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BILL BENNETT AND LAMAR ALEXANDER' 
TO mGm.lGBT EDUCATION SUMMIT 

* 1& * OPEN PRESS \I: Ii: * 

A SurnJlJjt for Policy Makers: IIEducat:ion Reform: State and Nation" 

Wednesday, January 25~ 1995 

8:30 a.m•• .5:00 p.m. (e3.stem) 

Main Lounge/13th fiool' 
National Press Club 
14th and F Streets, NW 
Washington. DC 

Empower America Co-Director William 1. Bennett and Lamar Alexander, both former 
secretaries of education, will highlight an education summit on Wednesday, Ianwu:y 25. 1995, 
in the Main LollllgC of the National Press Club from 8:30 a.m. to 5:00 p.m. 

The summit. co-spon&Oll'd by Empower A.nlerica, the Center for Education Refoml, 
and the Educational Excellence Network, will call for reforming the natfon's education 
system, and will involve state education repreientatives. 'Agenda highJigbts include: 

8:30 - 9:45 a.m. 

12:30 - 1;30 p.m. 

"Reinyenting Public Education: Piagposis and Progposi!" 

WIIIIBm J. Bennett. Co·~or. Empower America " 

Jeanne Allen. President, The Center for EducaDon Reform 

Cbester E. FIlm, lr., Director. Educational ExceUeoce Network 


Keynote lunch: "Assessing the Real FederaJ Role" 
Lamar Aieunder, fOnIler Empower America Co-Director 
B;on. Sam Brownback, RepresentJltive from Kansas 

The press is invited to attend the entire sunmiit, inel ucling the lunCheon. To reserve 
your complimentary-for-press space at the lunch call Cbri&tiau Pinkston at 202-452-8200. 

#11# (EA 9'-08, lUlled 1120/95) 
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Education Reform: State and Nation 

A $ummit,for policymakers 

.. January 25. 1994 
National Press Club 

Washlngton.DC 

6:00am RegIstration 

8:30 • 8;40 	 Aelnventtng PubliG Educatlon~ 
Dlag"olis and Pr:09nosis . 

The Honorable Wi.Riam J. Bennett, Co-Director, Empower America 

Jeanne Allan, President, Tn. Center for Education Reform 
Cheater E. Fnn, Jr. Director. Educational Exceflence Network 

10:15 • 11:45 . The New Public Schools 

Yvonne Ch~. Principal. Vaughn Learning Center, 
lO$Angales, CA .. 

Greg Morris., Nalrl Assoc. of Charter SchOols, Lansing, MI 
Thelma Dltkerscn. Vice President. liartford, CT School Board 

11:45·12;15' 	 A Tale of Three Chiefs: / 
-Local Management end Sial. Sovereignty" 

Usa Graham. Superintendent of pubnc Instruction. AZ 

Leo Klagholz; CommiS8ioner of Education. NJ 

Beverty Sgrow, SecraI8ty of EducattOrt_ VA 


12:30- 1:80 Keynote: Au.,lng the Real FfJdotal Role 

The Honorable lamar Atuander. Co-DIrector 

EmPower AmGrica 8I"d 


The HonOl'llbfe Sam Brownback 

ReprasentatNa from Kansa8 . 
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Page 2 .. Education Policy Summit 

1; 45 - 3:00 	 Expanding Opportunities for Parenls and Communities 

CUm Bolick, Institute for JUstice, WashingtOn, DC 
Honorabfe Reggie Beamon. State Representative. CT.. 
Valerie Barrett. parent ana social worker, Mitwau~ee, WI 
Honorable Tom Feeney. Attorney·at..Law 

3;15... 4:50 	 Standards and Accountability 

Clark Durant. Chairman. State Soard of Educatian, Michigan 
William Moloney. Superintendent of Schools Calvert County, MD 
Kay Wall, Pl'88ident. Save our SchoolS, cr 
Bruno Manno. Hudson Institute. WashingtOn, DC 

4:50 	 Closing remarks 

5:00 	 Reception and a chance to visit with the 

partlclpan18 


I '1I11..1....1. 
This SummIt la bei1~presented by EmJX)VVer America, the Center for 

education Ftefonn and the Educational Excellence Network. . . 
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A collection of artides by members of the 

Educational Excellence Network and its Education Policy Committee 


What the GOP 

should do about 

EDUCATION 


SHAPING THE FUtURE OF AMERICAN EDUCATION 
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Education Reform: A Three-Point Plan 


Run schools like nuclear submarines. 

Pass, or more importantly revoke, fed­
erallaws, regulations, programs that don't 
result in schools that run like nuc:lear sub­
marines. I'm not being coy here. A 
nuclear submarine is as much a learning 
platform as it is a weapons platform. When 
the dive bell rings, one thing is certain.. 
Two months out when the ship·surfaces 
and sailors breathe fresh air· again, most 
will have learned a heck of a lot. . From the 
kitchen mess to the Captain's wardroom, 
training, learning and upgrading ofskills­
necessarily taught by on-board "teach­
ers"-occur. 

The submarine navy is designed so that 
each sailor advances by demonstrating 
mastery of complex technological sys-· 
tems. Performance revIew at the end of a 
cruise is. tied to how many sailors step 
back onto the dock more qualified than 
when they stepped qff the dock. Each 
sailor is part of an on-board learning com­
munity. Each shipmate is a teacher and a. 
student. . There is no "pass them along" 
mentality, either. No grade-flation. At 
200 fathoms, as the educationists might 
say, everyone is "at risk." 

Congress must promote a submarine 
learning ethos when it passes school laws. 

Court-reform eq·uals school-reform~ 
Make schools lawyer-free ~ones. 

One of the distinguishing characteris­
tics between public and private schools is 
the relative absence of lawsuits in th~ 

latter. The clear advantage to "choice" 
schools is that since students choose to go 
there, they already buy into the school's 

Jim Bencivenga is President of the Hull (MA) 

COllncil for BlIsiness and Cultural Develop' 

ment and a lIlember of the NEnvoRK'S Educa­

tioll PoliCl' COllllllittee. 

By Jim Bencivenga 

ethos and approach to discipline; parents 
know their role as well as the students. 
Congress must work to eliminate this le­
gal double-standard that so hampers the 
integrity of public schools. 

. When the face of authority presented 
to students isn't the principal in the build­
Ing, but some out-of-the-building legal 
entity, school climate suffers, discipline 
declines and faculty morale wanes. Spend 

. Peiformance review 

at the end ofa cruise 

is tied to how many 


sailors step back onto 

the dock more 


qualified than when 

they stepped off ' 


the dock ... At 200 

fathoms, as the 


educationists might 

say, everyone 

is "at risk. " 


a day in-the-life of any principal or super­
intendent in any public school in the U.S. 
See how often he or she picks up the' 
telephone and calls the district's lawyers 
to see if a teacher or an administrator can 
do something. Courts emasculate the de­
cision making power of both parents and 
local school committees. 

Another area ripe for reform is for 
Congress to pass a law limiting the author­
ity of federal judges when it extends to 
raising taxes in local school jurisdictions. 
The Senate should only consent to con­
firm federal judges who understand that 
school life needs protection and nourish­
ment from comm~nity mores. The ~rbi­
trary ether of legal istic constructs foisted 
by elite law schools that purport to protect 

individual rights ignore---..:.and actively 
damage-family and community norms. 

Community constructs, not legal o~es, 
enable individual children to get a quality 
education. 

• Get out of the way ofTim Anderson. 

Who is Tim Anderson you ask? He's 
. the CEO and headmaster of a newly li­
censed public Charter School in Hull, . 
Massachusetts. Peter Drucker describes 
his type as uniquely American: a non­
profi t entrepreneur. Drucker goes so far as 
to say that if America is to prosper in the 
world economy, it must unleash the tal­
ents, energies-and mostimportant-ide­
als, of its Tim Andersons. 

Mr. Anderson took a vision, much 
gumption, and linked both the felicitous 
policies of the tenaciously competent s·tate 
Secretary ofEducation, Piedad Robertson. 
He spent two years of his life-with no 
guarantees ofcompensation-working and· 

, plannIng and doing the myriad of tasks, 
from policy to personnel, to finding space 
for classrooms, to bring into being a new 
kind of public school. It opens next fall. 
He has no guarantees anyone will come, If 
what he offers doesn't meet the expecta­
tions parents hold for their best and n:tost 
precious possession-'-he' s out of business 
before he starts. . 

Dem9cracy and well educated citizens 
intersect where parents cho,ose to send 
their children to schools like Anderson's, 
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. Waiting For Newt: 

What The 'New Congress Can Do For American Education 


Poor Newt Gingrich. As the mo~t 
compelling symbol of the recent Republi­
cim ascenda'ncy, he has become a talisman 
for the hopes and fears of all those won­
d.ering what the 'new Congress might do 
for·them or to them. 

Like all otner special Interests, educa­
tors have been busily holding seminars to 
divine the real meaning of last November's 
electoral earthquake. The elite education 
establishment, like its counterparts in the 
media, is very unhappy about what the 
American people wrought with their bal­
lots. 

Those of· us at the grass roots who 
identify more with the average American 
and less with our so called "leaders" see a 
different picture. In fact polls have shown 
that ordinary professional educators were 
:very much a part Of this electoral revolu­

·tion for we too believe that it is "business' 
as usual" that has made a shambles of the 
once proud edifice of American public 
edl!cation. . . 

Now when we look at this fellow 
Gingrich, who!ll a mean-spirited media 
has dubbed "Grinch" or "Scrooge," we 
see a different Christmas symbol. This 
guy could turn out to be Santa Claus. He 
might bring us a gift ":lore precious than 
money: Freedom. 

But isn't this the fellow who accused 
us of giving diplomas to kids who 'can:t 
read them? Yes, but what he said was true. . 
In fact all the criticisms. Gingrich and 
other outsiders have leveled at us aren't 
half as bad as the things we privately say 
about ourselves when we honestly assess . 
the Slale of our schools. -Listen'to teachers 

. talk about the decline of discipline~: the 

CalvertCollluy (MD) Sliperilltelldent William 
1. Moloney is a member of the (Joverning 
Board of the National Assessment of Educa­
(iO/l Progre.rs alld ·(he Network's Education 
PO/iCI' CoU/millee. 

By William L. Moloney 

student work ethic, values, curricular fo­
cus, honest testing and real student achieve­
ment, and you know our public rhetoric 
about "world class school" is a sham, So. 
if Speaker Gingrich and his associates are 

. saying, "Money hasn't worked, let's try 
freedom," then we should be the first to 
sign on and them demand proof that they 
really mean it. 

What should be the educational foot-

To restore the 
historic character and 
. effectiveness ofour 

schools, we must replace 
rules with values, man­

dates with virtues 
and "compliance" wi~h 

respo~sibility.. 

notes to the "Contact with America"? 
If the ills of American public educa­

tion could be reduced to a single work, it 
would be: over-regulation. So what is 
most needed is deregulation. 

Over time, the autonomy, flexibility, 
creativity and responsiveness (i.e., free­

. dom) of local schools have been steadily 
'vacuumed upward, first to central admin­
istration, thence to state bureaucracies and 
finally to Washington. We have exchanged 
the vision, energy and accountability of 
our communities for atorpid unrespon­
sive and distant bureaucracy, . 

To restore the historic character and 
. effectiveness of our schools, we must re­

place rules with values, mandates with 
'vir~ues and "compliance" ·with responsi­
bility. If local people are to be account­

· able,then we must have freedom from the 
suffocating blanket of regulation that so 
hobbles and discourages teachers and ad­
ministrators in all our efforts to serve chil­
dren. 

The 104thmight usefully begin by re­
visiting the two great educational mistakes' 
of the preceding Congress; i.e., The El­
e~entary and Secondary Education reau­

· thorization and Goals 2000: The Educate 
AmericaAct. Both of these g~ms equaled 

· over I;000 pages of little substance and 
much mischief. Riddled with.bun;aucratic 
pork, they were endlessly inventive in dis­
guising their true purpose of depriving 
local people of both their money and their 
freedom. Had both these bills died in 
committee, it would have been anunparal­
leled triumph for fedenil education reform. 

Undoirigsuch past damage would pow­
erfully advance the vital agenda ofgovern- . 

. mental devolution which our people have 
called for. If the new Co~gress thus em­
powers us and makes such a "Contact with 
American Educators," be assured we shall 
fulfill our obligations and thereby renew 
our children's lease on the American 
Dream, 
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A Message to the New Congress About Education Reform 


Any discussion ofreform in the educa­
tional system must be guided by one fun­
damental premise: that the interests of the 
children and their parents are of para­
mount importance and that the goal of the 
system should be to prepare its students, to 
the greatest extent 'possible, for produc­
tive and successful futures. ' 

This seems like an obvious starting 
point but, all too often, reforms with great 
prospect have been obstructed because of 
charges that they would "damage our sys­
tem of public education." So it bears 
repeating: The.system exists for the sake 
of serving its students. It is not an end in , 
itself. And if it is not accomplishing its 
purpose, we should consider other alter­
natives. 
, One strategy for reform that has met 
with the most vehement opposition by 
guardians of the system has been the es­
tablishment ofeducation vouchers through 
which parents could send their children to 
the schools they believe will do the best 
job of educating them. Opponents of 
vouchers or "school choice" initiatives 
have used a tactic of claiming that poor, 
minority students who would be left in 
public schools would suffer. Yet those 
who employ this defense of the system 
ignore the fact that it is those students who 
are suffering the most n~w, for they lack, 
the financial resources that have allowed 
others to escape from ineffective, danger­
ous schools. 

