But for most of the last 2,000 years, most 
people hved ia villages where those paths 
almost never intersected, and if they did, 
the outcome might as easily have been a 

holy war as a wedding. 
Their rehgious traditions 
did not prepare them for a 
society in which the hand- . 
some boy next door might 
be any of three different 
kinds of Cathohc, let alone 
a Shiite. 

We have always been a 
nation of seekers, and now 
not one bound by the reU­
gious &ult lines ofthe past. 
The proportion of Jews who 
married Gentiles, around 
one in 10 for the first half of 
the century, according to 
the American Jewish Com­
mittee, doubled by 1960, 

doubled again by the early 1970s, and in 
this decade has leveled off at just over 50 
percent. To put it another way, by some es­
timates one out of three American Jews 
Uves in an interfiaith household and faces 
some version of Ricci's dilemma every De­
cember. The comparable figure for Catho-

Ucs, according to a 1990 survey cited by 
psychologist Joel Crohn, an authority on 
mixed marriages, is 21 percent; for Mor­
mons, 30 percent, and for Muslims, 40 per­
cent Tliis year, when the first day of Cha-
nukah happens to feJl on Dec. 24, the 
December quandary may be especially anx­
iety-provoking. When Ricci's parents arrive 
for the traditional Christmas Eve dinner at 
her home, they may not see a tree, but they 
will unquestionably see a menorah. 

And as these ^milies raise their chil­
dren, they are creating, in effect, a new 
form of reUgious identification in America, 
analogous to the "mixed race" category 
that some people want to add to census 
forms. DiUp Viswanath and Carmen Guer­
ra, both doctors raised in New York City, 
were married twice on Labor Day week­
end—Friday night in a Hindu ceremony in 
Queens, and Saturday by a CathoUc priest 
in Manhattan. Carmen wore a sari for the 
Hindu service, which involved colorfiil rit­
uals such as circling a fire and pouring milk 
over the couple's joined hands. She wore a 

Christianity: Most interfaith couples, according to 
surveys, say they put up Christmas trees at home 
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white gown for the CathoUc ceremony, an 
occasion so decorous that it had to be held 
at the Plaza Hotel, because the church 
wouldn't allow Vivaldi to be played during 
the service. They plan to have children, 
DiUp says, and "we want to expose them to 
both religions." 

By the time they're in college, a Hindu-
CathoUc child will hardly be a novelty in 
this coimtry. Perhaps one of them might 
even many Rabia Asghar, the 3-year-old 
daughter of Cynthia and Tariq Asghar of 
Chicago, who is being raised in both her 
mother's Methodism and the Islam of her 
Pakistani-bom &ther. Or Karenna Mere­
dith, 2, who is leaming about God firom the 
perspective of her Mormon mother, Chris­
tine, and her CathoUc father, Tony, with a 
Uttle "firee-form prayer" adopted from both 
faiths thrown in each moming. "We're go­
ing to position it as 'Daddy Ukes this and 
Mommy likes that'," says Tom Clark, 35, a 
management consultant who was raised a 
Methodist in a Wisconsin farm town. His 
wife. Amy Rosenbaum Clark, 33, grew up 

Pledging 
TbeKids 

Jewish in New Jersey. Their 
4-month-old son, Graham, 
had neither a ritual Jewish 
circumcision nor a baptism, 
but a "dedication" at a Chi­
cago church, with a rabbi 
and minister in attendance. 
"He'll get exposed to both, 
and won't be overdosed in 
either," Clark says confi­
dently, like other parents 
raising their children in two 
fisdths, they expect him 
someday to look inside him­
self and find there either a 
Jew or a Gentile. 

Clark's system of letting 
Mommy's and Daddy's reU­
gions speak for themselves is less demand­
ing than the altemative of immersing the 
whole family in the practice of both faiths. 
This is the approach of Chicago lawyer 
Stephen Smith, 47, who was raised an Or­
thodox Jew, and his CathoUc wife, Eileen, 
46. The couplei, who are active in the large 

interfaith Support group 
that often meets at Old St. 
Pat's Church, aren't just 
"exposing" their children to 
both faiths. Smith insists; 
"we're raising them as both 
CathoUcs and Jews, and in­
sist that they do what they 
need to La our view, and lat­
er on it's Ukely that they'll 
make a selection." Bringing 
three children under the 
age of 11 to Jewish and 
CathoUc services every 
weekend "is very labor-in­
tensive, as you can imag­
ine," says Eileen. "We don't 
do soccer. We do church." 

And intellectually intense as well. Some­
times, she says, her 10-year-old daughter, 
Nora, will plaintively ask, "Can we not talk 
about reUgion tonight?" 

Raising children in two faiths promotes 
one of the most favored values of the Zeit­
geist, diversity. The problem is, the diversi-

Judaism: Chanukah, celebrating an ancient victory 
over assimilation, has blossomed in America 
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ty occurs within the same in­
dividual. Expecting children 
to choose between their 
mother's and Other's reU­
gions "puts them in the posi­
tion of rejecting one of their 
parents," says LesUe Good-
man-Malamuth, who was 
raised "as nothing" by her 
Jewish and Christian par^ 
ents and wrote a self-help 
book called "Between Two 
Worlds." "Children of intei-
marriage often feel they're 
not as good as their all-Jew­
ish or all-Christian cousins. 
They feel Uke damaged 
goods." Moreover, to be 
both Jewish and Christian is 
the theological equivalent of 
squaring the circle. Judaism 
and Christianity don't com­
plement each other, they ex­
clude one another. You can­
not beUeve in salvation by 
Christ i f you're still awaiting 
the Messiah. 

The position of organized 
Jewry, according to Steven 
Bayme ofthe American Jew­
ish Committee, is that "we 
would rather that children 
were raised in one &ith, 
even another one, than in 
both." For Beth and Michael 
Berkowitz of Sudbury, 
Mass., the moment of tmth 
came when their son Jared 
raised his hand at temple 
preschool to answer the 
teacher's question "Who 
loves you?" "Jesus," the tod­
dler repUed, which is what 
he'd been told at church the 
previous week. At their un­
affiliated "post-denomina­
tional" temple, where 60 
percent of new members are 
in inixed-&ith marriages, 
this was considered an 
amusing box pas rather 
than a scandal But the after­
math is that the Berkowitzes 
now go only to temple, and 
Beth, the daughter ofa Pres­
byterian pastor, has stopped 
attending church. 

Meanwhile, out of con­
cem for just that kind of con­
fusion, the Union of American Hebrew 
Congregations, representing Reform tem­
ples, passed a resolution in 1995 against 
enrolling children in temple school if they 
were also taking instmction in another reU­
gion. For the most assimilated ofthe three 
major branches of Judaism in the United 
States, this move was so controversial that 

Who Will 
Marry Us? 

former senator Howard 
Metzenbaum resigned 
from the organization's 
board in protest. 

Yoii might expect that 
most fiuniUes, &cing a 
tossup choice between Ju­
daism and Christianity, 
would opt for the majori^ 
religion, which also is the 
one with Santa Claus and 
the Easter Bunny. But 
Rabbi Lewis Mintz of 
Temple Beth Elohim in 
Acton, Mass., sees the oj>-
posite happening all the 
time. Hie religious identi­
ty of a Christian is defined 

by faith, he reasons. But Judaism, in Amei> 
ica, is a culture and an ethnic identification 
as weU. The Jewish partner in a mixed 
marriage will feel drawn to those elements 
and want to reassert his Jewishness. Tliat's 
what happened to Jeff Bomstein, a San 
Francisco lawyer, but with this difference: 
he was forced into becoming a better Jew 

by his wife, Veronica Sanchez. Veronica, a 
CathoUc, took a class in Judaism before 
thefr marriage in 1992, although she chose 
not to convert. At dinner the night before 
the wedding, she was apjelled to see that 
her future mothei>in-law didn't know the 
Hebrew blessing over the Sabbath can­
dles, which she had been forced to memo­
rize. She elbowed her fianc4 in the ribs. 
"How come you put me through this?" she 
demanded. When thefr son, David, was 
bom, Sanchez made Bomstein go back and 
releam all the stuff he'd forgotten firom 
Hebrew school. By the same token, Joan 
Hawxhurst, editor of Dovetail, a magazme 
for Jewish-Christian femiUes, beUeves that 
marrying a Jew has made her think more 
about her own Christianity. " I f I had 
married another United Methodist, it 
would have been really easy for me nev­
er to question what I did evety Sunday 
in church." 

Amazing how a child, or the prospect of 
one, evokes in people such strong, ahnost 
tribal, feelings of soUdarity. Sitting m 
church without her" family for Sunday 
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Buddliism: Depending on their 
tradition, some will celebrate 
Dec. 8 as the day the 

Buddha achieved enhghtenment 

mass, Sanchez feels very lonely. "When I 
see the Uttle altar boys, and realize my son 
will never be one, I feel a deep wound in­
side me." These emotions transcend even 
the most deeply held secular convictions. 
When Constance Baker, a Baltimore 
lawyer, told her college-age, son that, all 
things being equal, it wouldn't be so bad, if 
he could possibly arrange it, not to, please 
God, bring a Gentile fianc6e home from 
coUege, he exploded in outrage. "It was 
kind of the exact opposite of everything 
else she had tried to teach me, about valu 
ing people for what kind of person they 
are rather than by some label," Chuck 
Baker argued. His mother can't exactly 
dispute that but, by way of explanation, 
says the issue came up only recently, "as 
the children have grown older, and I've 
begim thinking about thefr famiUes. It oc­
curred to me that my son didn't know that 
I felt that way." If Chuck happens to fall in 
love with a Gentile gfrl, she notes, "con 
version is fine." 

But Baker's attitude is a long way from 
one that was common a generation or two 

A Double 
Header 

ago, when Jewish parents would, Uterally, 
rend thefr garments in mourning for a son 
ost to the Gentiles through intermarriage. 
Finding a rabbi to marry a mixed couple 
sometimes meant a trip to another city. 
But last year a survey of 325 American 
i3bbis by the Jewish Outreach Institute of 
the City University of New York found 
that acceptance of intermarriage was 
growfrig, dbeit very slowly. Even U per­
cent of Orthodox rabbis said they would 
refer a mixeid couple to a Reform rabbi to 
perform the ceremony. One possible ex­
planation for tfre shift: nearly three fifths 
ofthe rabbis themselves had relatives who 
had married Gentiles. 

The interfaith movement even has its 
own tnodel wedding cere­
mony, created 18 years ago 
by Father John Hester and 
Rabbi Charles Familant of 
San Francisco. (CathoUcs 
are allowed to participate 
in interfaith marriages un­
der a dispensation from 
thefr diocese, which re­
qufres the CathoUc partner 
to promise to try to raise 
the children as CathoUcs.) 
The ceremony retains cer­
tain reUgious customs, but 
"universalizes" them. Hie 
Jewish tradition of tram-
pUng a wineglass at the end 
of the ceremony is univer­
salized into a generic re­
minder of how grief and joy 
mingle in the world, (the 
Jewish interpretation more 
specifically evokes the de-
stmction of the Temple 
in Jerusalem in A.D. 70.) 
The deity invoked is the 
"Lord," a term that conven­
iently covers Jesus as weU 
as YahweL 

It isn't just Jews who 
have changed thefr atti­
tudes toward intermarriage. 
Growing up in the 1940s in 
a small town in Nebraska, 
the theologian Martin Mai^ 
ty recalls that "if a CathoUc 
married a Lutheran, they 
had to move out of town, 
because the hassles were 
just too mucL Before Vati­

can I I [1962-65] CathoUcs weren't allowed 
to go into another person's church; I've 
hesid couples say they weren't allowed to 
attend the baptism of thefr own children." 
Today, Marty says, mixed marriage "is not 
a big deal" among most American Chris­
tians. "Even if a staunch CathoUc marries 
a Methodist, there's ahnost a sigh of reUef 
by the femiUes that at least thefr child isn't 
marrying a druggy or a cult member." 
"Metho^ts and CathoUcs [share] a beUef 
in Jesus Christ," agrees the Rev. Eugene 
Winkler of Chicago Temple: First United 
Methodist Church, whose own daughter 
is married to a CathoUc. In contrast to 
CathoUdsm and Judaism, "for a Protes­
tant, religion is a necessary part of one's 

life, but it's not bound up 
so closely with who you 
are and who your fiiends 
are," Winkler says. But 
staimchly conservative 
sects such as Old Colony 
Meimonites and Missouri 
Synod Lutherans are less 
tolerant of intermarriage, 
and bom-again Christians 
usually insist on bom-
again spouses. "To me," 
Winkler frets, "the worst-
case scenario would be 
an evangeUcal Christian 
[wanting to marry] an Or­
thodox Jew." Experience 
suggests that he needn't 
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Islam: The holy month of Ramadan, a time of fasting 
and contemplation, begins this year on Dec. 30 

worry too much about the possibiUty. 
The amount of family strife and grief 

Americans have been spared by this trend 
toward tolerance is incalculable. But there 
is a price, at least for Jews. The traditional 
Jewish stricture against intermarriage grew 
out of the eiqierience of the Diaspora, when 
Jews were a tiny and persecuted minority. 
Tliey are still, for all thefr prominence in 
American Ufe, less than 3 percent of the 
population. When half of them marry 
someone outside the &ith, says ElUott 
Abrams, the president of the Ethics and 
PubUc PoUcy Center in Washington, D.C, 
and a former assistant secretary of state, 
"we're looking at a very dismal prospect" 
for long-term survival Abrams argues that 
secularized, ethnic Judaism—the kind that 
finds its highest e:q>ression in writing pro-
Israel letters to the editor of The New York 
Times—is a doomed exf)eriment. Only reU­
gious observance counts, and only about a 
quarter of interfeith couples, by his figures, 
raise thefr children as Jews. But the writer 
Gabrielle Glaser, who studied intermai^ 
riage in her new book "Strangers to the 
Tribe," concluded more or less the oppo­
site: that "a significant number of Jews who 
marry outside thefr faith are making seri­
ous efforts to 'pass on the reUgion and cul-

ture of thefr forefathers ... 
If the interfaith couples I 
met over the past three 
years are any measure, [Ju­
daism] wiU surely survive 
modem intermarriage." 