A recent poll by the Joint Center for 
Political and Economic Studies revealed 
that, in fact 88 percent of African Ameri­
cans surveyed ;;upport school choice, and, 

'furthermore, that the level of support in­
creased as the income level of the respon­
dents decreased. In face, statistics show 

Robert L Woodson, Sr" is President of the 
N(lJiollal Cellterfor Neighborhood Ell te rp rise, 

By Robert L. Woodson, Sr. 


that those who have railed the loudest 
about the damage that would be caused by 
introducing competition to thesystem are 
among those who have chosen, in highest 
numbers, to send their own. children 'to 
private schools. Voucher opponents in­
cluding Jesse Jackson, Marian Wright 
Edelman, and the majority of members of 
the Black and Hispanic Congressional 
Caucuses have opted to enroll their chil­

...The system exists 

for the sake ofserving 

its students. It is not 


an end in itself 

And if it is not 


accomplishing its 

purpose, we should 


consider other 

alternatives. 


dren in private schools, as did Franklin 
Smith, superintendent of Washington, 
D.C.'s public schools. In Chicago, 46 
percent of those who teach in the public 
schools send their own chi lOren to private 
schools, in Milwaukee, 62 percent, and an 
estimated 80 percent of the public school 
teachers in Washington, D.C. do not send 
their own children to the District's public 
schools. 

When confronted with embarrassing 
facts-such as the failure of 95 percent of 
ninth graders in New Jersey's public 
schools to pass a standardized mathemat­
ics exam, Of, in Philadelphia, the failure of 
50 and 51 percent of public school eighth 
graders to exhibit proficiency in reading 
and math (respectively)-apologists for 
an inept public school system raise a cry 
for more funding. Yet, statistics show that 

A 

student performance has piummeted whi Ie 
funding has increased. Since 1950, the 
government has increased spending by 
450 percent in constant dollars. In fact the 
period of greatest increase in education 
funding (from 1963 to (978) was also the 
period of greatest educational decline in 
America. 

One reason that greater spending has 
not produced high/!r student performance 
is thilt relatively little of the funds desig­
nated for education ever make it into the 
c1assroqm. For example, a 1990 study of 
schools in New York revealed that only 33 
cents ofeach publ ic education dollar trick­
led down to the classroom level; the rest 
was eaten up by administrative expenses. 
Yet, throughout the nation, administration 
continues to rise disproportionately to the 
student population. 

From 1960 to 1984" the number of 
students remained roughly constant, while 
the number of teachers grew by 57 per­
cent, supervisors and principals by 79 per­
cent and other non-teaching staff by 500 
percent. In Chicago, the public school 
system has 330 percent the number of 
administrators per students as do priv'ate 
schools in the city. This may account, in 
part, for the findings in a Brookings Insti­
tute study by John Chubb and Terry 'Moe 
which revealed that '~[p]ri vate-school costs 
are, on the average, only 50 percent to 60 
percent of public schools, yet private­
school students exhibit a grade level higher 
performa,nce than their counterparts in, 
public schools (and in the larger cities, 
two grade levels higher)." 

The National Center for Neighborhood 
Enterprise has identified literally hundreds 
of independent schools throughout the 
nation that have enabled children who 
have failed in public schools-or who had 
been 'stigmatized as being "learning dis-, 
abled"-to become stellar students. 
Among these are the Ivy Leaf school in 
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Philadelphia and the Chad School in New­
ark, New Jersey (whose public school 
"competmmt-ftasUeen described above.) 

The Ivy Leaf School was founded as a 
nursery school by a young mother who 
could not find the quality of pre-school in 
the area that she desired for her own three­
year-old daughter. Sirice its inception in 
1967 with 17.children it has developed into 
one of the country's largest independent 
black private schools with an enrollment 
of 750 students and literally hundreds of 
young people on its waiting list. Ninety 
percent of Ivy Leaf students read above 
their grade levels on standard achievement 
tests. By the age oftive, they are using first 
and second-grade readers. Graduates of 
Ivy Leaf are recruited by the city's most 
prestigious public and private schools. The 
school's founder, Liller Green, explains 
the goals of her institution: 

We take seriously our mission to 
prepare cur students to develop the 
skills, knowledge, and personal val­
ues which will help them develop 
into active and concerned individu­
als. Before society has loldthem 
they "can't" we have demonstrated 
to our children that they can! 

The Chad school was established in an 
abandoned parochial school building 
twenty-two years ago and has since ex­
panded to include two new buildings that 
house the Chad Science Academy and a 
facility on a rustic setting which is the site 
of Chad's high-tech summer camp where 
students can enjoy fresh air and benefit 
from the "launch pad" of a curriculum that 
includes eight areas ofstudy: architecture! 
construction, aviation/aerospace, audio 
engineering, computer science, electron­
ics and robotics, film and video, integrated 
science and math and transportation. Last 
year, Chad students participated in state­
wide math competition.' A Chad sixth­
grader placed first. Overall, Chad students 
placed in the top seven percent in the 
competition. 

Embarrassed, public school defenders 
have suggested that Chad's executive di­
rector, Leon Moore, must be "creaming" 
his students. Yet, 75 percent of the chil­
dren at the Chad school come from single-

done!" 
In looking towards education reform, I 

would have one simple message for the 
Jnew Congress: Bring market principles to 

bear in our social service industry. Mea­
sure the success of a program or agency in 
. terms of its outcomes, and allow competi­
tion that will give its "customers" the op­
portunity to select the highest quality prod-. 
uct. 
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A Primer for Education Reform 

By CHESTER E. FINN JR. 

Yesterday, the aptly named House 
Committee on Economic and Educational 
Opportunities opened hearings on the fed­
eral role in education. Wisconsin Gov. 
Tommy Thompson told Uncle Sam to pack.. 
his bags and get out of the way, while Ed­
ucation Secretary Dick Riley defended the 
status quo. 

The new GOP majority has an unprece­
dented opportunity to straighten out 30. 
years of education policy kinks and repair 
the damage of recent months. But It just 
may blow it by meekly. supposing (as au-. 
thors of the "Contract With America" ap­
parently did) that changing the direction 
of U.S. education will prove too divisive 
and instead may follow the incrementalist 
instincts of its new House and Senate edu­
cation committee chairmen_ Or--lroni­
cally-it may obsess over the one Issue 
where divisiveness isa valid fear­
namely, school prayer.. . 

But there are signs of hope. House big­
wigs Newt Gingrich, Dick Armey and John 
Kasich are said to be interested in a thor­
ough overhaul, as are a number of fired-up. 
freshmen. So is Indiana Sen. Dan Coats, 
now drafting an education bill in league 
with fonner education secretaries BlII 

. Bennett and Lamar Alexander. . 
Serious Legislating 

Any serious legislating in the field of 
education needs to begin with these as­
sumptions: 

• It's time-past time-to "send educa­
tion' home," in Mr. Alexander's phrase. 
The schools cannot be fixed in Washing­
ton. They are the proper work of states, lo­
calities, teachers and parents. 

• It's also time to break up the monop­
oly by shifting. power to consumers from 
producers, to parents from bureaucrats 
and to laymen from experts. Sound PQHcy 
will encourage pluralism, choice .and' a 
conception of "public education" based on 
who is served, not who runs the schools. 

• Quality results are what the country 
needs, and national goals, benchmarks 
and tests may help point the way, But all 
decisions about how to produce those re­
sults must be decentralized. 

Building on those precepts, a solid Re­
publican education package will have 
three main parts_ 

First. undo the worst damage. Restore 
the six original America 2000 goals set by 
President Bush and the governors in 
1989, before Congress burdened them, in 
the 1994 Goals 2000 legislation, with 
things like teacher training; this would. 
put the emphasis back on student 
achievement and high school completion_ 
Also repeal the provisions that create 
something akin to a national school board 

to "certify" education standards and that 
give federal officials final say over state 
reform' plans. Once federal supervision is 
gone, those contentious new national 
standards will have to make their own 
way .in the marketplace of ideas, mean­
Ing they'll be used only where they find 
favor with states and localities. Perhaps' 
the civics and math standards will win 
many adherents while the history stan­
dards gather dust. So be it. 

Bar federal agencies from Issuing or 
enforcing regulations, withholding funds 
or taking other actions that interfere 
with state/local control of curriculum, 
standards, instruction, testing, diSCi­
pline. home-school relations, resoUrces 
and governance. As insuran<;e. write ap­
propriations language making it illegal 
to spend a single federal dollar on such 
interference. . 

Seamd. decapitate Ule beast. Since the 
Department of Education won't have much 
left to do, downgrade it to an independent 
agency. (Shrinking it will also save 
money.) }lut place a cabinet-level educa­
tion adviser in the White House to man the 
"bully pulpit." 
. Third. send the programs hame. Today• 

hundreds of separate federal K-12 educa­
tion programs spend upward of S18 billion 
a year. They are highly prescriptive and 
heavily regulated, substituting Washing­
ton's judgments for those of states, com­
munities and familles. They are hostile to 
such innovations as choice. charter 
schools and private management. Almost 
alI of them strengthen the monopoly and 
the "education governance" system-su­
perintendents and school boards-rather 
than empowering governors, legislators or 
mayors. Parents, of course. have little or 
no say. 

'ThJs 30-year-old edifice should be torn 
down. Responsibility and authority should 
flow back to familIes. communities and 
states. Most of the programs should be 
bundled and "sent home." Prime candi· 
dates are compensatory education for poor 
chIldren. bilingual and yocationaltraIn· 
ing, staff development, sundry school re­
form and Innovation schemes (Including 
those newly enacted in Goals 2000). and· 
dozens of "discretionary" programs from 
gender equlty to drug. free schools to 
"waste management education." These 
total about Sl1 billion annually. 

Along with the programs, Congress 
should hand over the means of paying for 
them. This might take the form of a big, 
no-strings. education block grant. It could 
be a program "swap." whereby the states 
take full responsibility for education (and 
perhaps welfare) in return for Washington 

shouldering the burden of. say. Medicaid. 
Or it might be a federal tax cut that gives 
states the CiscaI capacity to maintain these 
activities if they want. 

The states can decide for themselves, 
and not all states will do the same things. 
Some will move toward vouchers and char­
ter schools while others will Invite com­
munities to make their own choices. Some 
may judge that the money is more ur­
gently needed for orphanages. nursing 
homes or prisons. Afew may keep the ed­
ucation program Intact, substituting state 
regulation for federal.. It's their call. 
Washington should neither mandate nor 
prohibit. 

The same principle applies to the vast 
pork barrel that feeds education "experts" 
and their institutions. Legislation signed 
just a few weeks before the election, for ex-. 
ample. will convey whopping sums to 
teachers' coUeges. The "regional educa­
tion laboratories" have been around for 30 
years. a classic example of "feeding the 
sparrows by feeding the horses." All such 
.schemes should be part of the package 
handed to the states. H governors want 
these services. they can purchase them. 

Those are the big three. But any thor­
ough cleaning of the federal education sta­
bles should also hose out several more 
stalls. Under the heading of unfunded 
mandates, for example. the heaviest bur­
den is "speCial" education, where the 
money needed to comply-with Washing­
ton's requirements exceeds the aid that 
comes with them by bUlionsof dollars. Do­
ing something about this would be wel­
comed by state and local officials and by 
parents of nonhandicapped children. al­
though it would bring an outcry from the 
well-organized "speCial ed" constituency. 
(Congressional leaders may want to talk 
this one through with the governors.) 

Civil rights enforcement in education 
urgently needs attention, too. especially 
as the Clintonistas run wild. It's been 40 
years since the Brown. v. Boord Of Edu­
cation 'decision and t.h.i'ee decades since 
the great Civil Rights Act. Today's en­
forcers are preoccupied with color-coding 
our schools and colleges, imposing quo­
tas in the name of affirmative action. 
seeking added benefits for approved 
"victim" groups, harasSing state testing 
programs. and keeping desegregated 
school systems under permanent court 
supervision. Nothing would more vividly 
signal a change in direction than restor­
ing Civil rights enforcement to the re­
dress of discriminatory actions against 
individuals-and the pursuit of a color­
blind, merit·based society. 

What should remain in Washington? 
Not a lot: statistics: perhaps a bit of re­



() 

search; the assessment of student perfor- . 
mance at the international, national and 
state levels (the national assessment pro­
gram needs to have its formerly indepen­
dent governing board rehabilitated); the 
few programs that don't get sent home; 
arid the leadership and encouragement 
that can flow frof(l the bully pulpit. 
Only Do So Much 

But that message also needs atten­
tion-and here Congress can do only so 
much. New faces are needed at the White 
House, too-people who attend to what the 
public values in education, rather than 
waltzing to the rhythms of the teacher 
unions and the school establishment. 

Save for the matter of funding, where 
misinformation is widespread, Americans 
know where the serious problems in to­
day's schools lie and what educationist 
notions don't rate very high. According to 
a recent survey by the nonprofit group 
Public Agenda. drugs and violence are 
the top-ranking concern, named by 12%,. 
followed by low academic standards 
(61%), insufficient emphasis on "the ba­
sics" (60'fo), not enough money (58%). not 
enough math. scie,nce and computers 
(52'fo), schools that don't teach good work 
habits (52%), classes that are too crowded 
(50'1'0). schools' fllilure to teach religious 
values (47%), and schools that aren't 
clear and specific about what they want 
youngsters to learn (47%). Two profes­
sional fads that garnered little enthusi­
asm were calculators in arithmetic class 
(10%) and mixing students of different 

( ability levels (34%). 
That's the public's education agenda. It 

should be Washington's,' too, notwith­
standing 30 years of movement in the op­
posite direction. The new GOP majority in 
Congress has a chance to begin the .trans· 
formation_ 

Mr. Finn, a former assistant secretary of 
education, is a fellow at the Hudson Institute 
and a professor of education and public pol­
icy at Vanderbilt University. 