Jews, at least, share a 
history with Christianity, 
and most Americans have 
at least a passing familiari­
ty with the faith. But the 
misunderstandings that 
can arise when an Ameri­
can marries into a polythe­
istic reUgion make the 
Christmas-tree dilemma 
seem simple by contrast. 
As a matter of fisict, Ann 
and Rajesh, a couple from Maryland who 
didn't want to use thefr last names, don't 
have that problem because his family, 
which has Uved in America for years, has 
always had a Christmas tree anyway. On 
the other hand, Ann finds some Hindu 
practices strange and the statues of temple 
gods positively firightening. "Whenever I 
go to thefr temple," she confesses, " I just 
close my eyes and pray to Jesus." Islam is 
much closer to the religions most Ameri­
cans foUow than Hinduism, but it places a 

Following a 
SirigkPath;: 

high value on proselytiz­
ing—as Joe Miller, a non-
practicing CathoUc by birth, 
discovered when he an­
nounced his engagement to 
Rashda Buttar, a Chicago 
lawyer. On a courtesy visit 
to her familjr's mosque. 
Miller recalls, an uncle led 
him to a back room, handed 
him a Koran and a sheaf 
of papers in EngUsh and 
Andbic to sign, testifying to 
his conversion. MiUer de­
cUned, but it made for an un­
easy few months leading up 
to thefr wedding. 

But love is always hard, 
and people who have found 
it don't let go. Even ii , like 
JuUe Marcus of New York, 
marrying Alex Gomez, a 
CathoUc, meant that the cer' 
emony couldn't be pei^ 
formed by her fcither, a Con­
servative rabbL Even it, for 

I I Siona Carpenter, a Baptist in 
| i New Orleans, marrying the 

CathoUc Kenneth LaFrance 
on Easter weekend meant 
that her family couldn't have 
barbecue at the rehearsal 
dinner on Good Friday. 
Even i i , like Christine 
Meredith, she worries that 
she will not have eternal life 
with her husband, Tony, ifhe 
doesn't get around to joining 
the Mormon Church. 

Two days after Tlianksgiv-
ing, Claudia Ricci went to 
her synagogue to think and 
pray, and when she came 
home her mind was made 
up. There would be no tree 
this year. She would un­
doubtedly agree with Dan 
Josephs, one of the founders 
of Chicago's interfeith sup­

port group. Josephs, a CathoUc married to a 
Jew, once took his wife to a Good Friday 
service at his hometown and was mortified 
to hear the priest talk about how the Jews 
killed Jesus. Did marrying a Jew mean be-
trajTUg his love of Christ? "How can felling 
in love and getting married be a befra)ral of 
anything" he asks. 

Witli PAT WINGERT in Wasiiington, 
KAREN SPRINGEN in Chicago, BRAD STONE, 

JENNIFER LACH and JENNIFER TANAKA 

in New York, NADINE JOSEPH in San Francisco 
and CLAUDIA KALE in Boston 
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I 
11 has become almost rou-
Itine. On Nov. 13, the 
j U. S. Attomey in Brook-
I lyn charged 13 people— 

brokers, Mob associates, and 
officials of two brokerage 
firms—^with manipulating the 
prices of thinly traded micro-
cap stocks. On the same day, 
in New Jersey, federal au­
thorities announced a similar 
indictment. And then, on 
Nov. 25, came this bombshell: 
A federal grand jury in Man­
hattan handed up an indict­
ment charging 19 people with 
multiple counts of racketeer­
ing and securities fraud. 
Among the accused were 
stock promoters, alleged 
mobsters, corporate ofBcials, 
and six brokers at a firm that 
had managed to avoid the 
UmeUght, Meyers Pollock Robbins Inc. Not since the insider-
trading scandals of the 19808 has Wall Street faced such a 
sustained legal juggernaut. 

Throughout the multitude of charges in the assault on 
fraud in micro-cap stocks, there is one common theme. It's not 
just "pump and dimip" stock-rigging schemes, or financial-
statement fraud, or profiteering on hot initial pubUc offerings. 
Nor is the problem confined to what the public experiences— 
the ubiquitous, forked-tongue cold-callers. Bribery is another 
element, but not the crucial one. Neither is the Mob the 
common factor, though it feasts on this comer of Wall Street. 

Behind all the chs^es Ues a simple fact that has received 
surprisingly Uttle attention—even from regulators. Vast, in­
terlocking networks of brokers are managing to obtain shares 
in hundreds of compames at dirt-cheap prices and are un­
loading them on the public Among the people who make thefr 
Uving by pushing them on the pubUc, the rogue brokers and 
stock promoters and mobsters, there's a name for these 

Special Report 

INVESTORS 
BEWARE 

CHOP 
STOCKS 
ARE ON THE RISE 
An inside look at how scamsters are 
taking billions from small investors 

BY GARY WEISS 

stocks. It is brutally simple 
chop stocks. 

"Chop" is slang for spr 
—the difference between 
prices the brokerages pay i 
stocks and the prices 
which they are sold to th^ 
pubUc. In the world of 
"chop houses" that seU the 
stocks, the real spreads 
ten bear no relation to th^ 
numbers that appear oil 
stock-quote machines, 
the stock is obtained by 
brokers from corporate 
siders or of&hore accounts i 
a fraction of the price Ust 
on the quote terminals. ^ 
then sell it to the pubUc, i 
gaUy, at massive, undisdo 
markups. It's fi-aud of 
most fundamental kind. 
pubUc doesnt know that the^ 

are buying stocks that are worth nothing more than thî  
pennies sheUed out by thefr brokers. 

Tb regulators, this is a smaU if troublesome fringe of thî  
securities industry. Even Mob infiltration, they assert, 
"relatively isolated, and does not threaten the overall stab 
ity of our markets," as U. S. Attomey Mary Jo White : 
tained in a press conference on Nov. 25. But this is a 
that goes weU beyond the Mob on Wall Street. 
LOW RISKS. In fact, BUSINESS WEEK has found that chop 
stocks constitute a vast underworld of the securities ma 
kets—a $10 billion-a-year business that regulators and law i 
forcement have barely dented in thefr recent prosecutionsS 
Chop stocks are increasingly exploited by organized crime^ 
and for a good reason: The profits are huge, the chances of i 
carceration low. Guaranteeing the "chop"-^Jie immense 
it margins—requires cooperating networks of brokerage ; 
employing uncounted thousands of cold-caUers that are thei 
pubUc's main exposiu* to this world. Behind the cold-callersa 
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are an array of stock issuers, offshore accounts, and the 
barred brokers and stock promoters who are the middle­
men between brokers and companies. 

How serious is this problem? How is it being handled by 
regulators, in thefr well-publicized assault on smaU-stock fraud? 
Who are the players—the brokerages and stocks involved and 
the stock promoters who bring them together? BUSINESS WEEK 
sou^t answers to these questions in a six-month investigation 
involving interviews with present and former chop-stock bro­
kers and customers, review of massive quantities of pubUc 
documents and intemal records and tape 
recordings, and interviews with traders; 
clearing-firm executives, and current and 
former securities regulators and law-en­
forcement officials. 
BIG NAMES. One former chop-house exec, 
who requested anonymity, shared a ^^,^ojffe 
graphic tale of iUicit trading and pay- &f<?w(H.ont{l^ 
offs—including a bribe that he said was 
paid to a National Association of Securi- & ^ J ^ ^ ^ ^ 
ties Dealers examiner (page 118). Anoth- § 5 ^ ^ ^ ^ 
er broker provided BUSINESS WEEK with a ^V^T^ 'm?^ 
rare account of what he asserts was the 
purchase of a hidden stake in his firm ^ M ^ ^ ^ ^ ^ 
by a leading behind-the-scenes power in •{ uiSws^^-

t, M ! ^ * " ' ; ; * 

T 

Are Biokeis Being Paid Off 
To Sell These Stocks? 

' sources sav b 

bIMMEDIA 

i^GEIiP|^ 

the chop-house business—Jordan Belfort, 
former head of the now-defimct Stratton 
Oakmont Inc penny-stock house. Sources 
also painted a disturbing picture of al­
leged customer overcharges and trading 
abuses at Paragon Capital Corp., one of 
the largest dealers in micro-cap stocks. 
And other sources maintain, in allega­
tions being probed by regulators and 
state and federal law enforcement, that 
stock promoters dominated a Florida 
cold-calling operation run by the president of Meyers PoUock 
Robbins, the large micro-cap brokerage whose brokers were 
indicted on Nov. 25. Meyers Pollock declines comment on 
the indictments. 

What emerges is a shocking picture of a problem that 
has spun out of control. Among BUSINESS WEEK'S findings: 
• The bull market in chop stodcs has spawned a new gener­
ation of stock promoters, some still in thefr early 30s, re­
placing the Meyer BUnders and Robert Brennans who domi­

nated the heyday of 
penny stocks during 
the 1980s. The new 
promoters gain control 

over cheap stock, or dominate the markets for thinly traded 
stocks, and then push them on the pubUc, using crews of bro-
kera reporting to them. 
• The NASD and Securities & Exchange Commission's highly 
visible campaign against small-stock abuses and the recent 
spate of criminal prosecutions have failed to have a significant 
impact on chop houses. Although regulators have shut down 
a handful of cold-calling powerhouses, the vast majority of 
questionable firms—totaUng perhaps 200 nationwide, ac-

Special Report 

cording to state securities regulators— r̂emain untouched 
• Although officials have downplayed Mob infiltration of 
Street firms, the Mob remains a troublesome presence on Wall 
Street (page 130). 
• Payoffe to brokers have emerged as a commonplace method 
df bringing chop-stock companies into the marketplace. Some 
of the stoda that BUSINESS WEEK has identified as recent sub­
jects of broker payoffs are Usted here (table). None have 
been named in the recent prosecutions. 
• Some of Wall Street's best-known firms—notably Bear, 

Steams & Co. and Schroder Wertheim 
& Co.—dear trades for chop houses, pro­
cessing trading records that sometimes 
show massive commissions and excessive 
price markups. 

At the NASD and SEC, ofBcials say they 
are hard at work addressing the prob­
lem of smaU-cap fr^ud. And, they say, 
they have made great strides—particu­
larly in eUminating the large firms that 
used to be a nugor source of smaU-stock 
abuses. Testifying before the Senate in^ 
vestigations subcommittee late in Sep­
tember, NASD Regulation's head of en­
forcement, Barry R. Goldsmith, said he 
would "readily acknowledge that there 
are some dishonest individuals and firms 
in the securities business today." But they 
also have systematicaUy minimized the 
problem. In his Senate testimony. Gold­
smith asserted that "the problem firms 
represent a tiny portion of the more thap 
5,500 securities firms." 

By contrast, BUSINESS WEEK'S investi­
gation shows that chop stocks are a vast 
and growing industry. The NASD and SEC 

won't even hazard a guess on the scope of the problem. But 
according to people familiar with the business, chop stocks 
make up perhaps half the 85 milUon-share daily volume of the 
ore BiJletin Board, plus dozens of stocks on the NASDAQ 
SmaU Cap Market By that reckoning, there would be perhaps 
700 actively traded chop stocks on the ore Bulletin Board 
alone, and perhaps another 200 NASDAQ SmaU Cap stodu. 
With doUar volume of trading in domestic ore BuUetin Board 
stocks-^e shares not traded on NASDAQ or the exchanges-
exceeding $20 bilUon a year, the portion consisting of chop 
stocks might weU exceed $10 bUUon. 