The Wall Street journal 
January 13,1995 
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Diane Ravitch .'.> 

·Goal~ 2000: Four Ways to~Fix,Ii" 

Almost a year ago. the I 03rd Con­ goals (about teacher training and par- panels should include a substantial rep­
gress passe,d Goals 2000, the linchpin ent involvement), which served to in- resentation oflay members of the pub­
of the Clinton education strategy, Its dicate that the goals were to be under- lic and should require a two-thirds ma­
purpose is to spur the development of . stood as empty rhetoric rather than as jority to approve standards. National 
voluntary state and national academic measurable outcomes for education. standards, even voluntary ones, should 
standards. but the complex mechanism It was the I 03rd' Congress that po- not be approved unless they nave broad 
put in place by the law is unlikely to liticized and distorted the legislation, bipartisan support, These changes re­
create anything but federal interference not the Clinton administration. Every- flect the Clinton administration's own 
and another layer of state bureaucracy. thing that is objectionable in the law initial proposal. 

Congress has to decide what to do was added by Congress to the Second, Congress should eliminate 
· about this law. It can repeal it, ignore administration's original proposal of the restrictions on student testing in 
it or fix. it. A vote to repeal would un­ ·MarchI, 1993. Stripping the mischief. Goals 2000, none of which were pro­
doubtedly be countered by a veto; even' and high-handedness out of the law posed by either the Bush or Clinton 
if successful,repeal would send an un- would restore a bipartisan approach to administration. At the behest of anti­

, fortunate message that the new' Con­ education improvement. testing lobbies, Congress declared that 
gress is against academic standards. The following four changes would states cannot use their own assessments 
However, it would be a mistake to leave significantly improve Goals 2000: to make decisions about promotion, 
Goals 2000 untouched, because the law First, eliminate the National Edu- graduation or retention for five yeats. 
has major flaws that will make the de- cation Standards and Improvement· Furthermore, any state tests must meet . 

· velopment of meaningful standards ,Council (NESIC), a 19-member body rigorous technical standards in order to 
nearly impossible. that was created to certify all state and be certified by NESIC. Unless states 

Goals 2000 should be fixed, and it national standards. Under current law. refuse to submit their tests to NESIC 
· should be turned into truly bipartisan NESIC will be appointec;l solely by the' for certification, Goals 2000 will essen­
legislation that has a reasonable chance president, will be almost entirely pro- . tially eliminate any meaningful student 
of achieving real academic standards fessional educators, will not be bipar- . testing by the states. It is hard to see 
without inappropriate federai med­ tisan and wi II endorse national and state how higher standards will be produced 
dling. standards by a simple majority vote. by a virtual ban on the use of testing, 

Republicans should recall that it Neither the Bush administration northe Congress should recognize that 
was President Bush who started the Clinton administration proposed this states have the right to develop and use 
process of establishing national educa­ one-sided. politically unsound arrange-. tests as they see fit and should remove 
tion goals when he convened the ment. ( any language that attempts to establish 
nation's governors at an education sum­ It defies common sense to expect federal regulation of educational test- .' 
mit in Charlottesville in 1989. The that NESIC will have credibility when . ing. Congress is not qualified to legis­
president and the governors endorsed its members are from only one politi- late on psychometric issues, None of 
si x national education goals for the year cal party, when it includes few if any the language proscribing the use of tests 
2000. The point of setting goals was representatives of the lay public and by states was in the original Clinton . 
to focus attention on measurable results · when its decisions about controversial bill. 
(like improving student achievement issues may be made by a .simple ma- Third. Congress should eliminate 
and increasing the high school gradua­ jority. As currently constituted. NESIC the requirement that participating states 
tion rate to 90 percent) and simulta~ is incapable of winning bipartisan sup- set up state improvement panels to de­

· neously to reduce federal and state port for its actions. sign a state education reform plan. 
regulation of schools. The I 04th Congress should turn cer- These panels have few lay members but 

Unfortunately Goals 2000 reversed tification of national (but not state) . many representatives of interest 
that formula by minimizing the impor- standards over to the 9ipartisan Na- groups, advocacy groups and profes­

· tance of results (the law strongly dis" tiona I Education Goals Panel, which is sional organizations. The states should 
courages student testing, for example) dominated by governors but includes shape their s.tandards as they think best 
and by imposing burdensome proce­ representatives from the administration rather than be compelled to honor a pre­
dures on states that accept federal funds and Congress. The Goals Panel should scriptive formula that reflects interest 
to develop standards. Congress even appoint advisory panels to judge pro- group pressures inWashing'ton. These 
added two new national education · posals fQr national standards. These committees, which in some states have 



as many as 100 members, have no fis­
cal accountability to the governor or the 
state board of education. Yet Goals 
2000 gives them extensive powers to 
redesign the state's educational and.so­
cial service programs. Nowhere does 
the legislation explain what happens if 
a state planning committee recom­
mends doubling or tripling the state's 
education budget. While any state is 
free to convene an advisory group, 
these panels should not be mandated 
by federal law. 

Fourth, Congress should remove 
from Goals 2000 all references to "op­
portunity to learn" standards. No one 
now knows what such standards are, 
so it seems premature to expect states 

tq establish them. Presumably, "oppor­
tunity to learn" standards define the 
minimum resources - human and fi­
nancial - that each school must have 
in order to provide all students with 
equal opportunity to learn. The states 
have been struggling with equalization 
battles in their legislatures and in the· 
courts. Congress should not use a 
backdoor strategy to impose equalized 
school spending on the states. 

Other parts of the law could easi ly 
·be pared away, especially those thal 

mandate specific educational practices. 
The 103rd Congress had an unfortunate 
habit of legislating matters that shpuld 
be left to the judgment of teachers and 
principals. A revised Goals 2000 would 

allow the nation (not the federal gov- . 
ernment) to develop voluntary national 
academic standards in a manner that 
merits bipartisan support. It would al­
low states, school districts and schools 
to m·anage their affairs without direc­
tions from Washington. It would elimi­
nate . congressional efforts to 
micromanage educational reform .. 
Above all, such changes would empha­
size the fundamental object of all this 
activity. Standards for student achieve­
ment. 

The.writer. assistant secretary ofeducation 
in the Bush administration, is a senior re­
search scholar at New York University and 
afelLow at the Brookings Institution. 

The Washingeon Post 
January 12, 1995 



matter-of·factly reports that '1-fR-6 is 
laced with language on gender equity, LOCAL OPTIONS 
from authorizing grants to requiring 
schools to collect data." The bill also es­

Congress should return control of edu~ation tablishes a post-modern definition of 
the "family," provides day care f~r theto s~tes, school boards-and parents. 

. babies of unwed teenage mothers, and 
conilates school refonn with health 
care, violence preventio"n, etc. 

LAMAR ALEXANDER, WILLIAM J. ~~NNm, AND DAN COATS The law provides vast \vindfalls for 
colleges of education and authorizes 

- funds for dozens of pork-barrel proj­

A
s IT SETS out to repair the dangerous weapons but scarcely visible 

ects. More troubling still is the bill's . damage wrought by its prede- save to its controllers and crew. . 
hypocrisy with respect to such promis­cessor, the new Republican Part of a comprehensive education 
ing reform strategies as chartermajority in Congress needs to look package, along with u~als 2000" and 
schools and parental choice. While al­hard at education. A.ri1ong the least-no- measures such as a "school to work~ 
lowing members of Congress to claim . ticed events of October's closing leg- program and expansion of Head Start, . 
that they voted for them, HR-6 actu­islative rush was final passage of HR- HR-6 did far more than reauthorize 
ally immobilizes them with rules and6, the Elem€altary and Secondary ESEA, the· keystone of federal school 
conditions. What good, for example, is Education Act. (ESEA), a $65-billion aid since 1965. It reversed a decade of 
a school-choice program that lets themeasure that is bad for children, for progress toward a coherent, bipartisan 
"sending school" veto the child's depar­education, and for American federal- education-refonnstrategy as embodied 
ture? Furthermore, such shackles \vill ism. In l,OOO-plus pages it sets back" in the Bush Admiriistration's "America 
!i.elp"the enemies of school choice arguethe cause of serious school reform, 2000" plan. which sought to roll back 
a few years down the road that thesewastes billions of dollars, and erodes federal regulation and replace it with 
reforms don't work. .local control of American schools. the initiative of teachers communities 


. At a showy pre-election bill signing and parents, and which coupled vol~ 

m Massachusetts, President Clinton untary goals with good tests and ac­ , How It Passed 

and Senator Edward. Kennedy said the countability for results. 


THE passage .of this legislation law signals a national commitment to By sigI:ling off on HR-6 and Goals 
. reveals much about the oppor­our children. Retiring Senate Majority 2000, President Clinton transformed a 

tunities and perils awaiting theLeader George Mitchell (D., Me.) cited nationwide reform movement into a 
new Congress. HR-6 spent more than aeducation as one of the jewels in the federal program. The new. ~egulations 
year on Capitol Hill after the White crown of the l03rd Congress. Educa- concern not only the standards and as· 
House sent it up. Hearings dragged on. tion Secretary. Dick Riley" said no one sessments that schools use but also 
The high-profile issues were how to ad­in Washington, perhaps in the whole how they discipline student offenders 
just the Chapter One formula to direct. country; was serious about education the topics that teachers and paren~ 
more federal dollars toward poor com­before Clinton's. inauguration. And must diScu.~s with one another, the 
munities and whether to keep or jetti ­columnist Jack Anderson reported that content of sex'1)ducation courses, and 
son Chapter Two, a block grant, thatMorgan Stanley's research department the (rare) circumstances in which" 
was immensely popular with statesfin:ds Clinton~s "political stock ... blue- . denying a child the right to pray may 

. and localities. Tucked away in the fine chip when It comes to keeping its be an" infraction. Clinton has even ere­
print-but seldom discussed or re­promises on education reform." ated something akin to a national 
ported-were dozens ofnew programs Like so much "associated with this school board, the National Education 
and hundreds of changes in existing Administration, however, what sounds Standards and Improvement Council. 
ones, as well as intricate linkages be­too good to be true turns out to be not Almost as worrying is the resurrec­
tween ESEA and the ~als 2000 bill. 
entirely true and not very good at all. tion of inputs, resources, and services· 
The Administration's complex propos­HR-6 was the legislative equivalent of as gauges of education quality. Three 

'. als were heavily embroidered by Billa stealth bomber, heavily armed with decades of research show no reliable 
Ford's House Education and· Labor . link between what goes into schools 
Committee, and Ted Kennedy's Senateand what children learn there. Yet 

Mr. A1.uo.nder, a former governor of Ten~ Labor and Human Resources Com­Goals 2000 and HR-6 affi.nn the rou­
nesSft and former ucretary of edticaticn, is aiittee.tine assertion of the education estab­
a Nruhvilk attorney arid a senicJr fellow at Eventually. the House cranked outlishment: If we're not happy with
the Hudson lnstituu. Mr. Bennett. an NR the most offensive piece of educationschool results, more money and regula­senior editor and a former secretary of edu· legislation in memory, the Senate a:tions Will improve them. caticJn, is a co-founder ofEmpower America. somewhat milder version. The final ed­
Mr. Coats is, a RepUblican senator from. Political correctness pervades many 

ition was cobbled together behindlndiana, sections of the bill. Education Daily 
closed doors during Augus't and. Sep­



tember in a "staff conference" domi­
nated by Democratic. congressional 
aides, some of them around since the 
days of LBJ. Lobbyists and Admin­
istration officials played key roles in 
the process, but nobody else was al­
lowed into the room. 

The vast bill emerged from confer­
ence about 48 hours before the House 

voted on final passage. Senators had a 

couple of additional days to try to get 

hold of copies and examine the bill. 


. Few did. It is likely that not a single 

member of either body had actually 

read the full text of the final version. 

The teachers unions and the 
Washington-based interest groups qui­
etly did their part to .round up votes, 
rousing their memberships with the 
promise of federal dollars. Busmess' 
groups went along, perhaps because 
their education staffs consist mostly of 
establishment fellow-travelers. Gov~r­
nors, state· legislators, and mayors, 
many of whom had fussed loudly about 
Goals 2000, were mute about HR.-6, 
though it will cost them substantial 
control over their schools. 

ConServative organizatious sat this 
one out or focused ·on such narrow 
items as the school-prayer provisions. 
Editorialists naively supposed that 
any bill labeled "education" must be a . 
good thing. As for congressional. Re­
publicans, most donned their "damage 
control" garb, curbing the worst 
Democrat-drafted excesses without 
challenging the measure's fundamen­
tal premises. 

What can we do novv? When it comes 
to education., decisions made in Wash­
ington are decisions not made by par­
ents, teachers, and 15,000 local school 
boards. Mandates shaped in Washing­
ton are programs not fashioned by the 
states and communities, which foot 
most of the bill. Regulations crafted in 
Washington can be counted upon to re­
spond to the demands of special.inter­
ests rather than the needs of fifty mil­
lion unique children attending some 
110,000 distinctive schools across this 
diverse land. 

Education is not an endeavor where 
one size fits all. Perhaps we can agree 
on a .core. of voluntary goals and 
staridards that make sense for the na­
tion, but it's folly to prescribe a single 

path to them, or to suggest that Uncle 

Sam knows best. Worse than foily, it 

saps initiative and responsibility, 

curbs creativity. and wrongly pretends 

that some of the touchiest and most lo­

calized issues in American society-the 

way our children are taught about reli· 


. gion and sex, the place of education in 

our communities-lend themselves to 

uniform national solutions. De­
centralizing education policy is a way 
to strengthen cOmmunities, to rebuild 
the culture, to buttress families, and to 
diffuse-and perhaps defuse-volatile 
decisions. 

Horse-Trading 

I 
N 1986, when one of us was chair­
man of the nation's governors and 
another was education secretary, 

the governors proposed some ·old-fash­
ioned horse-trading," namely lifting 
the regulatory burden from American 
schools in return for better education 
results. In time this proposal turned 
into a consensus about how to reform· 
the schools: local control coupled with 
gubernatorial leadership; voluntary 
national goals combined with responsi­
bility for each state and locality to 
work toward them as it deemed best; 
wide-ranging choices for facilies 
.among excellent schools that differ on 
many dimensions; the fund.ainental 
right to flee a bad, or unsafe school for 
a good one, (plus tests that make it 
possible to know which are which); and 
essential skills and serious content 
taught by talented individuals who are 
accountable for their results and·re­
warded for classroom excellence. 

That's what America 2000 was all 
about. And that's still how the Ameri­
can people believe we should tackle our 
education problems. A recent survey by 
Public Agenda makes plain that a 
"safe, orderly environment and effec­
tive teaching of the 'basics' It bead the~ 
list, joined by high standards and clear 
lines of accountability. But the pub­
lic has serious misgivings about the 
trendy schemes beloved of todays edu­
cation establishment-the very ap-

Agenda reports, "the large majority of 
Americans are uncomfortable" with 
such things. as "ending the 'tracking' of 
students, and replacing standardized, 
multiple-choice tests with: new, more 
'authentic' assessments." We also know 
from other surveys that the American 
people strongly favor school choice and 
are deeply mistrustful of the Federal 
Government's ability to improve our 
schools. 

Today Washington is on a collision 
course with what the American people. 
want and what they know to be right. 
The recent election results provide dra­
matic evidence. HR.-6 is. a large, ugly 
example of what has gone wrong and 
what the voters are rejecting. It soould 
be repealed. The "national school· 
board" should be canned, and local con· 
trol should be restored. Education 
should be sent home to states, commu­
nities, and families. 

Indeed, it's time for the Federal Gov­

ernment virtually to withdraw from el­

ementaryand secondary education and 

relinquish the authority it has seized 

in this domain. Dozens of federal pro­

grams ought to vanish. The resources 

they now consume should be made 

available-perhaps through a federal 

tax cut or an expanded· version of 

Chapter Two-to states and localities 


. to do with as they judge best. We're 
now drafting, and one of us plans in 
January to introduce, a short, simple 

. bill to accomplish this. The new major­
ity in Congress creates a more hos­
pitable environment fo'r such legis la­
tion than Yie've had .since the Great 
Society pointed federal education pol­
icy in the wrong direction. 

Insofar as any education functions 
stay in' WashingtOn , their guiding prin· 
ciples should be choice, deregulation, 
innovation, accountability, and serious 
assessment keyed to real stimdards in 

,core subjects. The National Education 
Goals Panel, niade up of governors and 
state legislators along with Executive 
Branch and congressional representa· 
tives, is where oversight responsibility 
should rest, not with' civil servants, 
"experts," or the Federal Government. 

pro aches on .which money and Ie-. Todays Department of Education 
gitimacy are lavished by HR.-6 and the· could be reduced to something far 
rest of the Clinton package. As Public humbler and less costly. 
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That doesn't mean Presidents have 

nothing to say about education. rn 
truth, they should say quite a bit. But 
they shouldn't try to run the nation's 
schools. They must not seek to control 
them. And they need to understand 

. that acceptance of their education 
agenda depends on the power of their 
ideas, not on federal red tape. Bill 
Clinton should tell the country what he 
th.inks a good school is. Those who 
agree with him can be trusted to create 
their own. Those who favor a different 
idea must be free to march to their 
own drummers. 0 

National Revtew 
December 19, 1994 
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.Prospects for educational reform 

. , " , . 

RepublicallS shouldfoster local control 
. - . . . 

By Michael Garber 

The recent elections were not primarily 
about educatioil - surprising, given its 
perilous condition in most states. Never­
theless; many winning GOP candidates­
in Congress, as well as at state and lcical 
levels - ran on broad themes concerning 
how government should work, aU ofwhich 
have corollaries in' the area of education. 
They emphasized decentralized gover­
nance ~md greater personaL freedom, ~ 
nomic efficiency and public accountablh­
ty. and pro-family government policy. " 

In education, several movements corre- . 
spond to these themes and can make 
schools significantly more accountable to 
the people they purport to serve: the crea­
tion of autonomQUS "charterJ' public 
schools; parental choice of schools (in­
cluding, in some plans, religious and other 
private schools); greater freedom in "con­
tracting out" for services from private 
providers; and establishing external stan­
dards and measures, of assessment (to en­
sure public accountability for tax dollars 
spent and to help' generate information for 
parents to make informed choices about 
where to send their childrep to school). 

Though the revolution may be protract­
ed, Republican victors should fire the 
opening shot, directing their smail-govern­
ment, anti-regulation, free-market inclina­
tions to breaking up the single largest mo­
nopoly in the free world - the U.S. public 
education industry. If they do. Nov. 8 will 
be remembered as the dawn ora brighter 
day for American schoolchildren. 

Speculation is already rampant about 
possible big changes in educ;ation policy at 
the federal level. In many ways, how 
Washington will handle, education paral­
lels the big welfare dilemma: whether to 
"ClXit',' on a national scale or return the 
matter to the states . .If Republicans stick 
,to their promises of decentralization, less­
intrusive government arid restoration of 
power to individuals, then the real action. 
is going to occur in the nation'S state­
houses. And the opportunity to shift from 

Michael Garber is deputy direCtOT: offlre 
Educational Excellence NeMork. aproject 

, o(the Hudson Institwe if! Indianapolis, 

incremental tink.enng to wholesale change incentives and by placing the needs of 
has never been more promising. · education consumers above those of its 

The GOP made historic gains in gu­ producers. It therefore comes as. little sur­
bernatorial elections, picking up 12 seats: prise that these strategies have been hotly 
That gives the party 30 governors, the ft~t . contested by the organized interest groups 
time that Republicans have held a maJon­ that have the most to lose and the most to 
ty of the statehouses since 1970. They hide. 
made deep inroads in state legislatures as Although official figures are not avail-. well, with bo:h h()uses in 17 stales now able - because the two U.S. teachers un­under their control; Democrats control · ions are not required to report all their
both chambers of 19 legislatures, and the sources of income ...,.- analyst Myron Lie­
remainder are split (Nebraska's is nonpar­ berman estimates the total combined an­
tIsan). Republican lawmakers should capi­ nual revenue from all sources of the Na­
talize on their recent wins.' . tional Education Association and the

Discontent with education~as-usual, is American Federation of Teachers at close 
clear: Public Agenda, an independent to $1 billion. That kind of money has pur­
public opinion analysis group, recently . chased plenty of influence. The NEA and,'
found that the public overWhelmingly be- AFT spend I)'lillions ofdollars each year to

· lieves that American schools pay little at­ thwart the reforms described here ­
tention to "the basics," with 96 percent of through litigation, anti~reform media
respondents favoring "tougher and more 

campaigns, staffing the phone banks ofchallenging courses." Sixty percent of 
· status quo politicians, and other means.· Americans 'questioned now say that aca­

The unions are also not' above usingdemic standards are too low in their local 
· strong-arm tactics to block change. In an schools, ,and the figure is.70 percent 

effort .to limit the autonomy of charteramong black parents with children cur­ schools in Michigan the NEA-affiliatedrently. in a public school. 
Michigan Education Association threaten­

. The resonance of Republican calls for edSaginaw Valley State University that, if 
tax relief. smaller government, a balanced­ the union was not allowed to review ,and 
budget amendment, and a presidential approve of the charter schools the univer­
line-item veto indicates the loss of the. sity authorizes. its 10,000 members would 
public's faith in government to provide rerus~ to accept student teachers from the 
the services we expect at a high level of university in their classrooms. In a letter . 
quality and efficiency. While the public to the university~s president, MEA Re-
has been repe:'ltedly reminded Of the "spi" · gional Director D.1vid Sabedra wrote that '. 
raling cost of health care," few recognize the union would discourage its members 
that education spending has also gotten who are Saginaw Valley graduates from 
out ofcontrol- and with far less to show donating tq the uniyersity;urgc union 
for it. Between 1960 and 1990, while stu­ teachers to stop participating in training 

. dent perfonnance on tests such as the SAT or graduate courses at the university; and, 
, and the National Assessment of Educa­ encourage local s;::hool superintendents
tional Progress faltered, real (inflation­ •. and school boards. to end their involve­
adjusted) spending on K-12 public educa­ ment with university programs if the uni­
tion rose· fro in $50 billion to almost versity authorized charter schools without 
$190 billion. Per-pupil spending more union "input"
than tripled - from $1,454 in 1960 to The recent elections will come as a set­
$4,622 in 1990. back. if not a body blow~ to establishment 

Sohool choice, charter schools, subcon­ groups in some locales, but these groups 
tracting for services, and standards and as­

are not lik.ely to roll over and die qUICkly.sessments are market-based school re­
The unions have distinct political advan­

forms designed 10 inject accountability tages. including the ability to tax their
· back into Ameri..:an education systems, membership for "emergency funds" for T:jI~y do so by ·replacing regulations with political assauhs (such as occurred when 
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they ('ought a· media battle against the 
school choice initiative in California); the 
ability to raise funds through payroll de­
ductions whereas their opponents have no 
such easy means of raising money; and 
the ability (based on typical contracts) to 
block any other payroll deduction a mem­
ber might want to make to another 
group. . 

Despite these advantages, the electiqns 
threw a wrench in the establishment's 
well-oiled political machine. Strongest 

_supporters of the union's version of 

schooling have been Democratic legisla­
tors (in fact, one out of every eight dele­
gates to the 1992 Democratic National 
Convention was a member of the NEA 
or AFr). In many places, union heads can 
no longer count on Democratic majorities 
to prop up the current system. Moreover, 
public opinion has shifted dramatically. 
Citizens have become as weary and wary 
of the NEA's seemingly benign call to "in-­
vest in .the children" as they have other 
forms of government "investment" that 
provide little or no return. As new Repub­
lican leaders shake up the power structure, 
unions and other established interest 
groups will find themselves under increas­
ing scrutiny and wiu face constant; efforts 

. to wrest power from them. 

Organized labor will have to rethink its 
role under a new ed.ucation order, but 

. many of the teachers these groups are sup­
Posed to represent will emerge as big win­
ners. Rather than being treated as a collec­
tive of more-or-Iess interchangeable 
laborers, teachers - under market-based 
reforms - will be elevated to their proper 
professional status. As schools compete to 
attract and retain the best talent, they will 
provide more opportunities for teachers to . 
pursue additional schooling, greater access 
to leadership roles, and - for those who 
merit it - substantially higher salaries 
and other forms of compensation. The 
schools that will thrive under such a sys­
tem will be those that devolve authority 
and responsibility down the line to those 
who know the needs of the students best, 
freeing them of tasks for which they are 
not well-suited ... 

On Nov. 8, the public sent out a call for 
limits to government and declared that. 
most problems are best solved by those 
who are closest to them. If the new legisla­
tors live up to their promises, the coming 

. education revolution will benefit good 
teachers, and most importantly, it will be 
good for ·the children. 

(Los Angeles) Daily News 
December 18, 1994 
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8. 	Budget ReductIon 

The most critical challenge facing the new Congress' is to enact· a 
credible budget plan that will eliminate federal deficit spending over the . 
next 	five years. We strongly urge members of Congress to pass the 
balanced-budget .constitutlonal amendment, but even .if they do not, the 
federal budget can and should be balanced without a single 'penny of ne",!, 
taxes by the year 2000. Indeed,this chapter demonstrates how the budget 
can be balanced even if taxes are reduced by $400 billion over five years . 

. The $400.billion tax reduction we propose is more than twice as large as 
the Republican tax proposal and four times as large as the president's. 
(Details of Cato's proposed tax reductions are outlined in a separate 
chapter.) . 

. Over the next five years the federal government will spend $8.6 trillion. 
The Cato fiscal plan balances the budget with a generous' tax cut by 
reducing outlays by $1.1 trillion. The significant features of the Cato 
budget plan are 

• 	 a 5 percent across-the-board resCission in all federal programs 
except Social Security for the Second half of 1995 through the end 
of fiscal year, 1996; 

• 	 the tennination of more than 100 federal programs and agencies; 

• 	 a reduction in the defense budget to $204 billion by the year 2000 
. to reflect post-Cold War realities; 

.• 	the elimination of all bilateral and multilateral foreign aid 
spending; . . 

• 	 long-tenn cost reduction refonns in Social Security, such as sig­
nificantly raising the retirement age, with the eventual goal of 
privatizing the program: 

• 	 a series of health care refonns, including cost sharing and medical 
savings accounts, to reduce the inflation in Medicare and Medicaid: 

71 
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'. . a plan to end the federal government's failed role in welfare 
by turning all public assistance programs over to the states and. 
private charities; 

• 	 the privatization of at least $100 .billion worth of nonenvironmen­
tally sensitive federal lands, oil reserves, and other federal assets, 
with the proceeds used to lower the national debt and interest 
payments. . 