Cheap stock is fiieUng the chop-stock explosion. Restricted 
or 'letter" stock, issued under Rule 144 of the securities 
laws, is commonplace at many perfectly legitimate companies 
as a way of rewarding key employees and giving them an eq­
uity interest—often in Ueu of a high salary. Stock and war­
rants are also issued to compensate consultants in Ueu of cash 
And stock issued overseas, under Regulation S of the secu­
rities laws, is a widely recognized way of raising capital for 
emerging companies. Reg, S stock is cheap for a simple rea­
son; Since it cannot be legally traded for two years, it is com­
monly issued at a steep discoimt. Rule 144 stock is cheap be-" 
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|little or no cost and also 
finust be held for one or two 
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The chop houses make 
Ithefr profits by simply break-
ling the law and getting that 
ptock on the market imme-
Jaiately "People violate the 
^restriction. [They] basically 
|iaunder it and dump it," says 
.;.:thi2 SEC's enforcement chief, 
•^ilUam R. McLucas. Another 
iform of abuse, he notes, in­
volves misuse of the rule al-
Ijowing companies to compen-
ŝate consultants with stock 

fiiiistead of cash—a rule that 
Iwas put in place to help 
pash-poor high-tech startups. 
T̂he "consultants" are often 

•̂ tock promoters. The Mey-
'ers Pollock indictment, for 
I'iexample, aUeges that stdck-
I'promoter "consultants" were 
issued shares and warrants 

one chop stock, much of 
which was iminediately 
[dumped on the pubUc. 

How does cheap stock 
lake its way to the cold-

.|callers? As told by chop-
||house brokers, one common 
|iiiethod is simple enough: 

Rule 144 stock certificates 
|iarry a legend marking it re-
j^tricted stock, and the leg-
;end can only be legaUy re-

I'lhoved at the end of the 
Ijholding period. Among the 
I'diop houses, however, the re- ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ 
istrictions 

gnored ^^^^^^WB^HHI^BB^BB 
ii ^and the "legend stock" is 

Uetin Board | traded in an iUidt black market. The stock is available at a 
sxchanges^ | cut rate because it cannot be legally sold to the pubUc If the 
iniir nf • stock is trading at $6 a share, the chop-stock house may 

I i'.buy it at $2.50—never reporting it in the daily runs to NAS-
• ; DAQ. They can swiftly trade it to another chop-stock house at 

|$3, making a swift profit. 
When the legend stock is sold to the pubUc, chop houses go 

w;for big profits. The price to the customer might be, say, $7 a 
Ishare. The official bid would be $6 bid and $7 asked. But the 
f actual cost to the brokerage is $2.50. The real, humongous 
•spread never appears on the stock-quote machines. 
i . If customers were to see the stock, they might reaUze 
that it's not supposed to be sold to the pubUc. So the chop 

Ihouses have a simple solution: They don't show the cus-
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OFFSHORE BANKS ARE REPOSITORIES 
FOR PROFITS REAPED BY CHOP HOUSES 

|tomers the stock. The shares are only a book entry. 

The illicit nature of the 
stock is one reason shady 
brokers are notoriously re­
luctant to execute sell orders. 
If the customers want to seU, 
or obtain the certificates, or 
transfer the shares to anoth-

. er firm, they are discouraged. 
If the customer insists oh 
seUing, the firm simply does 
another book entry and 
"washes" the stock into an­
other account^the broker­
age's own "house" account, or 
seUs it to an aUied firm. 

Whether the cheap stock 
originated overseas or from 
insiders, the procedure for 
getting it to the pubhc is the 
same (chart). According to 
brokers famiUar with the 
process, the massive profits 
are often spUt—in cash-̂ be-
tween the brokerages in­
volved. And the payments 
are often made in strip bars 
and other nontraditional WaU 
Street locales. 
BALM. Warrants are the oth­
er major chop-stock money-
making machine. Because of 
the leverage they afford, 
they become gold mines 
when the underlying stock is 
manipulated upward. They 
are often issued for pennies 
or no cost at all, making 
warrants a cheap way of 
compensating brokers and 
stock promoters. Warrants 

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ are also provided to favored 
investors in chop-stock deals, 
and sometimes are used to 

mollify imhappy chop-house customers. 
That is what aUegedly happened a couple of months ago to 

a customer ofa New York-based firm named PCM Securities 
Ltd. The customer, a CaUfomia resident who asked that his 
name not be used, had been m another stock sold to him by 
PCM that was a disaster. Tb make up ifor some of his losses, he 
says, PCM offered him warrants in an outfit caUed Medley 
Credit Acceptance Corp., which has filed for an initial pubUc 
offering of its stock but has not yet gone pubUc. The broker, 
he says, offered him the opportunity to buy the warrants, 
when the company went pubUc, for 15̂ —and assured him 
that the warrants would then be sold at $3. The customer 
says he was offered 15,000 to 20,000 warrants—a guaranteed 
profit of $45,000 to $60,000. PCM offidals did not retum re­
peated caUs requesting comment. The Miami phone number 
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STRIP BARS AND OTHER UNCONVENTIONAL LOCALES 
ARE OFTEN USED AS SITES FOR PAYOFFS 

for Medley—whose president is a PCM officer—has been dis­
connected. 

For chop houses, warrants are a form of cheap currency. 
But in order for them to have any future value, the under­
lying stock has to cUmb. In the case of the Medley deal, the 
stock would have to rise from its initial price of $5.50 to 
$8.65 a share. The abiUty to drive up share prices is crudal. 
That is where the stock promoter comes in. 

Stock promoters are the middlemen and fixers of the chop-
stock world. Investors rarely have contact with them. They 
put stock ini the hands of brokers, and on occasion they per­
form old-fashioned investor relations—^the "promote" in stock 

promoter. But when 
Carol Ann KandeU, a 
bookkeeper at a 
college in Colorado, 

bought a stock caUed Java Centrale in 1995, she didn't come 
into contact with a promoter. It was simply on the seU Ust of 
her broker in a Long Island (N. Y.) office of Meyers PoUock 
Robbins— t̂he 160-broker national firm that had escaped at­
tention imtil the Nov. 25 indictments. 
"GOOD STUFF." Java was not a penny stock— ît went pubUc at 
$6 a share, $1 above the offidal definition of a penny stock. 
The broker "was always pitching that it was reaUy good 
stuff," says KandeU. And then—guess what? The stodc price 
dropped into pennies in the months that foUowed. 

Investors had no way of knowing that a stock promoter 
was pushing Java and a host of other stocks destined for the 
cellar. According to sources famiUar with his activities, the 
promoter was James Peter Minsky. In his file in the NASD'S 
Central Records Depository (CRD), the SĈ -yeai'-old Minsky has 
a typical record for a low-level chop-house broker. Minsky 
worked at 16 brokerages over a four-year time span, ending 
with a one-month stint at Westfield Financial Corp. in early 
1994. Among the firms where Minsky worked was Joseph 
Roberts & Co., a Chicago-based firm where, one former reg-

Special Report 

ulator notes, he worked closely with Claudio 
lodice—one of the stock promoters indicted 
on Nov. 25. Efforts to reach lodice and offidals 
of Westfield and Joseph Roberts for comment j 
were unsuccessful. 

Meyers PoUock appears nowhere in Min-
sky's CRD record. But according to people fa-1 
miliar with his activities, by 1995, Minsky was 
working at Meyers PoUock, pushing marginal [ 
stocks through Meyers Pollock brokers re-.| 
porting to him. In the chop-stock world, stockJ 
promoters are an intriguing amalgam—^partj 
investment banker, part stock retailer, andJ 
part investor-relations pubUcist. They oftenj 
have "crews" of brokers working for themj 
and often work dosely with chop-house execsil 
In Minsky's case, the venue in 1995 aUegedlyl 
was the Fort Lauderdale officie of Meyers! 
PoUock, which was run by the president of thej 
firm, Michael Ploshnick. Also working thereg 
sources have told investigators, were two alj 
Ued stock promoters—W. Fred BaUou and 
Leonard Ruge. 

Ploshnick denies that the three men pushed| 
stocks at Meyers PoUock. Minsky and BaUou 
could not be reached for comment, and the 
NASD declined to release the name of the at 
tomey representing Minsky in recent NASE 
discipUnary proceedings. Ruge's attomeyj 
Michael Bachner, says that "Mr. Ruge deniesj 
any involvement in the promotion of any 

^ ^ ^ ^ ^ stocks at Meyers PoUodc" 
According to one account of the stock-push-1 

ing process at the Fort Lauderdale branch, which was fur4 
nished to federal and state investigators, a typical manipula^ 
tion of a hot IPO would begin weU before the stock beg 
trading. Minsky and BaUou and the brokers reporting 
them, would work with other Meyers PoUock brokers to Und 
up as many other chop houses as possible to support th^ 
stock and increase the share price as much as they could. Bu| 
IPO or not, the stocks pushed by the brokers in that office i 
Meyers PoUock aU seemed to have one inevitable outcom? 
With one exception—& "vegetation management" firm caUe 
Aquagenix Inc.— t̂he stocks pushed by the brokers aU 
meted in the months to come. 
LUCKY INSIDERS. One IPO aUegedly handled by the Minsky| 
Ruge-BaUou crews at Meyers PoUock was Multi-Media 
rial Services Inc. That offering consisted of "units," ea 
made up of one share of stock and one warrant to buy ori|̂  
share for $5.60, with an initial offering price of $4 a unit. " 
a result of the enthusiastic seUing by Minsky's brokers 
others at other firms, the units ended the first day of ( 
on Apr. 13 at $5.75 a imit—a one-day profit of weU 
$500,000 for the handfial of brokers and insiders lucky enoug 
to trade the units on the opening day. The units are 
worth 70. 

The stocks aUegedly promoted by the three men at Meye 
PoUock were considerably more subistantial than the shej 
companies that were foisted on investors in the penny-st 
era. Aside from Multi-Media Tutorial and Aquagenix, ther 
were NuMed Home Health Care Inc., an Ohio-based horn̂ , 
care company, and American Resources Intemational 
Delaware, an energy exploration company. Others includeila 
Prptosource Corp. and Grace Development, which is headed| 
by Ruge. (In November, 1996, Ruge was arrested in an FB|| 
sting, accused of attempting to bribe an undercover agentj 
who was posing as a stockbroker. Bachner says Ruge is vig^ 
orously contesting the charges.) Officials of AquageniXi| 
NuMed, and Protosouree denied knowledge of the promotiori| 
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of thefr stock at Meyers PoUock, while officials of the other 
companies could not be reached. 

When Meyers PoUock's South Florida operations shifted 
from Fort Lauderdale to Boca Raton in May, 1995, sources 
say the Minsky crew did what stock promoters always do 
when offices close—they simply changed firms. The next 
stop was at the Miami offices of J. P. JClUgan, and then the 
Boca Raton office of Euro-Atlantic Securities Inc. A branch 
office of a firm caUed Brauer & Assodates opened up at the 

same location, with some of the same brokers, and, sources 
maintain, Minsky. At Brauer and Euro, his brokers aUegedly 
continued to push stocks, just as they had at Meyers PoUodc 
and other firms. An attomey for Brauer, John Kiefiier, con­
firms that Minsky worked briefly for Brauer in South Florida, 
but in a legitimate "investment-banking capadty." He de­
nied that Minsky had any role in retailing stocks. Efforts to 
reach officers of J.R MilUgan and Euro-Atlantic, which ceased 
operations in mid-1997, were unsuccessful. Minsky's odyssey 

t: 

J. 

ISt̂ < 
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COLO-CALLERS PERSUADE GULLIBLE CUSTOMERS TO BUY 
THE NEARLY WORTHLESS STOCK AT BLOATED PRICES 

through a succession of firms is an example of a phenomenon 
that has vexed regulators since the demise of the huge cold-
calling powerhouses. One ex-regulator notes that the NASD 
and SEC can lose track of the dozens of stock promoters who 
work behind the scenes. And even when regulators act 
promptly, it isn't always promptly enough. Take Euro-At­
lantic, which was expeUed from the securities industry last 
month. In this case, the NASD acted fafrly quickly—filing a 
complaint in March, 1997, only a few months after the trades 
that were the subject of thefr investigation. But by the time 
the firm was expeUed a few weeks ago. Euro had been out of 
business for four months. 

Regulators do not always act so swiftly, or at aU. For ex­
ample, in 1992 and 1993 the NASD became aware of possible 
payoffe to a 150-broker CaUfomia firm caUed LaJolla Capital 

According to an in­
temal NASD memo­
randum obtained by 

[ BUSINESS WEEK, NASD 
examinations found that the brokerage had accepted "due diU-
gence fees" and "investment banking fees" from companies for 
which it was a market maker. But the NASD never acted on 
those findings—^which offidals suspected were iUegal pay­
offs. A LaJoUa spokesperson, Janet Frazier, denied LaJolla 
had ever accepted payments for making a market in compa­
nies, but said the company continued to accept due diUgence 
fees— în retum for carrying out due diUgence on companies. 

The NASD'S Goldsmith says that, he does not know why the 
LaJoUa case was not pursued. But he observed that a feder­
al appellate court ruling in 1994—on aUeged payoffs to an­
other firm—^required the NASD to issue a formal rule banning 
such conduct before prosecuting payofe to brokerages. The 
ride was not issued untU last July. In the interim, he noted, 
the NASD did not pursue such cases. Gfoldsmith pointed out 
that the NASD fined LaJoUa in September for violating penny-
stock sales rules, in a decision tliat LaJoUa says it is vigor­
ously contesting. However, the recent action makes no men­
tion of payments from companies. 