The Washinglon Spending Juggernaut 
Government was never sUp(Xlsed ~o lven approach the size that it is 

today. Most of the activities of government today-from dairy subsidies 
to urban transit grants to middle-income transfer payments-would have 
been inconceivable throughout most of American history. That (Xlint is 
underscored by Figure 8.1, which shows the· expansion of the federal 
budget and taxes in the 20th century. Real federal outlays climbed from 
$8.3 billion in J90 I to $255 billion in 1950. Outlays will be $1,510 billion 
in ·1995. Government spending is growing so much more rapidly than 
inflation that, if federal outlays had been restrdined to the consumer price. 
index over just the pasr20 years, America would now have a$250 billion 
budget surplus, rather than a $200 billion deficit. 

Figure 8.' . 
Real Federal Taxes and Spending, '90' -93 
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Of course, the nation is much larger tOday than in earlier periods. s.' 

one would expect government also to be bigger~though not propol1iOIl' 


.ately so. Figure 8.2 shows the per capita real level of federa! spendill~' 

over time. Even when adjusting for the 'growth in (Xlpulation size (alld 

inflation), government expenditures (in 199.0 dollars) have mushroomed: 
the federal government spent $1 IO per person in 1900, $2,100 in 19611. 

and $5,030 in 1994. 
Even as a share of total economic output government has reached 'all 

unprecedented size. Figure 8.3 shows that federal spending consumed k~' 
than 5 percent of total output in 1900 ~d 18 percent of total outplll ill 
1960; it now consumes about 23 percent of national output. With stall' 
and local spending added, government consumes roughly 35 percent'ol . 
gross domestic product. 

Contrary to me rhetoric from Washington about tight budget caps and 
fiscal restraint, federal spending has accelerated rapidly in the Bush-Clinhll' 
era. The federal government is one-third larger today in real terms thall 
when Ronald Reagan left the White House. . 

SoURCE: TiU FotmdatJon. Facts and Figur~s on GOvt'l'1fI'MnI Fino.nce. various years; and Budgel of 'lit' Unil. ,I 
S",,,•. Hi.torical Table •. 1994. 
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Figure 8.3 
Federal Outlays as.a Share of GOP, 1900-93 
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. Clearly. there is room for substantial budget reductions over the next 

five years without even touching the most politically sensitive programs, 


The Clinton Budget: Myths and Reality 

Almost everything that is written and said about the federal budget 
these days is false or misleading. Most notably, federal spending has not 
been restrained; the budget deficit is not on a downward path, and recent 
budget agreements have not worked, An accurate interpretation of recent 

. budget developments leads to the following conclusions: 

I. The long-term deficit outlook is very disCouraging, The Congres­
sional Budget Office forecasts a federal deficit of $284 billion in 
FY2000, $322 billion in FY2002, and $441 billion in FY2005, The 
cyclical. fall in the deficit this year does not lessen the magnitude 
of the longer term emergency. 

2. 	The 1990 and 1993 budget deals were failures. The deficit has 
been higher than the Congressional Budget Office forecasted when . -
-


,,' 
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Reagan left office for every single year from 1990 to 1995-al111 
those forecasts assumed no new taxes. Almost all of the deliei! 
reduction since 1992 is attributable to three factors: (a) the one­
time sale of assets and properties acquired by the federal government 
during the savings-and-Ioan crisis of the late 1980s (that alone has 
'!ccounted for about $75 billion in deficit reduction in recent years), 
(b) reductions in the military budget resulting froni the end of the 

Cold War. and (c) the cyclical economic recovery, 

Doil1estic spending has vastly expanded during the Bush-Clinton ' 

era. Real domestic spending has grown by some $200 billion; or 

nearly 30 percent, since Ronald Reagan 'left office. If Presidents 

Bush and Clinton had succeeded in'simply holding domestic spend. 


. ing to the rate of inflation over the paSt seven years, the budgel 
would be in surplus this year . 

4, 	 Unless there is a major correction, federal spending will continue 
to climb rapidly through the end of the century. The federal budget 
is expected to expand by $450 billion through 2(XJO and $670 
billion through 2002, a'l shown in Figure 8.4. From 1996 through 
2000, federal outlays will approach $13.5 trillion. That is a massive 
spending buildup at a time of supposed budget austeiity. 

5. 	 TaX increases to balance the budget are counterproductive, Federal 
revenue growth over the past five years, even after two large lax 
increa'les in 1990 and again in 1993, has been no greater than was 
expected in 1989 without tax hikes. In fact, federal revenues have 

. been climbing at a slower pace in the 1990s with two tax increases 
than in the I980s following Reagan's income tax cut. Tax' increases 
also tend to have no impact on the deficit because, a~ studies 
indicate, higher taxes encourage higher spending. 

6. 	 Economic growth is a necessary condition for deficit reduction. Pro­
growth tax policies such as marginal rate reductions and substantial 
regulatory rollback measures, would contribute to deficit reduction. 
Conversely, anti-growth polic,ies, such as higher marginal lax rates, 
inflationarY monetary policy, and more stringent business and lahul' 
regUlation, would slow growth and raise the deficit. 

7, 	 Both the administration and the Republicans in Congress are Wrollt' 

to call for increased military spending. The Cold War really is 
over. We won. The Soviet Union is in dissolution. The United 
States now faces no significant military threat anywhere in Ihe. 

world. The $270 billion that the Pentagon will spend this year is 

75 
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. Figure 8.4 , . 
Federal,Outiays, 1994 and Projections through 2002 

1994 1995 1996 1997 1998 1999 2000 2001 2002 

SOIlRCE' Congressional Budget Office, TIu? £':lInomic £IIId Budget Owlot"': Fiscal Year /996-2(){)(), A Prelim;· 
nary Report, January 5. 1995. Table 4, 

more in real dollars than John F. Kennedy spent on the Defense 
Department at the height of the Cold War. It is five times more 
thiln is spent by any other nation. As an integral part of an overall 
deficit' reduction strategy, defense spending should be reduced to 
roughly $204 billion by the year 2000. .' 

8, 	 Federal spending on the elderly is growing al a financially unsustain­
able pace. For obvious political rea'lOns, Congress and the president 
would like to ignore the two largest entitlement programs in the 
federal budget: Social Security and Medicare. That makes long­
term deficit reduction a virtual impossibility. Federal entitlement 
spending is doubling every eight years. That trend is unsustainable 
and, worse,jt is expected to accelerate in the next century as 'a 
result of the aging of the baby boomers. Reforms must be set in 
motion today. The Kerley Commission draft report made several 
sensible recommendations-such as raising the retirement age, 

'indexing benefits. means testing for Medicare; and allowing workers . 	 . 
. to place some of their Social Security taX payments In individual 
retirement accounts. 

·'CalO Handbook fi~r Congr('\\ 

9. 	 A significant part of federal spending generates benefits for 
income people and businesses. Programs that benefit the 
and politically well connected corporations shouh;lbe ~pecial targ(,l~ 
for termination .. At least $80 billion of spending could be elim.inalcd 
annually through such an approach. 

10. 	 Hundreds of domestic programs are no longer necessary. and many 
never were. They should be abolished. Nearly $100 billion a 
.is spent on domestic prognirus that have been i~entified as cillldi'· 
dates for termination by such independent agencies as the Congr('s-' 
sional Budget Office, the General Accounting Office, the' Gmi..·L· 
Commission, and even President Clinton himself in his first [W( I 

budgets. They survive, not because they serve any national interesl. 
but because of political or parochial considerations. 

1he Mora/Imperative for a Balanced 'Suclget 
Congress' has not balanced the federal budget in any of the past :25 

years. Why should iawmakers now be required to balance the fecJeral 
budget and keep it in balance? 

There are many flawed arguments for a balanced-budget amendmenl. 
For example, there is little evidence that deficits per Se crowd out domestic 
investment,or lead to higher interest rates. In the 1980s the deficit nlSl' 

mpidly and nominal interest rates fell mpidly. In the . past two years thl' 
deli cit has f!l1len and interest rates have skyrocketed. The ti-uth is tll<lt 
federal spending crowds out private investment, not federal borrowing,' 

Conservative and liberal arguments against thedesirnbility ofrequirin!C 
a balanced budget are also unconvincing. One flawed argument again'l 
balancing the budget oftered by many liberal economists is that a balanced· 
budget requirement would prevent Congress and the president from lISill~ 

fiscal policy as a tool for stabilizing the economy. The evidence over tilt' 
past 40 years suggySl<; that fiscal policy has been more destabilizing thall 

',stabilizing. Even under the Keynesian model, the idea is to run hudg"1 
deficits during recessions and surpluses during rec.overies. Over the pas{ 
quarter century, Congress has run record detkil'l in good times and had. 
. On the other side of the aisle, conservatives are misguided'when 

claim that a balanced budget would lead to higher taxes. The flaw ill 
thinking here is that it ignores theJact that the deficit is a tax. Delicih , 
are simply deferred taxes. And it is very unlikely that voters will be wiUilll:' 
to pay $200 billi(m more in laX;es each. year---or roughly $2,000 per 
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household-to pay for the trillion-and-a-half-dollar federal budget. More 
likely, they will demand substantial reductions in federal spending. (The 
left, ofcourse, fully understands that, which is why every spending constitu­ ­
ency from the Children's Defense Fund, to the American Association of 
Retired People, to major defense contractors opposes the balanced-budget 
amendment.) And if the balanced-budget amendment leads to less spend­ ­
ing, then the true tax burden on the American economy will decline, 
not rise. 

There are two reasons why budget" deficits should be eliminated and •
then permanently constrained via a constitutiopal restraint, one practical 
and one moral. The practical reason why budget deficits are harmful is 
that deficit finance is the ultimate form of hidden taxation. Federal borrow­ ­
ing injects a huge pro-spending bias into the budget process by a1Jowing 

.. politicians to pass out a dollar of government spending to voters, while 
only imposing 80 cents of taxes on them. Because the deficit is largely ­
an invisible tax, voters demand more government than they otherwise 
would. Eliminating federal borrowing means that Congress has to raise a 
full dollar of taxes today for every dollar of spending it undertakes. That ­
will substantially increilSe voter hostility to government spending. 

The moral argument for requiring a balanced budget is that federal 
.borrowing is taxation without representation. Current deficit spending must ­
be paid for eventually by future generations-thai is, by those who have 
no say in the curre.nt political process. Federal deficits are a form of fiscal 
child abuse. In sum, the budget should be balanced as a matter of policy 
and as a matter of constitutional requirement, because running deficits is 
the ultimate form of lax unfairness. •
The Pcith 10 a Balanced Budget :­

The tough question remains: How do we achieve' a balanced budget 

by 2000 if taXes aren't going to.be raised? A measure of the magnitude 

of the task is shown in Table 8.1, which shows the January 1995 Congres­

sional Budget Office estimate of the FY95 budget and the forecast of the 
 -
budget through FY2000. Total outlays in 2000 must be reduced by $284 

billion to balance the budget by the end of that year, and by an additional 

$90 billion assuming tftx cuts. 
 -

The. table also makes clear where the budget. cutting must be done; 

three programs--defense; Social Security, and medical care-account for 

almost two-thirds of total outlays. A "politics a~ usual" approach clearly 
 -
won't do the job. Table 8.2 shows the Cato budget alternative. Rather 

than federal spending climbing from $1 S trillion to $2 trillion over the 
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Table 8: r 
The FeJeml Budget OutIooIc(billions 01 dollars) 

Fiscal Year 

95 96 97 98 99 2000 

Outlays 
Programs 

Defense 270 270 278 285 295 :104 
Social Security 334 352 371 390 411 433 
Medical 266 296 328 361 398 435 
International 21 22 22 22 23 24 
Other 498 507 2!! 516 536 5h2 

Total 1389 1447 1510 1574 1663 175~ 

Deposit insurance -16 -9 "c5 -5 -3 -3 
Offsetting receipts -77 -73 -76 -79 -82 :84 
Net interest 235 260 270 279 294 310 
Total outlays 1531 1625 1699 1769 1872 1981 
Revenues 1355 1418 " 1475 1546 1618 1697 
Deficit· 176 207 224 222 253 284 

SouRCE Coogre;ssional Budget "Office. Tht! Economic and Budget Outlook. January 1995. 

Table 8.2 
The Colo Buclget Ahemotive (billions of dollars) . 

Fiscal Year 

95 96 97 98 2000 

Outlays. 
Programs 

Defense 265 256 240 225 " 215 2114 
Social Security ·334 350 367 382 398 40'1 
Medical 262 280 302 325 349 372 
International 20 18 16 13 II I.) 

Other 489 472 472 472 472 472 
Total 1370 1376 1397 1417 1445 1466 

Deposit insurance -16 -9 -5 -5 -3 ·3 
.Offsetting receipts ·77 -73 -76 -79 . -82 ·84 
Net interest 234 ·250 245 239 237 2'26 
Total outlays 1511 1544 1562 1571 1595 1605 
Revenues 1340 \353 1400 1466 1533 1607 
Deficit 171 191 162 105 62 -2 

SOURCE COOgTCSSional Budget Office. Tht! Ec_ic and Budget Outlook. January 1995. 
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Tab1eS.4next five years, spending would grow from $1.5 trillion to $1.6 trillion. 
Path 10 BalOnced Budget under Colo Plan with $400 Billion Tax CutTable 8.3 specifies where the budget savings to achieve aQalanced budget 

(billions aI clallars)would come from. Finally, Table 8.4 shows that the budget blueprint 
presented in this chapter contains enough savings to balance the budget Fiscal Year 

by 2000 even with a $400 billion five-year tax cut.. 
 I . 	 97 98 99 2000•M
A Sequester and Freeze 	 Baseline deficit 176 207 224 222 253 2X4 

Budget savings 20 81 138 197 275 376
Domestic expenditures have been growing by 6 percent above inflation 

Tax cui -15 -65 -75 -80 -85 -90 
since 1989. That contrasts with the practices of businesses and households New delicit 171 191 161 105 63 -2 
that have been substantially tightening their belts in response 10 the stagnant . . A 
economy. The federal government should not be immune from the down-

spending immediately-that is, cuts from the already approved 19951sizing that has' taken. place in the private sector. 
budget. That can be done by taking the following steps: The centerpiece of any credible plari to reduce the deficit is to pull 


forward the hard choices. The more common practice of extending budget" 
 I. Congress shou.ld approve. a 5 percent across-the-board spending 
caps continually into the future, the Bush-Clinton approach for the past sequester starting in the second half of FY95 through the end or 
six years, defers tough decisions that never seem to be made. Congress FY96, (That would cut 1995 spending for the entire year by 2.0 

.. must showcase its commiunent to long-term fiscal restraint by cutting percent and 1996 spending by an additional 3 percent for a 10lal 
budget reduction of 5.0 percent.) The sequester should cover al! 

Table S.3 programs in the domestic and defense budgets. except Social Secu­
Colo's PrapOseclBuclget SaYings (billions aI clallars) . rity. The benefit levels of other formula-payment programs would 

have to be reduced by 5 percent. (Sen. PhH Gramm and Rep. Dick 
Fiscal Year Armey have put forward a blueprint for imposing a sequester on 

95 96 97 98 99 2000 entitlement programs,) For discretionary programs, the sequesler 
Defense 5 14 38 60 80 100 would be carried out in much the same manner as the 1986 Gramm­
Social Security 0 2 4 8 .13 24 Rudman sequester. That would permanently lower the baseline 
Medical 	 4 16 26 36 49 63 spending levels for every program other than Social Security, The 
International 	 I 4· ,6 9 12 15 

savings would multiply in every future year, thus setting a solid Other domestic 9 35 39 44 64 90 
foundation for balancing the budget by 2000. A principal virtue ofNet interest _I ..J!! ~ ~ 21 ~ 


Total:· 20 81 138 197 275 376 
 the sequester option is that it would signal to the public, the White 
House, and financial markets that the new Congress is serious about Ass.umptiuns for saving."i: 

reducing deficit spending over the next several years.. ,Defense spending: 4 percent sequcsler for second half of 1995; an additional J percen, sequcSler fo, 1996; 
then reduced '0 S204 billion by 2IXlJ, 2.25 percent of GOP. The sequester would save $20 billion in 1995 and roughly $65 
Social Securi'y: Retirement age rnised and benefil formula indeled. billion in 1996. 
Medical: 4 percent sequesle, for "",ond half of 1995 then coS! cootrol measures outli..;o in this chaple' reduce 2. A freeze on all domestic outlays other than Social Security should 
·inAation rale from 10107.5 pel'cenl. . 

. be established at the FY96 spending level over the period FY97 
.Other domestic: 5 percenl sequesIe, for SlXooo half of FY95: an addilional 3 perceni seq';"",er in r-Y96: then 

spending freeze al 1996 level I"mugh 2000. Spending culs 10 comply with cap as detailed in Ie.L 
 through FY2(KJO. 
Jnlemalional affaJrs: Elitl1i~tion of aU foreign aid programs; an ovenlll 65 percent reduction in i~lemationtd 3. Congress should retain the discretion to allocate funds among pro­
aff';" approprialions. 

. 	 . grams under the cap. For the overall ceiling to be enforced, any 
Net Interest Interest rale savings from deficif'reduction a\,iiiuming It 6 pert::em.interesl rate"oo federdl treasury excess spending in one year would require a reduction of equal
tlOtl:S and·from saleof Sioo billion of federal .s"ct<. 
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magnitude the next year. That would require programs to compete .­with each other for funding. Congress .would be forced to curtail 
the growth of medical care and other formula-payment programs 
because, if those programs were allowed to grow unimpeded, they III
would crowd Qut· other domestic spending. During the Gramm­

Rudman era of 1986-89, when a similar cap on expenditures existed, 

funding for formula-payment programs increased at only I percent 

above inflation. 


National Defense 
A 	 , ' 

America can maintain an effective peacetime defense capability-the 
largest military budget in the world and by far the most modem and ­
sophisticated arsenal-at a price tag far below current levels. ' 

'The Republican contract calls for' 'restoration of essential parts of our 
national security funding to strengthen our national defense." Congress 
is right to be concerned about the national security risks associated with 
President Clinton's adventurous deployment of America~s military around 
the globe. In just the past-year, the White House has sent U.S. troops to 
Haiti, Somalia, and the Persian Gulf. That is in addition to the 100,000 
American troops still in Europe and the 30,000 U.S. soldiers in Korea. 

Many military expens inside and outside the Pentagon are corre(:tly 
arguing that our military is spread too thin with current spending levels. 
That is a threat to American national security. The problem is not that 
the Pentagon budget is too small, it is that a reduction in missions is 
necessary and desirable. 

There are several reasons why Congress should reassess its misguided 
call for increased military spending. First, the United States faces no 
substantial military dangers anywhere in the world. The Evil Empire is 
no more. Second, although defense cutbacks have been made in recent 
years, President Clinton's $260 billion military budget for 1996 would 
still constitute the highest level of real peacetime spending ever. Third, 
Congress should recognize that a leaner Pentagon budget and a stronger 
national defense are not incompatible goals. What is needed at the Defense 
Department is not more spending, but smarter spending. 

A number of responsible defense analysts have concluded that America 
can maintain ail effective peacetime defense capability at a price tag of 
aroiJnd $204 billion by 2000, down from the current ,level of $270 billion. 
(Indeed. in Chapter 9 Cato's defense analyst makes the case for an even 
smalle~ military bu'dget than ~is.) In many areas, very large savings are 
achievable. Here are some recommendations:. 
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• 	 Substantially reduce troops in Europe. There is no compelling 
rationale for still having 100,000 U.S. troops on the Continent. At 
the very least, half of those troops should be sent home at a savings 
of nearly $50 billion. 

• 	 Implement off-the-shelf procurement and other purchasing 
refonns long ago adopted in private industry to save an estimated 
$5 to $10 billion. 

• 	 End purchases of new B-2 bombers, Seawolf submarines, the 
D-5 missile, and the C-17 transport plane and slow the acquisition 
of other new weapons systems to save $20 billion. 

• 	 Cut the more than $5 billion of "nondefense" pork spending 
in the Pentagon budget identified by the nonpartisan General 
Accounting Office. The high-priority "national defense" spending 
stutTed inside the defense budget includes $3 million for urban 
youth programs, $9 million for the World Cup Soccer tournament, 
$57 million for AIDS research, and $10 million for U.S.-Japanese 
management training. 

To 	be sure, some areas of the defense budget ~hould be increased, 
Those ~nclude the strategic defense initiative for ,defense of the United 
States against ballistic missiles and the military's reserve and National 
Guard forces to provide force augl1)entation ,in an environment of active­
force reductions. "The United States should also fully maintain an active 
research and development program. 

Critics will argue that these funding levels are inadequate to suppon 
America's current military role around the world. The truth is that the 
proposed budget is consistent with the new geopolitical realities of a post­
Cold War world. It would still give America by far the largest military 
budget in the world. The proposed force structure would be adequate to 
maintain a survivable strategic nuclear force, sufficient active forces 10 

meet the types of minor threats that might arise with short warning, and 
"a sufficient mobilization base to respond to a major threat that could 

develop only over a period of years. 
The proposed force would not be enough to maintain a global military 

presence and deploy a force the size of the one used in Operation Desert 
Storm, but th,ere are strong reasons to question whether those 
are now worth the large cost On completion of the proposed phasedown. 
a force as large as that in Desert Storm could be deployed only with 
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substantial augmentation from reserve and National Guard forces. On net, 
we regard this limitation as desirable; the willingness to call up reserve 
and National Guard forces is an imponant test of whether sOine foreign 
development is a substantial threat to our vital national interests. In other 
words, we would have to retreat from our role as the world's policeman. 

In sum, the proposed budget and force structure is designed as an 
insurance policy for a nation without any major potential adversary and 
should' be modified later' only, if a . major potential ~at comes from 
'.any source. 

A
'. Social Security 

With a budget of more than $300 billion, Social Security has now 
passed defense to become the largest single program in the federal budget. 
Over time, Social Security has been inteIpreted as a political contract 
between the working-age population and people who are now retired. That 
reduces the possibility of large savings in Social Securiiy outlays in the 
near tenn, but it should not cause us to defer dealing with the long-tenn 
problems of the system-because those problems are massive. 

. The new Congress should consider three refonns to put Social Security 
on a sustainable basis. First, the increase in the retirement age that is 
'already scheduled should be accelerated. Beginning in 1995 the retirement 
age (and early retirement age) should be raised by three months per year 
for the next 20 years. That would mean that the age at which one would 

, receive full retirement benefits would be 66 in 1998. 67 in 2002, 68 in 
2006, until the retirement age reached 70 in 2014. Incrementally increasing 
the age for receiving full benefits would be a substantial step toward 
cushioning the impact of the demographic time bomb that will explode 
in the. next 20 years when the baby-boom generation begins to relire. 
Without a change in retirement age, the ratio of workers, to retirees is 
expected to fall to less than 2 to I by the year 2030. Such a dependence 
ratio would place considerable strain on the economy and a .larger burden 
on today's children-the next generation of workers. . 

The second recommended change to Social Security is to index the' 
growth of future benefits (technically called the bend point'> and .the 
earnings history) to the consumer price index, rather than to wages. The 
benefit fonnula detennines the staning cash benefit level of each Social 
Security recipient. It is based on the earnings history of each worker. As 
real wages rise over the life of the worker, so does the staning benefit 
level. If the fonnula were indexed to inflation, future retirees would still 
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receive increasing real benefits over time, but the rate of increase would 
be slower than currently projected. Real benefits under the fonnula would 
double rather than triple over the next 70 years. That change wclukl 
gradually transfonn the floor for Social Security benefits from 'one 011 

. relative benefits to one on real benefits. protecting the poor but increasing 
the incentive of others to save so a<; to have higher retirement incomes. 
Together, those two refonns would yield only minor savings of from $20 
billion to $25 billion by the year 2000. But the resulting savings would 
be more than $500 .billion by the year 2030. 

Finally, Congress should immediately take steps to allow workers under , 
the age of 50 to "opt out" of Social Security. by allowing the workers 
to take a share of their payroll tax each month and place the funds in an 
individual retirement account. The 'chapter on Social Security explain~' 
how such a program would work. 

Medical Core 
President Clinton's national health plan has been soundly rejected by 

the voters and by Congress. Many in' Congress would now prefer thc 
issue of health care to go away entirely. It won't. 

There is still a crisis, but it is a crisis, not in health care delivery, but 
in the runaway inflation of the two major government programs of Medi­
care and Medicaid. Since 1988 Medicaid has been growing at a 15 percent 
annual rate. Recent slowdowns in overall health care inflation have helped 
reduce cost hikes somewhat, but the CBO still predicts an enonnous I I . 
percent growth rate in federal health spending over the foreseeable JulUrc. 

f>.1edicare and Medicaid will consume $400 billion by 1999. The princi­
pal explanation of the runaway inflation in health costs for many years i~' 
that government has stimulated the demand for and restricted the supply 
of medical care. Total expenditures for medical care have increased from 
about 5 percenUo 14 percent of GOP over the past 30 years. It is fairly 
cenain that any Ilealth plan designed to expand health care demand through 
expanded insurance coverage for the 35 million uninsured would place 
upward pressures on medical inflation. ' 

The crux of the medical care cost crisis is contained in one statistic: 
the share of health care costs paid directly by the patient has declined 
from about 50 percent to about 20 percent since 1960. Given the dominance 
of third-puny payments, neither patients nor physicians have an adequatt· 
incentive to control the costs of medical care. The demand for 
care will continue to increase in response to an increase in real incomes 
and the relative size of the elderly population. 
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The primary focus of policymakers should be on reducing-the growth 
of demand attributable to tax-subsidized private and public health insur­
ance. A substantial part of the benefits of tax subsidization of health 
insurance accrues to higher income people. Higher income people are 
more likely to be privately insured, and the value of the tax deduction 
increases with the marginal tax rate. Similarly, people who have higher' 
incomes are likely to live longer, and the value of Medicare increases 

,with their marginal tax rate. Clearly, the amount of tax-subsidized health 
insurance could be substantially reduced without much change in the 
insurance available to the poor. ' , 

A reduction in tax-subsidized medical'~repayment plans is necessary 
, to reduce the growth of demand for medical care. That subsidy should 
be reduced primarily for higher income people to ensure that they bear 
part of the burden of balancing the budget. Tax-subsidiZed medical plans 
should be restricted to Medisave or to plans with a high income-tested 
deductible. One or more of the following measures should be considered 
,as a way of achieving those objectives. 

, 0 	 Maintain the tax deduction only for medical savings account plans, A 
Medisave plan, in effect, is amedical IRA.' Every person would be 
allowed a tax deduction up to some limit per year for funds set aside 
in a medical IRA. Individuals would be allowed to draw from those, 
funds to purchase medical insurance or pay for out-of-pocket medical 
expenses. After some amount is accrued in a medical IRA (say 

, $20,(X>O), the excess may be spent for any purpose. A full deduction 
for that type of il1surance should also be extended to purchasers of 
individual plans; , 

o 	 Limit or eliminate the tax deduction. A limit could be set at some 
rate, such as $150 a month, that would be sufficient only for a high 
income-tested deductible~ In any case, reduce the' payroll tax by a 

'correspOnding amount; elimination of the tax deduction, for example, 
would permit a 2.2 percentage point reduction in the 'payroll tax for 
all workers with no net effect on federal revenues. 