Payoffs to brokers and brokerages by corporate officials 

Special Report 

and stock promoters are some of the 
most invidious practices in the chop-
stock business. How widespread are 
they? Regulators at the NASD mini­
mize thefr prevalence. "When you're 
taUdng about payments or bribes—^we 
take that very seriously. But to char­
acterize that as widespread, as sort 
of the practice or the norm, or as en- > 
demic, even to the smaU, micro-cap:'! 
stocks—we just dont see that," says : 
the NASD'S (Soldsmith. 

But former chop-house execs main­
tain that such payoffs are pervasive 
throughout the world of micro-cap 
stocks. Chop-house brokers say that: 
corporate offidals, directly or through^ 
intermediaries, frequently pay off hro^ 
kers to drive share prices upward, oil; 
to obtain offerings of thefr shares for 
listing on the ore BuUetin Board. At 
one brokerage, a former chop-housej 
manager maintains, every ore BuUetiii;; 
Board stodc offering involved a payofE 
"It's a very thin market, usuaUy| 
there's very Uttle on the buy side inii^| 
tiaUy— t̂hat's why they have to enlisiti 
the help of a lot of brokers to get the; 

^ ^ ^ ^ ^ ^ ^ ^ ^ buyers for these things," says one for 
mer chop-house broker. The brokers 

have the whip hand—and thus can demand payoffe. In on̂ ; 
case, according to the former chop-house offidal interviewe<}: 
by BUSINESS WEEK, even NASD examiners are not immunê  
from accepting payoffs. However, NASD officials contend that; 
they have heard no such aUegations—^which, they say, theŷ  
would promptly refer to law enforcement. 

One problem the NASD does pursue fafrly vigorously i$; 
common at chop houses—excessive commissions and markiiisl: 
But the cases they handle appear to be the tip of the icê i 
berg—and point up the sensitive role served by the Wall̂  
Street firms that process trades for chop houses. The firms of;; 
ten process trades that appear to show excess markups and. 
commissions—but insist that they are in no position to mori;̂  
itor the activities of the firms that trade for (Jiem. RegulatorB^ 
are studying ways of chipping away at this long-estabUsheolj* 
legaUy sanctioned "see no evil" poUcy—for often, there is a * ' 
of evil that passes through thefr trading systems. 
A LOT OF HEAT. In its recent prosecution of Euro-Atlanticji 
maricups of as much as 63% were alleged. The NASD complaint 
does not spedfy when the trades took place, but they appear; 
to have been in the latter half of 1996—at a time when the] 
trades were processed by Schroder Wertheim. A Schroder 
spokeswoman decUned comment on whether the firm waif, 
aware of the overcharges or even whether Schroder processedj 
the trades— t̂hough the spokeswoman said the firm "apparr 
ently" did so. * 

One firm that has been subject to substantial heat for its 
chop-house dearing activities—particularly at the now-dej: 
funct A. R. Baron— îs Bear Steams. Bear has been the dear?! 
ing agent for a host of chop houses, induding PCM Securitieŝ : 
Meyers PoUock, and another major dealer in smaU-companiJ 
stocks— P̂aragon Capital—^where, regulators have been told b î 
a former Paragon employee, massive overcharges have takai 
place. These charges are significant because Paragon is 
lieved to be one of the largest dealers, possibly the biggest, it. 
QTC BuUetin Board stocks. 

Intemal Paragon trading records from late 1994, whii 
were recently submitted to the NASD and were obtained b; 
BUSINESS WEEK, show apparently massive commissions. Sortie^ 
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Special Report 

were as high as 25% or more. One trade went as foUows: On 
Aug. 19, 1994, one customer bought 17,700 shares of Envi­
ronmental Ttechnologies USA Inc for $13,275. According to the 
trading records furnished to the NASD, as shown above, he 
paid a commission of $3,982.50—30%. Similar high commis­
sions were charged for trades that took place on other days 
that month. 

Accordmg to the trading records suppUed to the SEC by a 
former Paragon employee, customers were similarly over­
charged in a host of other stocks—Evro, Paramark Enter­
prises, Apogee Robotics, La-Man, Eco2, First Standard Ven­
tures, and quite a few others. There was no mdication that 
the firms had any knowledge of the overcharges. Repeated 
caUs to Paragon President Danny Levine for comment on 
these aUegations were not retumed. 

The trading records were routinely churned out by Bear 
Steams, which could 
have noted the size of 
the commissions at 
Paragon by making a 

simple calculation. Two former Paragon offidals, who were 
unacquainted with the former Paragon employee who submit­
ted the records to the NASD, said that the trading records 
show the magnitude of the commissions dearly and that they 
would be obvious at a glance. However, an official of a rival 
dearing firm—no friend of Bear—notes that there is "no. obUg­
ation of a dearing firm to look at anything Uke that." Bear 
Stearns's position is that it simply processed the Paragon trad­
ing records and did not review them. Asserts Bear Stearns's 
general counsel, Mark E. Lehman: "It is our view that the re­
sponsibility for determining markups and commissions is that of 
the introducing firm and not the dearing firm." According to 
Lehman, Bear Steams is stiU clearing trades for Paragon. 
"GRAVY." One former Paragon manager observed a nefarious 
practice that, he maintains, has been common at the New 
York headquarters of Paragon in recent years. According to 
this ex-manager, who personaUy witnessed the practice. 
Paragon would postdate and predate time stamps of trading 
tickets, to make markups as large as possible. According to 
this ex-manager, the scheme worked Uke this: A customer 

would buy 10,000 shares of a 
BuUetin Board stock when the 
market was $5 bid and $6 
asked. If portions of the order ' 
were fiUed at a lower price, the ;i 
order was supposed to be time-
stamped to . reflect that, and at 
the end of the day the orders 
are submitted to NASDAQ. The 
former manager maintains that 
Paragon would accumulate the 
stock during the day—paying, 
say, $5 for the first thousand; 
$5.50 for the next, and so on— 
and show the entfre order at; 
the highest price. "Everything 
else is gravy for the broker,'! 
says the ex-Paragon manager. 

No one seems to have sopped 
up the gravy that flows from, 
chop stocks more than Jordan 
Belfort, who founded the Strat^ 
ton Oakmont penny-stock bro-;; 
kerage in the 1980s. Just 35, he' 
is beUeved to be a milUonaireJ; 
many times over. "Investment; 
banker" was how Yachting. 
Magazine characterized him iii 
its May issue, in detailing the 

sinking of his 150-foot yacht, the Nadine. A pubUdty release 
from United FUm Distributors, one of Belfort's many enter-, 
prises, caUs him a "private investor." The (Queens (N. Y.) na­
tive is the executive producer of several of United's movies; 
which have titles such as Santa With Muscles. 

But there is another side to Belfort. According to nu-j 
merous chop-house execs and traders interviewed by BUSI­
NESS WEEK, Belfort has remained a hidden power whose m-! 
fluence in the chot>-stock world has hardly waned since h& 
sold his stake in Stratton and was barred for Ufe fiiom the se-̂  
curities mdustry by the SEC, nearly four years ago. (BeU:o4 
agreed to the ban without admitting or denying the SEC's al 
legations of securities fi^ud.) He has managed to retain hid, 
power and wealth while apparently remaining within th^ 
letter of his agreement with the SEC. Indeed, his name does 
not appear on a single scrap of paper assodated with an^ 
brokerage—except Stratton. * 

After he left Stratton, Belfort continued to draw vast 
sums from the firm—something that is currently being i^ l 
vestigated by Stratton's bankruptcy triistee, Harvey MiU^ 
Under a "noncompete" agreement that he signed with Strar 
ton in March, 1994, . Stratton agreed to pay Belfort a stat̂  
gering $180 miUion, payable in monthly instaUments of $1 mil; 
Uon. In return, BeUort could not open a competing brokerar^ 
The timing of the deal was fortuitous, to say the least^t v 
signed one week before Belfort was banned firt)m the secun̂  
ties business. The SEC ban, one state regulator observe8| 
was no doubt pending at the time the noncompete 
signed. Belfort and the former attomey for Stratton wli< 
negotiated the deal, Ira L. Sorkin, decUned comment, wit 
Sorkin citing attomey-cUent privUege. .: 

Belfort kept up his side of the bargain by keeping out;o: 
the securities business—at least on paper. Sources on We 
Street assert that BeUbrt continues to exert control, throii,' 
intermediaries, of some of the leading brokerages m the " 
cro-cap stock business. Among them are D. L. CromweU 
vestments, Monroe Parker Securities, and BUtmore Seci 
ties. AUegations of Belfort control are not new for Mo-
Parker—they were raised in 1992 by the NASD when the 
appUed for membership, notes Monroe Parker attomey .Bij 
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Singer. But Singer says that the NASD was satisfied that 
Belfort had no hidden role at the firm. Attomeys for BUtr 
more and D. L. CromweU deny that Belfort has any tie to 
the firms. 

But Amr "Tony" Elgmdy, head of a Fort Worth-based 
ffrm caUed Key West Securities Inc., has aUeged m court 
papers that Belfort bought a silent partnership in his firm ear­
ly in 1997. He maintains that the relationship feU apart after 
he resisted pressure by Belfort to open up an office m New 
York City to seU stock to the pubUc in the time-proven way, 
by high-pressure cold-calling. According to Elgindy, Belfort 
bought into his firm using a 
trusted associate named 
Robert LoRusso as a 
"front man." LoRusso and 
Belfort vigorously deny El-
gindy's aUegations. 

LoRusso and Belfort 
both maintain that Elgindy 
is no angeL Indeed, in Sep­
tember, Elgindy settled 
NASD charges of alleged 
trading abuses by consent­
ing to a fine and a one-year 
ban as prindpal of a bro­
kerage firm. He neither 
admitted nor denied the 
charges. The NASD com­
plaint aUeges that "Elgindy 
was suffering from severe 
mental Ulness" at the time 
of the trading abuses. El­
gindy maintains that was 
a reference to severe de­
pression. LoRusso also as­
serts that Elgindy misap­
propriated fimds and failed 
to disdose regulatory prob­
lems, which resulted in a 
suit by LoRusso to rescind 
his deal to buy into the 
firm. LoRusso's aUegations 
are denied by Elgindy, who 
settled the suit by agreeing 
to rescind the deal. 
PASSIVE? Although Elgindy 
is anything but an unbiased 
observer, his allegations 
support the assertion of 
choj^house brokere and 
traders that Belfort re-

CHOP HOUSES MOVE FAST AND MAY BE 
GONE WHEN CUSTOMERS COMPLAIN 

were Belfort favorites were Big City Bagels, Luma Net, 
Grand Havana Enterprises, and the company that was the 
subject of the possible Paragon overcharge—Environmental 
Ttechnologies. Elgindy says Belfort would sometunes supply 
brokers with cheap stock in the firms, which would be sold to 
customers at huge markups. Belfort says he legitimately 
owns shares in some of those companies but denies having ac­
cess to "cheap stock" in any. The chief executive of Grand Ha­
vana, Harry Shuster, says that he knows of no Belfort in^ 
volvement in the company for the past two years. Officials of 
the other companies did not retum phone caUs. 

Elgindy maintains that 
Belfort sometimes would 
wax sentimental about the' 
good old days at Stratton. 
And taped excerpts of 
those conversations, which 
Elgindy shared witli BUSI­
NESS WEEK, are reveaUng. 
In one conversation in De-: 
cember, 1996, Belfort spec­
ulated why one particular 
stock both men were short­
ing was doing so weU. 
"They're paying people of^" 
said Belfort. "They're defi­
nitely paying people off 
with stock. I know. I 
owned a very large OTC 
firm I made a zilUon 
doUars off my deals." 

In another taped conver­
sation, Belfort rnade a star­
tling disclosure. According 
to BeUbrfs taped account, a 
company called Builders. 
Warehouse Association 
Inc.—^which since has be­
come a unit of Osicom 
Ttechnologies Inc.—once of-; 
fered him a huge bribe in 
return for Stratton seUing 
the stock. Said Belfort; 
"This guy came to me, 
this... kid from Utah came; 
to me;...He offered me; 
three shares in Switzerland 
for every share I sold:...I 
had Uke 500 brokers,' 
Belfort continued. " I could 
have sold a zilUon shares.*;: 

mains a powerful presence in the chop-stock busmess. Ac­
cording to Elgindy, Belfort is a weU-capitaUzed short̂ seller of 
chop stocks—an adventurous brand of trading that is El-
gind/s specialty. But, say Elgindy and other sources familiar 
with Belfort's activities, Belfort also has had access to cheap 
stock in numerous companies and has pushed a host of stocks 

through retaU firms— 
particularly Monroe 
Parker, D. L. Crom­
weU, and BUtmore. In 

a phone conversation with Elgindy in December, 1996, that 
E l ^ d y taped, Belfort seems to imply that he is more than 
just a passive observer of activities on the Street. Referring 
to one stock deal, Belfort told Elgindy: " I have access to a lot 
of smaU firms." 