,0 	 Establish an income-tested deductible for the sum of payment.. under 
Part A and Part B of Medicare. That deductible could, for example, 
~rst be set at 15 percent of adjusted gross income (AGI) and then 
increased 1:5 percentage points each year for four years. Thus, begin­
ning in the fifth year, the deductible would be 75 percent of AGI, the 
same rate that 'is now in the individual income tax code. Payments 
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..above the deductible, in most cases, would be fixed payments to the 
, patient per illness or accident. 

o 	 Establish a similar plan with a high income-tested deductible for all 
Americans. That comprehensive catastrophic health insurance plan 
would replace the current tax deduction for private insurance and the 
outlays for both Medicare and Medicaid. The plan should probably 
be augmented to pay for several free visits' to physicians each year by 
pregnant women and infants. 

All of those measures would reduce the growth of the demand for 
medical care, the relative inflation of the price of medical services, and 
total private and public expenditures for medical care, The mea<;ures rut 
listed in the order of increasing budget savings. The CBO projects th:it 
federal health care costs will climb by nearly 10 percent per year through 
2000, The Cato reform measures are designed to reduce that inflation rate 
to at most 75 percent, thus generating savings of nearly $70 billion by 
the tum of the century. 

We/fore 
Thirty years ago, when President Lyndon Jo~nson launched the War 

on Poverty, he declared that "the days of the dole are numbered." We 
, are now on day 10,000, with liule end in sight Over that period, some 
$4.5 trillion has been spent on this war-:-more in current 'dollars than the \ 
cost of fighting World War II. 

The federal government, along with the states and cities, spends an 
estimated $250 billion per year on anti-poverty programs. That is almost 
three times the amount that would be needed to lift every poor fanli,ly to 
above the poverty level. Still, the poverty rate in the United States remains 
extremely high. As welfare expert Charles Murray of the American Enlel:­
prise Institute emphasizes, "The tragedy of the welfare state is not how 
much it costs, but how little it has bought." The system does not work 
well for either' the poor or the taxpayer. 

The goods news is that there is now nearly universaIagreement that 
the welfare system is broken. As President Clinton has put it, "We musl 
revolutionize our welfare system. It doesn't work. It defies our values as 
a nation." There is bipartisan support for "ending welfare as we know 
it" The onJy debate is about what should replace welfare. 

The most promising approach to welfare is to tum the major progrJms , 
over to the states entirely. That would have several positive effects. First, 
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itwould allow states full flexibility in serving as innovators and laboratories 
for devising welfare programs that provide a basic safety net without 
rewarding destructive behavior., State governments have already begun to 
experiment with promising reforms in welfare. The most ambitious of. 
those experiments, designed to get people off welfare and into jobs, have 
been undertaken 'in Wisconsin under Gov. Tommy Thompson and in 
Michigan under Gov. John Engler. Devolution of welfare to the states 
would help quickly sort out approaches that work from thOse that do not. 

, Second, interstate competition would force states to control bureaucratic 
costs, hold down benefit, levels, and impostt mearungful restrictions on 
eligibility-all things Washington has failed to do. 

Third, states are more likely to see the role of government as one 
of augmenting successful private charitable support systems, rather than 
supplanting them. 

If welfare is not fully devolved to the states, a second-best option is to 
, consolidate Aid to Families with Dependent Children, food stamps, public 

housing assistance', the eamed income tax credit (ElTC), child nutrition 
programs, SSI, and more than 50 other welfare programs in a single public 
welfare program .with a work requirement. That single ca<;h payment 
program would require all able-bodiea recipients who cannot find private­
sector jobs to perform a public service job in exchange for a welfare 
check. That program would reduce welfare .fraud by weeding out those 
who are, collecting welfare but working in the private sector already. It 
wou,ld also instill in young women the idea thM welfare is not a substitute ' 
for work. Welfare would be seen as a temporary hand up, not a permanent, 
handout. A conselVative estimate is, that those reforms wouid save $20 
billion a year. 

Terminate Unnecessary Federal Programs 

Once a~ap on federal expenditures is established, the president and' 
Congress will need to set priorities for discretionary domestic spending. 

. That win be a novel experience for fede~ lawmakers, Since 1980 only 
a handful of programs of the thol,lsands in the budget have been closed 

, down, despite a growing bipartisan consensus that tens 'of billions of 
dollars in savings could be generated by such mea<;ures. Even President 

, Clinton, now agrees that mltior program cancellations and restructuring' 
are in order. The appendix to this chapter contains a list of more than 'I(ll 

program' tenninationssuggested by the s'taff of the Cato Institute, The list 
is meant to be illustrative and is by no means comprehensive. 

r, 
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It is essential that the, new Congress demonstrates its commitment to 
deficit reduction and smaller 'government by eliminating programs, proj­
ects, and regulations. The experience of the 1980s proves that if programs 
are cut back but not eliminated, their budgets can easily be restored 
very r~pidly under a new administration. Some strategies for identifying 

, candidates for closure follow., 

I. 	 RePeal all of the $30 billion of new spending in the fraudulent crime 
bill passed by Congress in 1994. The repeal should. not just he 
restricted 'to the pork spending, such as midnight basketball ami 
dance classes; it should include 'funding for prisons and 'police as 
well. Those are state and local funqions, ' 

2. Accept the list 	of program 'terminations in the past two Clinton, 
budgets. That would add to nearly $10 billion in savings per year. 

·3. 	Identify and cancel the $7.5 billion for business subsidies in the 
budget and eliminate them in combination with a capital gains tax 
cut. Clearly, a capital gains tax reduction would do far more for 
creating new businesses in America than 100 Small Business Admin­
istrations. 

4. 	 Family tax cuts should,be combined with cutbacks in programs allli 
regulationsdesigned t,o "help" families, such a<; day care subsidies. 
head start, sex education funding, school lunch programs" and the 
"family leave" bill. Big government is anti-family. 

5. Abolish cabinet agencies. Ideal candidates for closure include 	any' 
or all of the following: the Department ofAgriculture, the Department' 
of Education, the Department of Energy, the Department of COIll ­

merce, the Department of Labor, and the Department of Housing, 
and Urban Development. Those departments contain few progrilllls 
whose costs do not exceed their benefits, The few necessary activities 

, of those departments should be transferred to other departments. 

End Foreign Aid 
The federal government spends $22 billion a year, on international 

affairs. Some of those funds go to carrying out the legitimate foreign 
.affairs activities of the State Department. But.roughly $12billion is sperH 
each year on bilateral and multilateral aid to other nations. Those programs' 
include U.S. contributions to the United Nations, the' World Bank, and 
the International' Monetary Fund. After tens of billions of dollars of U.S, 
taxpayer funding of thost: programs, there is not a scintilhi of evidence 
that they have had any positive effect on economic development. Indeed. 
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Cato scholars Doug Bandow and Ian Vasquez argue persuasively in their '. 
book Perpetuating Poverty that Ameri~a"s foreign aid progmms do real 
hanri to developing countries. 

All U.S. bilaterdl and multilateml foreign aid should be terminated 
. immediately. U.S. economic development assistance to developing coun­
tries should be based on a simple principle: trade,. not aid. . 

Privatize Federal Assets 

Government owns about one-third of all the land in the United States­
and in most years it adds to its holdings by~purchasing properties. Only 
a tiny fraction of those land holdings are of environmentaJ or historical 
significance. The market vaJue of oil lands aJone is estimated to be roughly 
$450 billion. Government aJso owns tens of billions of dollars worth of 
other assets, including' rnineraJ stockpiles, buildings. and other physical 

;: capital. Many of those assets are not put to productive use and thus yield 
little or no return to taxpayers. The federal government should embark 
on an ambitious agenda of·privatization. We recommend $20 billion of 
asset sales per year f9r the next. 10 years with the proceeds dedicated to 
reducing the interest on the nationaJ debt. 

The Cato Budget: Shrinking the Burden of Government 
As shown in Figure 8.3, over the 20th century the price we pay for 

government has climbed steadily. The federal government has grown from 
roughly 5 percent to 23 percent of nationaJ output. It is our contention 
that the rising burden of government has led to the slowdown in the rise 
of Americans' living standards and an erosion of basic liberties. 

The Cato budget would dramatically reverse that trend. Table 8.5 shows 
that government spending as a share of national output would shrink to 
17.6 percent by 2000 if aJl of the Cato budget recommendations were 
adopted. Federal revenues would be slightly higher. In future years federal 
spending would be reduced 10 roughly 16 percent of GOP when all the 
budget recommendations were fully implemented. We are also confident 
that the success of such a program would lead to further significant cuts 
in fedenil taxes and .spending. 

Conclusion 
The conventional.wisdom in Washington is thaUt.is impossible to cut 

taxes and. baJance the' budget. This chapter shows that the Gonventional 
wisdom is wrong. B9th can-and should-be done. 
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Table 8.5 

The BurJenof Taxes and Spending under Calo Budget Allernative 


(percentage of GDP) 


Fiscal Year 

94 95 96 97 98 99 2000· 

Ouclays 22.0 21.2 20.7 19.9 19.0 18.4 17.6 

Defense 4.3 3.7 3.5 3.2 2.9 2.5 22 
Domestic 14.6 14.2 13.8 13.6 13.2 13.2 12.9 
Net interest 3.1 3.3 3.4 3.1 2.9 2.7 2.5 

Revenues 19.0 18.8 18.2 17.9 17.8 17.7 17.0 . 

Deficit 3.0 2.4 2.5 2.0 ".2 0.7 0.0 

I 

. Are the program reforms as outlined here politically achievable? They 
are if the commitment of the new GOP majority in Congress to restraining 
the size and scope of government matches the rhetoric. 

To be sure, making the tough cuts will not.be much fun for our federal 
politicians. but if the Republicans will not make the cuts, they too are 
part of the problem and should be replaced. 
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Appenclix "to Chapter 8: Colo Institute list of Recommended 
Federal Program Terminations, Jonuoryl995 

Dollar amounts in this appendix are in millions. 

U.S. Department of Agriculture 
All Agriculture Crop and Dairy Subsidies 

Rural Electrification Administration 

All USDA Land Acquisition programs 

Agricultural Stabilization and Conservation Service 

Soil Conservation Service 
Children's Nutrition Subsidies for Norfpoor 

Food Stamps 

Farmers Home Administration 

Economic Research Service 

Wool and Mohair Subsidies 

Foreign Agricultural Trade Service 

Nutrition Research and Education Service 

Extension Service 

National Agricultural Statistics Service 

Federal Crop Insurance Corporation 


. Public Law 480 

Agriculture Research Service 

Cooperative State Research Service 

Agricultural Marketing Service . 

Commodity Credit Corporation Export Loans 


Total Department of Agriculture 


Department of Commerce 

Minority Business Development Agency 

Economic Development Assistance 

United States Travel and Tourism Administration 

Export Administration 
International Trade Administration 
National Institute of Standards and Technology 
Advanced Technology Program 


Total Department of Commerce 


Department of Defense 

D-5Missile Program 

C-17 Cargo Plane 
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$10,000 
$1,000 

$100 
$700 
$600 

$1,000 
$25,500 

$3,000 
$60 

$200 
$100 
$20 

$400 
$80 

·$300 
$1,200 

$700 
$500 
$500 
$400 

$46,360 

$40 
$300 

$20 
$40· 

$200 
$200 
$400 

$1,200 

$700 
$2,000 
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Nondefense Spending in Military Budget 
V-22 Osprey 
Seawolf Submarine 
M-I Tank Upgrade 
Tri-Service Standoff Attack Missile 
Unifonned Services University Health Sciences 
ARPA Technology Reinvestment Project 
Office of Economic Adjustment 
Defense Reinvestment and Conversion 
SEMATECH· 
Corps of Engineers Civil Construction Projects 

Total Departme~t of Defense . . 

Department of Education 
. Elementary and Secondary Education Grants 

Impact Aid 
Office of Vocational Education . 
Bilingual Education 
Head Start 
College Work Study Program 
College Housing and Academic Facility Loans 
Goals 2000 . 
Star Schools 

. School. Improvement Program . 

Office of Special Education 

Educational Research 

Even Start 


Total Department of Education 

Department of Energy 
Nuclear Fusion 
Energy Conservation Programs 
Power Marketing Administration Subsidies 
General Science and Research Activities . 
Nuclear Fission 
Fossil Energy Research' and Development 
Naval Petroleum and Oil Shale Reserves 
Strategic Petroleum Reserve 
Energy Infonnation Administration 
Clean Coal Technology 

$5500 
$500 

$hO 
$400 
$600 
$80 

$600 
$60 

$3,000 
$80 

$1,5i<) 
$15,060 

$6.500 
$900 

$1.500 
$300. 

$3,300 
$600 

$60 
$100 

$20 
$1.6(K) 
$3,400 

$300 
$100 

$18.680 

$300 
$6(K) 
$300 

$1,600 
$300 
$400 
$2(KI 
$2(K) 
$80 

$300 
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Solar and Renewable Energy Programs 
Economic Regulatory Administnition 
Magnetic Fusion 
Energy Supply, Research and Development 

TotaJ Department of Energy 

Department of Health and Human Services 

Title X Family Planning Grants 

Child Care Assistance to States. 