Elgindy and others famiUar with BeUbrt's activities main­
tain that Belfort has been a hidden power behind the retaU-
ing of a host of stocks. Among the stocks that Elgindy says 

Special Report 

Belfort dedined to discuss the aUeged bribe offer. Osicom andl 
Barry Witz, former chief executive of Builders Warehouse, didf 
not respond to requests for comment. | [ 

Whether Elgindy is a whistle-blower or a sore loser, on Ĵi 
thing is sure: The conduct that he describes is common in the | 
world of chop stocks. In thefr efforts to dean up the worid of J 
micro-cap stocks, the regulators have always seemed to be 
day late and a doUar short—or perhaps more accuratelĵ JI 
years late and bUUons of doUars short. Thefr efforts to crush! 
micro-cap fraud are weU-intentioned, sometimes vigorous—butl 
they have failed to put more than a dent in the problem. D r i ^ 
ving brokers out of the industry does Uttle good when theyl 
stay active behind the scenes. Shutting firms does Uttle gowj 
when other firms open to take thefr place. The money i^a 
simply too good: The indictment on Nov. 25, which alleges th^^ 
mvolvement of four ranking Mob figures in pushing a singKJ 
chop stock, proves that. And it is coming from a seeminglyt̂  
bottomless pit—the pockets of smaU mvestors. 
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Science & Technology 
CARS 

TOYOTA'S 
GREEN 
MACHINE 
The jazzy new Prius will help cut pollution, but 
will consumers start flocking to the showrooms? I t was Tbyota Motor Corp.'s most ex­

travagant product launch in years. As 
chimes soimded, huge video screens 
showed views of slcy and birds. A 

sporty compact car appeared on stage, 
and a broadcast voice summoned Tbyota 
President Hiroshi Okuda to take a ride in 
the Prius, the worid's first mass-produced 
car powered by a combination of gaso-
Une and electridty. Sbc-foot-taU Okuda 
squeezed into the bade of the Prius whfle 
Tbyota chief engineer T ĉeshi Uchiyama-
da drove the car sflently down a ramp to 
the baUroom floor of Tbkyo's ANA Hotel 

It was quite a spectade for just one 
new car among the score the giant auto 
maker has recently laimched. But with 
the Prius, which goes on sale in Japan on 
Dec 10, Tbyota was making a declaration. 
This is to be the first of a new generation 
of Tbyota cars whose engines wiU cut afr 
poUution dramaticaUy and boost fiiel effi-
dency to spectacular levels. Tbyota, in 
short, wants to launch and dominate a 
new "green" era for automobUes—and it 
wUl spend bUUons to do it. After con­
quering Japan, Tbyota plans to seU the 
Prius and other green cars in the U. S 

It's a big gamble. No carmaker has 
ever succeeded in seUing consumers en 
masse something they have never want­
ed to buy: cleaner afr. And ofl and gaso­
line prices are bumping along at record 
lows. Even in Japan, where a Uter of 
regular gas can cost as much as $1, car­
makers have trouble pushing higher fuel 
economy and lower carbon emissions. 

But Japan's major carmakers are ig­
noring the doomsayers. Tbyota at the 
moment leads the pack by making a se­
rious effort to mass-market the hybrid 
car, which uses a gasoline engine and 
electric motor to cut emissions dramat-: 
icaUy and get as much as 28 kUometers 
per Uter—equivalent to 66 mfles a gal­
lon. Honda Motor and Nissan Motor/ 
too, are developing hybrid cars. Toyota, 
Nissan, and Mitsubishi Motors have 
launched cars and sport utUity vehides 
that increase fuel effidency by as much. 
as 30% in controUed tests, and cut pol­
lution through direct-iiyection gasoline 
engines. "Green cars could be yet an­
other issue that puts Japan in a leader­
ship position," says Maiyann N. KeUer, 
an auto analyst for Furman Selz Inc 
in New York. 

The Japanese predict that gasoUne 
prices wiU rise worldwide and that pol-. 
lution and global warming wiU provoke 
govemments to enact tough measures to 
dean the afr. So Japan's auto industry is 
sheUing out about $2 bUUon every year 
on green-car research. When represen­
tatives from some 150 countries touched 
down in Kyoto on Dec. 1 for an inter­
national summit on global warming, Tby­
ota, Nissan, Honda, and Mitsubishi aU 
had a readymade forum for promoting 
thefr cars. 

The Big Three m Detroit and Ger­
many's carmakers are also spending bU­

Uons on elec 
rect-injectioi 
and hydrog 
(Jermans hs 
thefr direct 
But General 
EVl electric 
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A PEEK UNDER THE HOOD 
The Prius is powered by an internal combustion 
engine and an electric motor. They are 
designed to turn on and off indepen­
dently in a way that boosts efficien­
cy and cuts pollution. A power 
split device insures that power 
is delivered smoothly to the 
wheels and to the generator as 
the motor and engine turn on 
and off. The generator 
charges the batteries and 
serves as the car's starter. 
The inverter provides alternat­
ing current for the motor and 
direct current to charge the nick­
el-metal hydride battery. 
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"lions on electric and hybrid vehides, di-
ject-ii\jedion engines, methanol, ethanol, 
and hydrogen-powered fuel ceUs. TTie 
. Germans have had much success with 
•'thefr direct-iiyection diesel technology. 
But General Motors has leased only 288 
EVl electric cars after a year. 

Tbyota expects to seU more than 
1̂2,000 Prius models to Japanese drivers 

•!in the next year. Tb do that, it is charg-
lihg just $16,929 a car Rivals and ana-
iaysts say that's about $16,000 below the 
f^stimated cost of buflding the 
jj^us, but Tbyota insists it 

not losing money on the 
sars. Analysts figure Tby-
I'btâ s low-price strategy 
fynH generate annual losses 
|bf more than $100 mfl­
Uon on the new compact. 
liTciyota must seU an un-
llikely 250,000 Priuses a 
;!;year tb make a profit, 
'siys Christopher Redl, 
.Automotive analyst at DJG 

^Baring in Tbkyo. 'It's go-
ji^g to seU very weU," 
iiiys RM. "But thafs only because they 
^ are going to seU it at a loss." 
tjSppwER SPUT." Tbyota began develop-
• nig the Prius four years ago. The auto 

i imaker's chief engineer, Uchiyamada, pro-
f$osed a car that would be 30% more 
l^fiiel-effident. But Tbyota's head of re-
I 'search and development, Akihiro Wada, 
( •nixed that idea. Says Uchiyamada: "He 
S'taid our goal was too low and that we 
f'jwpuld have to increase fuel effidency 
,̂ y: two times." 
|; So Uchiyamada spent yet another 
;year researching what types of engines 
IcDuld meet such high standards. He con-
•Bidered electric motors. Another option 

fuel-ceU cars that run on hydro­

gen. But he suspected mass production 
might not be possible for another 15 
years. Uchiyamada finaUy settled on a 
hybrid system powered by an electric 
motor, nickel-metal hydride battery, and 
gasoline engine. 

It took Tbyota engineers two years to 
develop the power system in the Prius. 
The car is 
driven 

...•Was 

COST DILEMMA The Prius' retail price 
is $16,929, but building one of 
these cars may cost twice as much 

by both the gasoUne engine and electric 
motor, with a newly developed 1.5-Uter 
engine providing the primary power. 
When the engine is in use, a special 
"power spUt device" sends some of the 
power to the drive shaft, to move the 
car's wheels. The device also sends.a 
portion of the power to a generator, 
which in tum creates electridty Some 
of that electridty drives the motor, and 
some of it is stored in the batteiy for 
future use. 

The Prius can switch back and forth 
between motor and engine, or employ 
both, without creating a jerking mo­
tion in the way the car drives. The 
battery and motor are used to power 

the car at slow speeds. At normal 
speeds, the motor and engine work to­
gether to power the wheels, and at 
higher speeds the battery kicks in ex­
tra power. When the car decelerates 
and brakes, the motor converts the ve­
hicle's kinetic energy into electricity 
and sends it through an inverter to be 
stored in the battery. So the car's own 

movement as weU as the power fi^m 
the gasoUne engine provide the 

electricity needed. 
The energy created 

and stored by decelera­
tion boosts the car's ef­
fidency. So does the fact 
that the engine shuts 

down automaticaUy when 
the car stops at a Ught. 
Toyota claims that in 
tests, its hybrid car has 
boosted fuel economy 
by 100% and engine ef­
ficiency by 80%. The 
Prius emits about half 
as much carbon dioxide, 
and about one-tenth as 

much carbon monoxide, hydrocarbons, 
and nitrous oxide as conventional cars. 
I t also sports a futuristic look that 
Uchiyamada insisted on. 

Tbyota forecasts that hybrids wfll ac­
count for a thfrd of the world's auto 
market as early as 2005. But Japan's 
Ministry of Intemational Trade & In­
dustry expects 2.4 milUon altemative 
fuel vehides, induding hybrids, to roam 
Japan's back streets by 2010. 

Japanese carmakers believe that 
thefr govemment may soon teU them 
to slash carbon dioxide emissions by 
20% by 2010. They also take Ameri­
can pollution standards seriously. I t 
was Honda, not an American carmaker. 

•iip 

m mm. i i TARtlNG OUT The 
feasoline engine tifrns 

Jfcbriefly, but at low 
'̂jSjjeeds the electric 

I-jiiiptor alone powers 
;the vehicle. 

NORMAL DRIVING 
The gasoline engine 
now starts up while 
the electric motor, 
propelled by the gen­
erator, kicks in power. 

FULL-THROTTLE 
The battery powers the 
electric motor, which 
drives the wheels with 
the engine when the 
car accelerates. 

DOWNHILL/BRAKING 
The wheels power the 
generator, which pro-
duces electricity to 
store in the battery for 
future use. 

STOPPING 
When the car stops in 
traffic, the gasoline 
engine shuts off to 
reduce energy loss and 
eliminate exhaust. 

t TOYOTA MOTOR CORP I 
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that first sold low-emission vehicles 
across the U. S. this fall, with the new 
Accord. 

Many of Japan's innovations run the 
risk of becoming impressive technolo­
gies meant for the masses but actuaUy 
only bought by the eUte. Why buy a 
$16,000 Prius when a $13,000 CoroUa is 
more affordable? Tbyota has convinced 
only 1,862 of 43,332 Corona Premio buy­
ers to pay $866 more for its version of 
the dfrect-injection gasoUne engine. It 
doesn't help Tbyota that it is launching 
the Prius in the middle of a sagging 
domestic car market. 

The unfamiUarity of green technolo­
gy can also frighten consumers. The 
Japanese govemment sponsors festi­

vals where people can test drive al­
ternative-fuel vehicles. But some 
tumed down that chance on a rainy 
weekend in May because they feared 
riding in an electric car might electro­
cute them. 

The Japanese may face an even 
rougher ride in North America. 
Chrysler Corp.'s research shows that 
fuel economy ranks 19th among reasons 
to buy a car, right after "quaUty of the 
air-conditioning." Environmental con­
cems are fiirther down the Ust. Yet the 
Japanese press on. From 2010 on, Mit­
subishi says, it wiU only sell cars pow­
ered by direct-iiyection gasoUne engines 
in Japan. Such vehides now account for 
ahnost 40% of Mitsubishi's sales. Tbyota 

wiU soon introduce two new recreation­
al vehicles with gasoUne dfrect-injection 
engines. Nissan is launching the Leop­
ard sedan powered by a direct-injection 
gasoline engine. 

The efforts of Tbyota and its Japan­
ese competitors may be folly. Then 
again, many skeptics thought the Japan­
ese would never succeed in selling fuel-
efficient automobiles 20 years ago. If I 
the Japanese are right about the hidden | 
potential of hybrid cars and other green 
technologies, thefr rivals in Detroit and 
Germany may have to play a costly 
game of catch-up. 

By Emily Thornton in Tokyo, vnth 
Keith Naughton in Detroit and David \ 
Woodruff in Frankfurt 
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The cat sat on the tarn 

As many as 15% of children may have dyslexia, and evety year upwards of $1 
billion in America alone is devoted to helping them improve their reading. 
Might it be better spent on improving their hearing instead? 

I 

go. 
I.c 

i 

1 

»• 1 

ipore. ^ 

STATURAL selection has equipped 
mankind with impressive spoken-

language skills. But it never had a chance to 
prepare people fbr reading. The first 
known language in which written letters 

' corresponded to particular sounds was de-
velopfed by the Canaanites around 1700BC 
By then the human brain had already been 
fhiselled into its current form. 
J<iThe brain of a child has evolved to pro-
tas'speech, not intricate written symbols 
diat represent speech. So perhaps it is not 
surprising that nearly four times as many 

^ children have dyslexia, a difficulty with 
reading, as have specific language impair­
ment (sLi), a difficulty with spoken lan­
guage. And while children with SLI usually. 
outgrowtheirspeech handicap, the reading 
problems of most dyslexics linger on stuh-
bomly throughout their lives, 

j ^ ' . î Despite the differences between SLI and. 
dyslexia, Paula Tallal, a psychologist at 
Kutgers University in Newjersey, proposed 
Over 20 years ago that both syndromes may 
arise from a simple hearing defect. Dr 

^ Tallal's hypothesis, and the data it was orig­
inally based upon, have been widely dis-

^ fnited. But evidence is growing that she 
"J tnay have been right—and it suggests that 
^ 4.dysldtia could be treated by training some-
"ĵ jjbne's ear rather than their eye. 

^1^^ listen dosely 
v.;j(4iiat a: reading problem could be related to 
'rffl;^rqblem with hearing may seem para-

'''/^dbxical. But children must hear the basic 
f̂'SoUnds, or phonemes, of their language be-

" "'̂ Ifore they can become skilled readers. When 
they first read the word "car, for instance, 

\ they niust leam to associate the three letters 
<ui the word with three phonemes—"kuh", 
t̂ 'ah" and "mh". Children become masters 
^ Bf the written word only when letters can 

be easily decoded into their corresponding 
' phonemic sounds. Young children who are 
poor at mentally dividing spoken words 

<• into phonemes almost always develop dys-
•Pda later on. 
''Y' Moreover, people who never hear at 
al̂ -the congenitally deaf—rarely leam to 

read at advanced levels. The deaf, like 
dyslexics, rarely win spelling bees, as they 
tend to produce wildly inaccurate 
spellings. Reading and writing problems 
appear to develop in deaf people because 
sign lainguages are not phonemic in the 
sense that a spoken language is. Hence, the 
deaf never get a true sense of the phonemic 
structure of spoken language: they have no 
sounds in their heads that can represent the 
written letters. 

All this suggests that a problem with 
hearing or processing speech could be the 
underlying cause of dyslexia. Now, Midiael 
Merzenich, a neuroscientist at the Univer­
sity of Califomia, San Francisco, and his 
colleagues have tested this idea by giving 
extensive hearing tests to grown-ups with a 
wide range of reading abilities. The re­
searchers found thiat all the poor readers, 
while normal in nearly every other mea­
sure of hearing, had problems distinguish­
ing closely-spaced tones. If two tones, one 
high and one lo\y, were played about 40 
milliseconds apart, the best readers had no 
trouble telling which tone came first But 

the fxwrest readers, many of whom had 
been formally diagnosed as dyslexic, could 
rarely distinguish the order of the tones. 
Poor readers also could not reliably iden­
tify tones immediately followed by hissing 
noises; good readers had no trouble with 
this task. Moreover, mediocre readers had 
the same kind of hearing deficit as the poor 
readers, albeit to a lesser extent 

Dr Tallal reckons that children suffer­
ing from such a hearing problem—which 
the researdiers have also found in children 
who have SLI—may have trouble telling cer­
tain phonemes apart. For instance, with 
sounds such as "bah" and "dah", the "b" 
and "d" sounds are succeeded by the "ah" 
after an interval of roughly 40 millisec­
onds. Children who cannot hear these 
rapid transitions may confuse the sounds. 

In listening and speaking, DrTallal and 
Dr Merzenich argue, dyslexics leam to com­
pensate for their hearing problem. But in 
reading and writing, the problem may be 
harder to solve. The two researchers are 
convinced that the brains of dyslexics store 
an improper and unreliable representa­
tion of phoneme sounds. As a result, 
dyslexics make lots of mistakes when men­
tally converting sounds to letters and letters 
to sounds. 

This suggests that children might leam 
to read better if they could be taught to hear 
better. So DrTallal and Dr Merzenich have 
founded a company. Scientific Leaming, to 
sell a computer game intended to improve 
the hearing of children with language prob­
lems. The game, called Fast ForWord, is 
meant to improve phoneme recognition by 

Let's hearit fbr reading 
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stretching out and accentuating each 
sound, much as mothers do when they talk 
baby-talk, until the child's ear becomes 
more attuned to the different phonemes. 
Through a range of listening exercises, the 
researdiers claim, the game replaces the 
brain's faulty phonemic representation 
with one that is more faithful to the sounds 
ofspeech. 

Fast ForWord seems to be effective. It 
improves understanding of spoken lan­
guage in about 90% of diildren with lan­
guage problems; preliminary evidence sug­
gests that the game may also have a big 
impact wdien it comes to improving read­
ing. But despite the elegance of the Tallal-
Merzenich argument, and the encouraging 
results from tfieir game, their woric is still 
extremely controversial. 

Michael Studdeit-Kennedy, a psycholo­
gist at die Haskins Laboratory, in New Ha­
ven, Connecticut, and one of die most vig­
orous critics of tfie approach, argues tfiat 
other studies have shown that the brain 
processes speech sounds completely differ­
ently from non-speech sounds, and that the 
hearing problem identified by Dr 
Merzenich's group dius has notfiing to do 
with dyslexia. Dr Studdert-Kennedy main­
tains tfiat speech moves in a fluid stream of 
s»und that has little resemblance to the dis­
crete tones used in Dr Merzenich's hearing 
tests, and that dyslexia probably stems 
from a high-level problem in die brain's 
language system that is simply not yet 
understood. 

These arguments are supported by die 
fact tfiat dyslexia is associated with more 
problems tfian just a hearing deficit 
Dyslexics also have a number of subtle vi­
sion problems that could interfere with 
reading. Moreover, the language areas in 
the brain of a dyslexic often contain nerve 
cells that are abnormally arranged and un­
usually small—although it is still unclear 
whether this is a cause or consequence of 
the disorder. 

Dr Studdert-Kennedy and his allies 
reckon that although Fast ForWord does 
appear to improve language competence, it 
may not be for the reasons that Dr Tallal 
and Dr Merzenich have claimed. The re­
searchers have not shown which aspects of 
the programme lead to the improvements: 
a child's language comprehension may im­
prove simply because he or she is forced to 
listen to a barrage of phonemes, not some­
thing that an exfjensive and complicated 
computer game is necessaty for. 

Nonetheless, only one other treatment 
for dyslexia has come close to showing 
comparable improvements. This ap-
proach-^nown as the Lindamood pro­
gramme after its developers, Patricia and 
Charles Lindamood—is an intensive read­
ing course that tries to improve phoneme 
identification by focusing on how children 
articulate the sounds. This helps children 

become more aware of how their tongues, 
throats and mouths are positioned when 
they produce various speech sounds. 
Again, although the programme can lead to 
considerable improvements in both pho­
neme discrimination and reading ability, 
the way that this comes about is unknown. 

The furore over Fast ForWord and 

whether it is truly treating the causes of dys­
lexia matters a great deal: more sophisti­
cated treatments of dyslexia will only come 
with a thorough understanding of the 
cause of the disorder. But for sufferers, that 
should not obscure the basic promise of the 
Tallal-Merzenich approach. After all, it 
seems to put die cat back on the mat 

Musical computers 

Miles Davis, version 2.1 

JAZZ conjures up images of dark, smoke-
filled rooms and the strains of a saxo­
phone or trumpet breaking away into a 

flight of fancy that often surprises the musi­
cians themselves, not to mention the audi­
ence. While computers have long been able 
to reproduce synthesised music to com­
mand, they have not been able to impro­
vise along with jazz's finest Now, however, 
jazzmen have a digital rival. 

John Biles, a computer scientist at the 
Rochester Institute of Technology, in New 
York state, has created Genjam, a jazz-play­
ing computer that can trade fours and 
eights with die best of them; Originally de­
veloped four years ago, Genjam rapidly 
leamed to improvise jazz with enough pro­
ficiency to fool a casual listener. But it has 
recently become a far better musician: it is 
now interactive, able to respond with its 
own musical whims to the music of its cre­
ator. And on December 4th, at the meeting 
of the Acoustical Society of America in San 
Diego, Califomia, Dr Biles and Genjam 
were due to blow their trumpets. 

When Dr Biles puflfe away on his instm­
ment, the sound is captured by a micro­
phone that feeds into Genjam's "ear". This 
is actuaUy a box known as a "pitch-tracker", 
which converts musical notes into their 
digital equivalents so that Genjam can per­
ceive them. Genjam then picks another se-

92 

ries of notes that sounds interesting and 
toots right back at Dr Biles through a syn­
thesizer, even though it has never heard 
that particular piece of music before. 

Tlie secret of Genjam's prowess is the 
same as for all musicians: practice. Like any 
novice, it started off with some basic 
knowledge of the music it was about to 
play. A computer program told it die tempo 
and rhythmic style of the tune to improvise 
on, as well as the chord progression and the 
number of solos to perform. At first, it was 
also told in advance the dmm, piano and 
bass sequence that it was to accompany. 

To leam to improvise, Genjam relied 
on a computing technique known as a ge- • 
netic algorithm. The algorithm starts out by 
generating a random set of notes that 
Genjam plays in accordance with what it 
knows about the piece of music Dr Biles, as 
Genjam's mentor, listens tb what it plays !J 
and translates his cheers and winces into ] 
language that the computer can grasp by i 
keying in a "g" (good) for combinations he j 
approves of, and a "b" (bad) for less pleas- ; 
ing sounds. This way, Genjam can assign a ? 
value to each section ofdie tune. In the next j 
round, Genjam boots out the worst ; 
snatches of cacophony and replaces them ; 
with snatches that received the thumbs-up. ' 
It arranges these randomly to create a new i 
set of melodies to play to Dr Biles, who then ' 
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N A T I O N A L AFFAIRS 

1 .i • '•' : A CHILLING SCENE: 
At Heath High, 
Michael Carncal, U, 
calmly pulled a .2'2 
semiautomatic pistol 
from his backpack and 
fired off 12 shots, 
killing three and 
wounding five just as 
they had said'Amen' 

C R I M E 

Tragedy in a Small Place 
It was just another Monday. Then a gawky kid with a mysterious grudge 
opened fire on his classmates at prayer, leaving a town wondering why. -MM 
BY DANIEL PEDERSEN AND 
SARAH VAN BOVEN 

T
HE BASKETBALL DLARIES" MAY 
not have been 14-year-old Mi­
chael Cameal's fEivorite movie. 
But one scene in particular stayed 
with the awkward Paducah, Ky., 
freshman: a young character's 

narcotic-tinged dream of striding into his 
school, pulling a shotgun from a black 
leather coat and opiening fire. The real-Ufe 
scene in the bloodied halls of Heath High 
School last Monday was a long way from 
HoUywood. UnUke handsome actor Leo­
nardo DiCaprio's dramatic entrance in 
1995's "Diaries," skiimy, bespectacled Mi­
chael bummed a ride to school that day from 
his 17-year-old sister, KeUy. Instead of cine-
maticaUy kicking down a classroom door, 
Michael quietly foUowed KeUy into the 
school through the band room, where he 
told a curious teacher that the four guns 
bound together with duct tape and wrapped 
in an old blanket were "a poster for my sd­
ence project." Loitering in the haU, Michael 
waited for a prayer group of 35 students to 

lift thefr bowed heads and say "Amen." He 
then took a fifth gun, a semiautomatic .22, 
from his backpack and fired off 12 shots, 
IdlUng three students and wounding five. 
Before the poUce arrived, Camesd would 
teU a teacher, "it was Uke I was in a dream." 

It was more like a nightmare, and Padu­
cah is StiU trying to wake up. No one in the 
town seemed to have seen young Michael's 
outburst coming; the son ofa successful law­
yer, Cameal wasn't into drugs or crime or 
cults. He was a soUd B student who played 
in the band and had gotten into trouble at 
school exacdy twice: once for accessing the 
Playboy Web site on a Ubrary computer and 
once for picking paint off a haUway waU. 
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"His fether's a deacon and his sister's !the-;||||̂  
valedictorian," said BiU Bond, the princij 
"Michael never dressed ih black or wore u|>r;;S; 
side-down crosses. He does not fit the ndoldĵ o 
of what our society says an angry . pers9n,̂ ||' 
should be like." For now, there is no eaŜ ps 
explanation for last week!s tragedjr; ̂ ^enJl? 
asked by poUce why he did it, Michael .rejai| 
peats, " I don't know. I don't know." But ^pS 
fEur, Paducah has for the most part resisted̂ ; 
pointing fingers at the usual social suspe t̂sp 
like the film industry or lax school seciiri^s^ 
or Michael's parents. In a part of the Soutfî '̂ 
known for both vengeance and mercŷ  thep 
residents of the largely fundamentalisf;| 
Christian town of 27,000 seem more intertj;jg|! 
ested in forgiveness. On Tuesday student?|y.̂  
at Heath High gathered to pray not just foTm% 
the victims but for Michael' as weU. Kell^|^ 
Cameal WEIS not only welcomed back ;to^ 
school but encouraged to sing with-t^^ 
school chofr at the slsdn students' funeraL r̂ ;̂  

By aU accounts, the Cameals were a mod-:i 
el family. In the hunting culture of McCrack̂  
en County, famUy fiiends say, Michael was a 
rare 14-year-old who had never fired a gi|9| 

CLOCKWISE FROM TOP LEFT; STEVE NAGY-PADUCAH SUN--*?,-,-^ 
-AP. NO cap^JJ.y^ PADUCAH SUN-
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FIRE AND FAITH: 
\V/?en Carncal killed 
Kayce Steger (below), 
Jessica James (below 
right) and Nicole 
Hadley, was he in­
spired by DiCaprio's 
scene in 1995's 'The 
Basketball Diaries'? 
The girls were remem­
bered in an emotional 
two-hour funeral. 

(he preferred the sax and chess). The &mily 
celelsated Thanksgiving unaware that at 
some point in the day Michael had sUpped 
out of thefr brick ranch house and taken 
two shotguns, two rifles and the .22 from a 
neighbor's garage. Michael spent the 
evening before the massacre doing his 
homework—assignments he must have 
known he would never tum in. After hear-

1 ing about the shooting the next moming, 
f Ann Cameal had afready gathered together 

blankets, water and cups to bring to the 
school to help—and then she got the news 
that Michael was the gunman. John Cameal 
had headed straight to the school to make 
sure his two Idds were OK. When a guid-

l ance counselor tol4 him that KeUy was aU 
right but added, "You need to come with 

t.- me," Cameal thought he knew what the 
worst pxjssible news could be—that Mi -

' chael was dead. He was wrong. Tammie 
Pierce, the wife of John Cameal's law part­
ner, told NEWSWEEK, "John said he'd give 
anything if he himself could have been a vic-

I tiin,ratherthanbeingonthe other side." 
Why did Michael do it? Though some stu­

dents recaUed hearing him insult the mom­
ing prayer drde, he doesn't appear to have 
been antfreUgious and may have just target­
ed the gathering because it was the first sig­
nificant event of the school week. Class­
mates couldn't remember Michael's being 
piarticularly hazed or harassed, but when 
prindpal Bond reviewed the 5-fopt-2 Car­
neal's school essays, he said he did find a 
theme of feeling "smaU and powerless, that 
the world had teased him and he was going 
to show the world how powerfiil he was." 

When pohce searched Michael's room, they 
discovered Uttle out ofthe ordinary—except 
for the many empty ammo boxes he'd left be­
hind after loading 800 rounds into his back­
pack. The strangest finds: a book caUed "The 
Lore of Arms" and a typewritten note enti­
tled "The Secret" (described to the press 
only as "very bizarre writing"). 

"The dearest waming came from Michael 
himself. Before Thanksgiving he told sever­
al fiiends, induding goateed prayer-group 
leader Ben Strong, to stay away from Mon­
days session because "something big is go­
ing to happen." Strong thought Michael was 
probably talking about a prank like setting 
off a stink bomb, and he showed up at 7:30 
for the weekly prayer meeting as usual. So 
did a deeply reUgious senior named Jessica 
James, softbaU player Kayce Steger and a 
newcomer from Nebraska, Nicole Hadley. 
Twelve rounds and a few moments later, the 
gfrls were dead or dying and five other 
students were wounded. Strong ran up to 
Michael, taking him by the shoulders and 
yelling, "What are you doing?" Michael 
droppesd the gun, but even Strong, a minis­
ter's son who had resisted the impulse to 
run, felt terrible for ignoring Cameal's earh­
er waming. He told his father, "Dad, I feel 
guilty. I didn't move quickly enough." 

But for the most part, the town of Paducah 
has resisted assigning blame. Citizens and 
churchgoers prefer to talk about the victims 
—the "good kids," as the principal says— 
rather than the shooter. On Friday, when 
more than 2,000 people attended an emo­
tional funeral for Jessica, Kayce and Nicole, 
the town's pastors celebrated the slain gfrls 

and thefr deep faith. Friends had signed the 
gfrls' coffins, \^^ch sat banked by flowers 
and letter jackets. Nicole's minister spoke of 
her femU/s decision to donate her organs. 
Christian musician Steven Curtis Chapman 
sang for the assembly, then asked anyone 
who had found Jesus Christ because ofthe 
week's events to stand. When several did, 
Chapman said, "There are three Utde gfrls 
just going nuts in heaven r i ^ t now." 

Signs of the Christian spirit that has chai^ 
acterized the town's reaction are every­
where; placards at Heath High read WE 
roRGrvE YOU MIKE and WE FORGIVE BE­
CAUSE GOD FORGAVE US. But prosecutors 

aren't intending to be quite so lenient: this 
week McCracken County Attomey Tim 
Kaltenbach wiU petition to try Cameal as an 
adult. I f convicted, he wiU face a Ufe sen­
tence with 25 years before the possibiUty of 
parole. Sheriff Frank Augustus has men­
tioned a "gut theory" that other Heath High 
students may have been in on the plot, but 
officials say cjuick arrests are unlikely. 

From schoolyard prayer to the wrench­
ing, nationaUy televised funeral, Paducah 
seems to have a sophisticated understand­
ing ofthe jKjwer ofpubUc gestures. On Sat­
urday, the Heath High band honored a prior 
engagement by partidpating in the town's 
annual Christmas parade. But they marched 
in sUence, and four musicians were missing: 
Kayce Steger on clarinet, Jessica James on 
baritone, Nicole Hadley on clarinet and Mi ­
chael Cameal on saxophone. When the 
band passed by John Cameal's law office, 
the kids paused for a moment of sflent 
prayer—and then marched on. • 
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Road Runner V. Coyote 
As Microsoft case shows, markets move faster than Justice 

BY Russ MITCHELL AND 
MARIANNE LAVELLE 

JEfTCHmSTENSEK-nEOTCTa ~ 

A ntitrust enforcement in the 1990s 
seems to be producing some odd 
effects. Consider the Department 
of Justice's latest legal action 

against Microsoft Corp., which went be­
fore a federal judge last Friday. If Micro­
soft wins this case, it wins big. And if Mi­
crosoft loses, weU, it wins anyway. 

How so? For over a year, the feds have 
1 1 investigating the methods Microsoft 
employs to market its Web browser, In­
temet Explorer. On October 22, Justice 
filed a motion against Microsoft, charg­
ing the software maker with violating a 
1995 consent decree by requiring com­
puter makers to bundle Explorer along 
with the Windows 95 operating system 
used on most machines. Justice argues 
that this gives Microsoft an unfafr advan­
tage over the main competing browser 
maker, Netscape Communications Inc 

But as the investigation has dragged on, 
Microsoft has charged ahead with Explor­
er, moving from bit player to serious chal­
lenger against Netscape's Navigator 
browser. With the case stiU tied up in 
court, Microsoft's competitive momen­
tum has readied the point at which some 
analysts say Microsoft could dethrone 
Netscape as browser king over the next 
several months—rendering moot theoret­
ical legal considerations of the tactics it 
used to win the battle (chart. Page 59). 

It's only money. In cases like this, says 
Steve Salop, an antitrust expert at George­
town University, by the time the court 
acts, "the damage has afready been done." 
In its legal pleadings. Justice is seeking a 
cease-and-desist order and a fine of $1 
miUion a day if Microsoft doesn't comply. 
As Microsoft Chairman BiU Gates con­
cedes, the monetary fine is not an issue: 
"What the judge says we'U do, we'U do. 
That's the way it works in this coimtry." 
Meanwhile, the software maker has 
grabbed a big share of yet another market. 

That's not to imply Microsoft is guilty 
of anything more; than shrewd marketing. 
The court could weU dismiss the com­
plaint. Whatever the outcome, the case 
highUghts the inadequades of an antitrust 
system first created more than 100 years 

ago to protect consumers from collusive 
oU barons and greedy raflroad magnates, 
a system iU-equipped to contend with 
nanospeed industries like software and 
networking, in which product cycles are 
measured not in years but in months. It 
raises the question of whether the feds 
should even bother to try. 

The creaky wheels of govemment bu­
reaucracy just can't keep up. "The [anti­
trust] laws are suffidentiy flexible," says 

Dennis Yao, a former Federal TVade Com :̂ 
mission member, now an economist at| 
the University of Permsylvania's Wharton| 
School. "The quickness with which they i 
are [enforced] is the problem." 

Yao points to the FTC's own investiga-'̂  
tion into Microsoft's Ucensing practiceS-J 
starting in 1989, a probe that Justice tookf 
over and that ultimately resulted in theii 
1995 consent decree Microsoft is now ac- ' 
cused of violating. Microsoft had in effect; 
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required computer makers to pay a licens­
ing fee for each computer they shipped, 
Aether those machines were loaded with 
^yindows operating software or not. That 
meant if manufacturers chose to ship PCs 
with operating systems like NoveU's DR-
pOS or IBM's OS/2 rather than Windows, 
they stiU had to pay Microsoft 
. . . Under govemment pressure, Microsoft 
signed a consent decree agreeing to end 
the practice. But by that time, DR-DOS 
was practicaUy kaput and OS/2 was foun­
dering; Microsoft had decisively cmshed 
aU competitors in the Intel-compatible PC 
market. And, critics say, a sinular pattem 
is emerging in browsers. 
• Justice attomeys are weU aware of the 
time-to-trial problem and are doing their 

- best to persuade Judge Thomas Penfield 
Jackson to make a quick ruUng—even as 
Microsoft pleads for a fuU-scale eviden­
tiary hearing that would stretch out the 
case for weeks, p>erhaps longer. 

To speed up investigations in future 
cases, however, critics say Justice must de­
vdop deeper technological exjjertise. "Our 
whole culture is in the midst of changing 
how we do things," says Roberta Katz, 
Netscape's corpwrate counsel. "The fact 
that Justice and the courts have to deal 
with these new technologies is no differ­
ent from the fact that our schools and our 
businesses have to deal with them." 

Nader's notion. More radical ideas are 
being proposed to deal with antitrust in 
the tedi era. Consumer activist Ralph Na­
der argues that the govemment should 
place restrictions on any company that 
dominates any market with, say, a 50 per­
cent share or greater. On the other ex­
treme, critics insist that the best way for 
the feds to assure competition is to just lay 
off companies like Microsoft—unless 
there is a dear case to be made, Uke when 
the FTC blocked Microsoft fi^m buying 
personal-finance software maker Intuit in 
1995. The merger would have aUowed Mi ­
crosoft to dominate a market by buying it, 
not competing for i t 

"The problem [with the browser case] 
is that Microsoft reaUy hasn't done any­
thing wrong," insists WUUam Baxter, a 
veteran antitrust lawyer who headed the 
trustbusters at Justice in the early 1980s 
when the department negotiated the 
breakup of AT&T. In the new economy, 
says Baxter, "companies wiU compete fb r 
markets, rather than in marktets." In oth­
er words, a competitor could create great 
new software that makes Windows irrele­
vant—just as Sun Microsystems is trying 
to do with the Java computing language. 
"We'U have a series of companies leap­
frogging one another," adds Baxter. "The 
worst thing we can do is weaken the in-

Brovuse this 
Since the Justice Department began in-oestigating Microsoft's IVcb hrn-mser 
markerivg practices in 1996, the company's share of that market has 
doiihled. At this rate it eould vuiteh Netscape's share hy nc.vt spring. 
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centives to be the successful frog." 
For now, the biggest challenge Justice 

faces in the browser case may boU down to 
legal definitions. The court's decision like­
ly wiU tum on the judge's interpretation of 
a single phrase in the consent decree. The 
decree bars Microsoft from forcing cus­
tomers to tie the Ucensing of one product 
to that of another, "provided, however, 
that this provision in and of itself shaU not 
be constmed to prohibit Microsoft from 
developing integrated products." Micro­
soft, naturaUy, says Intemet Explorer is an 
integrated product (part of a package of 
software programs), and that the decree 
gives Microsoft the right to combine any­
thing it wants with Windows—whether, as 
a Microsoft executive told Justice, that 
product be Intemet Explorer or "a ham 
sandwich." In its legal briefs. Justice em-
phaticaUy and repeatedly states that Ex­
plorer is a separate product and is not "in-

#WMNADB W* 

Love it or hate It, Windows 95 is hot 

tegral" to Windows. 
Problem is. Justice never defined the 

words "integrated" or "integral." This ap­
parent oversight may weaken its case 
considerably. "The ambiguity jmnps right 
out of that sentence, and Justice didn't 
clear it up," says Baxter. "This is the result 
of bad contract drafting." 

Further confusing matters, Microsoft 
is arguing that Explorer is not only inte­
grated with Windows but is in fact inte­
gral to Windows as weU. The company 
says that removing pieces of the browser 
code would cause the operating system 
to "break." 

The idea that a browser is an integral 
part of an operating system puts some 
software experts' teeth on edge. "You 
probably can't use the word 'buU—' ir 
print, right?" says Albert WoodhuU, t 
computer sdence professor at Hampshin 
CoUege and coauthor of the textbook Op 
erating Systems: Design and Implementa 
tion. WoodhuU says an operating systen 
runs the computer's basic operations anc 
its parts are "so tightly integrated you can-
conceive of stopping part of it without hav 
ing the whole system stop." He views Win 
dows as a package of various appUca 
tions—Microsoft calls them "features"-
that sit atop the operating system. Say 
WoodhuU: "Anybody who works with op 
erating systems knows a browser is defi 
nitdy an appUcation." Microsoft begs t< 
differ, saying anything it indudes witi 
Windows is part of the operating system. 

How are the courts to decide such dice 
matters? And how is the Justice Depart 
ment to guide them? Everybody in the le 
gal system has a lot of leaming to d' 
about basic technology. Until then, th 
results of antitrust enforcement are goin; 
to leave a lot of technology companie 
and customers—as weU as Justice itself-
feeling discombobulated. • 

P For more information, see U.S. News 
Online (littp://www.usnews.comj. 
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Finan.cial Liter inanclal Empowerment 
DRAFT^^-^^^—DRAFT-— DRAFT 

1. Background 

An initiative to support the financial literacy of Americans would address 
many policy concerns, is relatively inexpensive, and is likely to have broad support. 

More Americans now enjoy a much broader range of financial services than 
at any time in the past. The share of the population with credit cards, home 
equity loans, personal retirement accounts, and market investments has 
increased substantially over the past decade to all-time highs. 

With these greater opportunities have come rising concerns about whether 
consumers have the information they need to use these often complex 
financial services effectively. Consumer debt levels relative to income have 
been rising sharply since the early 1990's and are now at a level well above 
the average over the past 25 years. 

High debt levels may make it more difficult for consumers to maintain 
financial security throughout their lives. Personal bankruptcy rates are at an 
all-time high. At the same time, the U.S. personal savings rate has declined 
substantially. Many consumers also appear to be ill-prepared for such 
adverse economic events as job losses or a major illness. MatTy households 
also do not have retirement savings adequate to sustain their standard of 
living in old age. 

• Much empirical evidence suggests that financial education and information 
disclosures can have a significant and, often, lasting effect on consumer 
financial behavior. 

Government, consumer, and industry groups all currently support financial literacy 
initiatives. ^ 

Government initiatives include the Treasury Department's EFT99 program, 
with matching funds from the Social Security Administration. This national 
initiative has used local outreach campaigns and educational activities to 
introduce hundreds of thousands of "unbanked" low-income Americans to 
bank accounts and electronic commerce. It can readily be expanded to 
address other financial education goals for low-income Americans. The 
Department of Agriculture sponsors a broad range of financial education 
programs through the combination of the Department's Cooperative State 
Research, Education, and Extension Service, county governnient and 
community Extension educators and volunteers, and the expertise of the 
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affiliated land-grant universities. The Department of Defense offers Personal 
Financial Management Programs to families in each service branch 
coordinated through the Office of Family Policy. The Department of Health 
and Human Services offers services to older Americans through the 
Administration on Aging, acting as an advocate for older Americans and 
working with its nationwide network to develop community-level services. 
The Department of Labor has launched a Retirement Savings Education 
Campaign that, in conjunction with a public-private partnership organization, 
offers support for developing materials and PSAs, sponsors public events and 
conferences, and participates in outreach activities. 

Many consumer groups support financial education initiatives. For example, 
the National Foundation for Consumer Credit offers curriculum development 
and material for their local agencies, which, in turn use them in counseling 
services and credit and financial education programs through schools and 
community groups. The National Institute for Consumer Education serves as 
a clearinghouse for consumer information of all types, including credit 
education information; the Institute maintains a credit education resource 
bibliography and provides lesson plans and teaching resources. Consumer 
Action develops consumer education materials in languages other than 
English and disseminates them through their network of community-based 
organizations. Consumer advocacy groups, such as the Consumer 
Federation of America, have publications related to consumer credit and 
support credit education. 

The credit industry supports a number of initiatives, both individually and 
through trade associations. The major general purpose credit card companies 
have all developed credit education materials, often targeted to high school 
and college youth, and parents. Most of these materials are multi-media. 
Some financial institutions and their trade associations provide credit 
education materials; the American Bankers Association, for example, 
provides In Charge, a credit education program, with materials and local 
banker-speakers for high schools and colleges. The American Financial 
Services Association Education Foundation, combining efforts of public 
partners, including the Department of Labor and the Securities and Exchange 
commission, with an extensive private and non-profit membership, has a 
variety of credit publications; it was also active in planning the June, 1 998, 
Saver Summit. 

Some joint industry/consumer initiatives are also underway. For example, 
the Jump$tart Coalition, begun in 1995, combines resources from a range of 
consumer, governmental, and private sector partners to serve as a 
clearinghouse, collecting and disseminating information on research findings, 
new program offerings, and educational materials. 
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Leaders from all of these groups agree that the Administration "bully pulp i fand 
seed funding could substantially increase the visibility and effectiveness of financial 
literacy programs. Since the elimination of the White House Office of Consumer 
Affairs in 1995, there has been no coordinated Administration effort to address 
these issues. 

2. Options for Financial Literacy Initiatives 

The proposed activities include two one-time sets of events, and a set of 
educational programs. The two events include an Administration conference, to 
identifying needs, publicize successful interventions, and provide a forum for 
announcing further Administration activities to promote financial literacy; and 
Administration leadership in the upcoming Consumer Week activities sponsored by 
the FTC. The education policy initiatives include a range of outreach and education 
programs building on activities throughout the Administration. 

A. An Administration conference on financial literacy/financial empowerment 

The conference will discuss education needs, reviews educational programs 
that are effective in addressing these consumer finance concerns, and presenting 
opportunities for the Federal Government to meet these concerns. It will be 
accompanied by the release of a study that reviews previous research and develops 
new evidence on how Americans use credit and savings opportunities, what 
resources are currently available to assist Americans with financial concerns, and 
what key features are needed to ensure successful financial education initiatives. 
The conference would be held in February, in conjunction with Consumer. Week, 
and will include participation by senior Administration officials as well as diverse 
public and private opinion leaders. 

Pros: Many private and federal programs are under way now, and we do not 
know enough about all of these initiatives to certify definitively which will be 
effective. A conference can highlight successful existing initiatives and signal 
Administration concern, and would have minimal cost. 

Cons: The financial literacy concerns listed above suggest that there is considerable 
need now for more visible Administration leadership and increased federal support 
for programs of eduqation and evaluation reaching a wide range of consumers. 
Private and public experts report insufficient resources, and a need for public 
opinion leaders to highlight efforts to influence consumer behavior substantially. 
Using the conference to announce further activities would address these concerns. 

B. Administration Participation in Consumer Week {February 1999): Credit Fraud 
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Education 

The FTC sponsors Consumer Week, an annual set of activities and events around a 
single consumer theme. This year's topic is credit fraud, and it will feature public 
events sponsored by government, nonprofit, and private industry groups. These 
events can be coordinated with the Administration financial literacy initiative, as 
most of the participating groups are also involved in the Administration initiative. A 
Presidential proclamation about Consumer Week, coupled with the Administration 
conference on financial empowerment, would create substantial publicity for 
educational programs on credit fraud and other consumer finance issues. Education 
about credit fraud, and related issues such as financial identity theft and 
maintaining financial privacy, will be important components of the public opinion 
and education programs listed below. 

Pros: Well-organized set of events with many participating groups; topic fits very 
well into the proposed set of Administration initiatives; minimal cost. 

Cons: None? 

C. Public Opinion Campaign 

A public opinion campaign would begin with visibility from the Administration 
conference and Consumer Week. It might include public service announcements 
and appropriate media and regional events. Examples of messages for PSAs and 
other outreach activities include: guides to wise credit usage, covering what to look 
for in shopping for a credit card, how to manage credit and debt and increase 
saving, "warning signs" of credit troubfe, and. where to go for help. These 
messages can be coordinated by the Treasury's Office of Public Affairs and 
Community Development, which have recently conducted a range of publicity 
initiatives on such topics as outreach to the unbanked and informing the public 
about changes in printed money and risks of counterfeiting. The Department of 
Health and Human Services (which sponsors publicity campaigns on saving through 
its IDA program and on retirement savings through AOA), the Department of Labor 
(pension savings), the Department of Agriculture (financial education outreach 
through Agricultural Extension offices), and other Departments all have public 
outreach initiatives related to consumer finance that could be incorporated in this 
initiative. An ongoing campaign to influence public opinion would also include a 
high-profile advisory group, such as a new President's Council on Financial Fitness. 
The President's Council would help provide visibility through a cadre of outside 
speakers. Some of these publicity efforts could be undertaken in partnership wi th a 
broad range of consumer and industry groups. For example, Jump$tart and other 
programs have developed and tested effective PSAs, and Administration funding for 
the use of these announcements could be matched by nongovernmental sources. 
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D. Clearinghouse for Financial Empowerment 

The Administration would support the development of data banks of information on 
existing public and private consumer education and counseling resources, and 
information on programs for educators and counselors, to be made available on an 
Internet site with appropriate links and an on-line search capability (expansion of 
FTC's .www.consumer.gov website, with links and/or supplemental sites on other 
Departmental websites), or an 800 phone number. This initiative would be 
supported by web and network resources already developed by a range of public 
and private groups. 

E. Educational Incentive Grant Program 

The Department of Education would provide additional budget support for consumer 
credit and financial management education through existing grant programs in K-12 
and post-secondary institutions. The support could take the form of an award and 
recognition for excellent existing programs, seed money for integrating financial 
management modules into high school curricula, or matching funds for local district 
efforts to include financial education in their curricula. The Department of 
Agriculture, through the auspices of the 4-H Cooperative Extension programs, may 
also provide some support for high school education. 

F. Educational Programs for Adults 

The Administration would expand current Federal programs to provide adult 
education through the Departments of Education and Agriculture (through 
curriculum development programs analogous to those described in Section E); 
education and counseling programs for military personnel in the Department of 
Defense; the Retirement Savings Campaign of the Department of Labor; through 
the community-based programs of the Adnninistration on Aging; and public 
educjation programs in the Treasury Department's FMS program, whjch provides 
basic financial education (principles of savings accounts, consumer credit, and 
techniques for increasing savings) to lower-income households. All of these 
initiatives may include some direct funding of educational initiatives, as well as 
seed grants or matching funds to outstanding private initiatives. For example, 
principles of personal finance are now included in many "basic training" programs in 
the military, and some Agricultural Extension offices provide personal finance 
education to low-income residents of rural areas. 

G. Assistance for Consumers with Credit Trouble 

This initiative, to be conducted jointly by the FTC, Fed, and Treasury, would 
provide some guidance toward effective counseling and debt relief agencies for 
over-extended consumers. The options range from publicizing a list of questions 
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about financial risk for consumers to ask themselves (already developed by credit 
counseling and other agencies), to development of an industry-wide "seal of 
approvaT'certification and accreditation program for counselors and agencies. (It is 
not clear whether the "seal of approval" approach will be feasible; alternatively, the 
initiative would develop information for consumers on what to look for in credit 
counseling.) 

H. Retirement Savings Initiatives 

[to be added] 

I. Coordinating Office and Advisory Council on Financial Fitness 

This office will help coordinate activities on financial education and outreach , 
throughout the Administration. Previously, the White House Consumer Office 
provided this coordination; because the office was "downsized" in 1995, however, 
it may be politically difficult to implement a new White House office for these 
activities. An alternative "home" is within the Treasury Department's Domestic 
Finance program, which already provides some policy coordination functions on 
financial services issues.in the Administration. This small office (2 staff members) 
would help implement policy decisions taken through the White House interagency 
process on financial services initiatives, through regular communications, updates, 
and conferences. The Administration could also create, a high-profile Advisory 
Council on Financial Fitness, which could provide both advice and publicity for 
Administration financial literacy initiatives. The likely cost is around $1 million for 
the coordinating office, and $1 million for the Advisory Council (approximate 
budget of the President's Council on.Physical Fitness). 

Issues for All Educational Initiatives 

Pros: Executive Departments and agencies and private interest groups, ranging 
from industry participants and trade groups to consumer advocacy groups, are 
largely unified in their support for such an initiative. As considerable synergies 
exist between this initiative and the broad range of existing public and private 
efforts, we expect that these funds can be used to generate matching support from 
other sources, including state and local governments, consumer and industry 
groups, and other Federal sources (for example, the Social Security Administration 
provides matching funds for Treasury's EFT initiatives to increase the financial 
literacy of low-income households). The initiatives are likely to increase education 
and information available to a broad range of consumers, with potentially beneficial 
and measurable effects on consumer awareness of wise financial practices and on 
achieving their financial goals. Initiatives will receive considerable support from 
consumer interest groups, and some support from industry groups. The initiatives 
wi l l also complement a range of existing and potential Administration initiatives. 
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thereby increasing their effectiveness -- including programs to encourage savings, 
additional TALA disclosures, and initiatives to provide more information to 
consumers on financial services fees. 

Cons: Most of the proposed initiatives are enhancements of existing efforts, 
rather than truly new programs. It may be difficult to measure effectiveness of 
additional federal funding, and there is no guarantee the additional initiatives would 
all be effective. 