Refugee Assistance Programs 


#.SociaJ Services Block Grants 
Low-Income Home Energy Assistance 
NIH Overhead Cost Reimbursements 
SSI Benefits to Substance Abusers and Noncitizens 
Child Welfare Services .. 
Community Health Centers 
Family Suppon and Resource Centers 
Community Service Block Grants' 
Health Professions Curriculum Assistance 
MaternaJ and Child HeaJth Block Grmt 
Healthy Stan 
Children and Family Services 
Substance Abuse Block Grant 
State Welfare Administrative Costs 
AFDC Day Care 

Total Department of HeaJth and Human Services 

Department of Housing and Urban Development 
Community Development Giants 
Public Housing 
Federal Housing Administration 
Low-Income Housing Assistance (Sec. 8) 
Homeownership Assistance 
RentaJ Housing Assistance 
HOPE Grants 
Public and Indian Housing 
HOME Investment Partnership Program 
Fair Housing Activities' 

. TotaJ Department of Housing and Urban Development 

Department of the Interior 

Bureau of Reclamation Water Project'> 


$300 
$20 

$3(X) 

$3,000. 

$7,900 


$200 

$800 

$300 


$2,500 

$2,000 


$100 

$200 

$300 

$500 


$60 
$500 
$200 
$600 
$100 

$4,000 
. $1,400 

$1,500 
$900 

$16,160 " 

$4,(XJO 
$4,000 

$5fX) 
$9,000 

$40 
$700 

$60 
$200 
$800 

$20 
$19,320 

$300 
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National BiologicaJ Survey $6( 


Bureau of Mines $1011 


Helium Fund and Reserves .$2() 


Land Acquisition Programs $2011 


Spon Fish Restoration Fund '$2011 


Migratory Bird Conservation $-'10 


TotaJ Department of the Interior $Y2() . 


Department of Justice 
All Spending in the 1994 Crime Bill $5.00(1 
Antitrust Division $6() 

Anti-Drug Program $<]'0 
TotaJ Department of Justice $5,6()(1 

Department of Labor 
Job Training Partnership Act $1,000 
Job Corps . $1.0()( 1 

Trade Adjustment Assistance $2()11 

Community Service Employment for Older Americans $lOO 
Employment Standards Administration . $2()0 

Native American Job Training $6(1 

Migrant and Seasonal. Worker Training $HI 

Summer Youth Employment Services 
Dislocated Worker Assistance . $1.000 
lob Training Grant<; to States $1.5()! 1 

TotaJ Department of Labor $6,I-H 

Department of State 
Foreign Aid to Egypt $ J.(1(JI I· 

Foreign Aid to Israel $2,(lIU 

. United Nations Organizations $()!)I! 

United Nations Peacekeeping $4011 

Inter -American Organizations $1(1(1 

NATO $lil 

Migration and Refugee Assistance $f)II!' 

TotaJ Department of State $4.7411 

Department of Transponation 
Federal Transit AdIT.inistration $4.5011 
Airpon Subsidies $2.0011 
Amtrak Subsidies $70!l 

l);'i 
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Highw~y Demonstration Projects 

Interstate Commerce Commission 


< Maritime Administration 
Federal Railroad Administration Lxal Freight Assistance 
Payments to Air Carriers 
Cargo Preference Programs 

Total Department of Transportation 

Department of Veterans Affairs 
V.A. Benefits for Non-Service-Related llInesses 
V.A. hospital construction J. 

Total Department of Veterans Affairs 

Other Agencies 
International Monetary Fund 
Small Business Administration 
National Endowment for the Humanities 
National Endowment for the Arts 
National Endowment for Democracy 
Corporation for Public Broadcasting 
Export-Import Bank 
Appalachian Regional CPlTllnission . 
NASA Space Station 
Inter-America Foundation 
EPA Wastewater Treatment Subsidies 
Consumer Product Safety Commission 
Economic Support Fund 
Superfund 
Equal Employment Opportunity Commission 
Corporation for National and Community Service 
Overseas Private Investment Corporation 
ACTION 
African Development Foundation 
Peace Corps 
Institute of American Indian Culture and Arts Development 
Office of Technology Assessment 
Davis-Bacon Act 
Service Contract Act < 

World Bank 

Agency for International Developmeut 


$300 
$40 

$700 
$40 
$40 

$400 
$8,720 

$200' 
$600 
$800 

$300' 
$400 
$200 
$200 
$40 

$300 
$500 
$100 

. $2,000 
$20 

$2,400 
$40 

$2,500 
$1,500 

$200 
$100 
$20 

$200. 
$20 

$200 
$20 
$20 

.$1,000 
$500 
$900 
$500 
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Legal Services Corporation < 

< National Flood Insurance 
Federal Trade Commission 
Neighborhood Reinvestment Corporation 
Pennsylvania A venue Development Corporation 

Total Cato Budget Savings 

$4()() 

$100 
$W 
$40 

$2()0 
$166,640 

-PrePared by William A. Niskanen muJ Stephell Moon' 
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9. rite Military Bu"ge' 

The "peace dividend" resulting from the .end of the Cold War could 
be substantially larger if the United States adopted a more rational and 
cost-effective security strategy. Contrary to the conventional wisdom, the 
Pentagon is not underfunded; the United States spends far more on the 
military than does any other nation in the world. There is, to be sure, a 
growing gap between military capabilities and security commitments, and 
the U.S. military is being stretched dangerously thin, but the proper solution 
to that problem is to eliminate unnecessary commitments, not burden 
taxpayers with larger defense budgets .. 

The l04th Congress should resist calls. to increase military spending 
and should instead take the folloWing actions over the next two years: 

• 	 Reduce the defense authorization budget from the fiscal yearl995· 
figure of $263.8 billion to $205 billion in FY97; the long-term goal 
would be a budget of $140 billion (1995 dollars) in I<'Y2000. 

• 	 Eliminate from the military budget all non-defense-related spend­
ing-some $5.8 billion in FY95, using the m~t conservative defini­
&~ ., 	 . 

• 	 Terminate the production of such expensive weapons systems as 
the Seawolf submarine, the B-2 bomber, and the Trident D-5 
missile. They were designed to neutralize military capabilities 
unique to the Soviet Union, and they have little relevance in the 
post-Cold War era. . 

• 	 Terminate the purchase of C-17 intertheater cargo planes; the 
phasing out of unnecessary global security commitments would 
substantially reduce the need for such airlift capability. 

• 	 Reduce US. force levels to 1.2 million active-duty personnel; the 
long-term goal would be a force of 850,000 active-duty persoDllel 
by I"Y2000, including no more than .. Army divisions and 2 
Marine divisions. 
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• 	 Eliminate 2 aircraft carrier battle groups and reduce the Navy to 
290 ships; the goal by the end or the decade would be 6 aircraft 
carriers (inclu~ing 1 carrier used ror training pu~) and a 
226:-sliip Navy. 

• 	 Reduce the number or Air Force, Navy, and Marine tactical air 
wings to 21, with a long-term target or 15. 

• 	 Increase runds ror the development or an anti-ballistic-missile 
derense system by at least $1.1 biUion in the FY96 budget, with 
additional increases 8l) necessary in theFY97 and subsequent bud­gets. '. -', 	 . . 

• 	 Resist efforts by the Pentagon to retain runding ror unnecessary 
weapon.'i systems. and superlJuous miUtary units by excessively 

. cutting spending on operations and maintenance; that approach 
would erode readiness and increase the likelihood or "hollow 
rorces." 

• 	 Return all savings rrom reduced military spending to the taxpayers 
in the'rorm or lower tax rates. 

'. Jhe Myth 01 the underfunded Military 

One of the most· tenacious myths; eSpeCially ilmong conservatives, is 
that there has been a dangerously excessive reduction in u.s. military 
spending since the late I 980s. By almost any measurement, that is not 
the case. True, the defense budget has shrunk in recent years. Military 
spending peaked in real terms infY88 and has since declined by 28 
percent But that decline followed a period of massive spending hikes that 
began during the last year of the Carter presidency and accelerated during 
the Reagan administration .. The defense budget increased more than 40 
percent in real terms'during those years, and by fY88 the United States was 
spending more on the military than it did at the peak of the Vietnam War. 

The subsequent decline,.in other words, was from an extraordinarily 
high starting point. Even without taking into account the $25 billion in 
additional funding over !he next six years recently recommended by Presi­
dent Clinton, the defense budgets contemplated in the administration's' 
Bottom-Up Review would have kept spending levels at 85 percent of the 
average Cold Wai era level--despiie the demise of the. superpower threat 
to America's security:' . 

Caw lIandbo()k for C(lIlI:""~s 

u.s. Military Spending: In 0 LIlague ollis Own 
Lawrence Koro, who wasan as.sistant secretary ofdefense in the Reagan 

administration, has pointed out that the United States spends more (in the 
m.ilitaTy than all of the other industrialized nations combined. Figure 9.1 
confirms that Koro is not exaggerating. 

The great disparity in spending between the United States and other 
industrial nations places an enormous burden on American taxpayers.·1t 
costs each American more than $1,000 ayear to pay for the militarv. Yet 
it costs each German or Japanese less than $360 a .year. 

Jhe Price 01 "Global Leadership" 
, 	 I 

Although it would be unwise to shortchange national defense, the enor­
mous difference between U.S. military spending and that of other major 
economic powers is hard to justify. The democratic nations of Weslern 
Europe and East Asia can clearly provide. for their own defense and take 
responsibility for the security and stability of their respective regions. 

Figure 9. r 

Military Spending of Inaustrialized Countries 


United States 

Russia 

Japan 

German)' 

Great Britain 

france 

Italy 

Chino 

o 25 50· 75 100' 125' 150 175 200 225 250 275 
$ Billions 

SouRlT:.S: Fig~re$ are from'lntemationui Institute for Strategic Studies, 17Jl' Milifary Balanct'. J9t).I- /c)tl5 


(London: Srassey's. 1994): Cemer for Defense InformaIion •.• 1995 Military Spending: 11le Real S'ory.II,:[C".,,· 

Monitor 23. 00. 5 (1994): and o!her soun:es. . 


NOTE: E.stimates of RlL~~ian and Chinese military spellliing \'ary 
 and ufficial budgt.tt figure;; p(!hli~tu:tl 

by lOOse countries aImos. ceruunly 'unde"'llIte actual sp!nding. 11le cited are i~"the middle of the rallgt-' 

of estimates. 
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Instead, they have, chosen to rely on U.S. security guarantees rather. than 
to spend additional money on the military. 

That is clearly an allractive arrangement for them, bu, the benefits to the 
'United States are~ to put il mildly, less apparent. The principal justification 
offered by U.S. policymakers is that a dominant U.S. role around the 
world helps preserve "stability" and prevent" the reemergence of the' 
destructive great power rivalries thai led to previous wars. According to 
that,reasoning, the United States dOes not want Japan or the major powers 
of Western Europe to play more active military roles. because that might 
prove disruptive to international· stability! 

, Although there is some validity to that argument. the costs and risks 
entailed in preserving U.S. dominance are extremely high. Not only does 
such a strategy require U.S. forces to risk involvement in actual or potential 

, conflicts that have little direct relevance to America's security, but it' 
requires the United States to maintain a much larger-and more costJy­
military than would otherwise be necessary. 

It is Washington's global policing rolethataccounts for the huge dispar­
'ity between U.S. military spending and the spending levels of other indus­
trial countries. To take just one example, it is not possible to justify the 
existence of 12 aircraft carriers without reference to the various U.S. 
security commitments in Europe, East Asia, the Persian Gulf. and else­
where.. 

Put simply? Washington's global commitments require a certain force 
structure to be credible. And the various obligations ru:e quite expensive. 
Even with the drawdown of U.S. forces in Europe since the end of the 
Cold War, America's commitment to NATO still costs nearly $90 billion 
a year. The commitments to Japan, South Korea, and other allies in East 
Asia run more than $35 billion a year, while the increasingly difficult 
mission of stabilizing the Persian Gulf region costs at least $40 billion 
a year. 

Phasing out those commitments and demobilizing at least some of the 
military units and weapons systems that, ,are designated for such missi9ns 
would enable the United States to make sizable cuts in U.S. force structure 
and the defense budget. Instead of encouraging the prosperous and c:,tpable 
West European and East Asian nations to, remain forever dependent on 
the United States for their security, Washington should encourage them. 
to take responsibility for their ow,n defense and the security of their regions. 

" Such a devolution of responsibility ,is an essential foundation for major 
reductions in US military spending. 
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Weapons to ,Fight the Last War 
Although the elimination of obsolete and unnecessary security burdl'n~ 

around the world would be the source of most potential savings, there arlO , , 
also some other opportunities to save.bne 'area involves weapons systcllls 
that were designed for an a11-oul conflict with the Soviet Union. Fllr 
example, the B-2 stealth bomber was developed for the explicit purpose 
of penetrating sophisticated Soviet radar defenses during a nuclear war 
and taking out hardened. targets. Indeed, the principal reasoning of 

, bomber's supporters was that such an aircraft would be needed 'to eliminate 
targets that had survived the initial U.S. ballistic missile strikes. 

The notion of spending billions on a plane whose mission was It, 

improve the chances of "victory" a/te'r a th~nnonuclear exchange W!IS 

bizarre enough even during the Cold War. With the collapse of the USSR. 
the danger of World War III has receded dramatically, and the need for 
a bomber to deliver Ii nuclear payload with pinpoint accuracy is no\\' 
extremely remote. Northrop, the principal contractor, and other proponents 
have, predictably, switched their justification for the plane, touting it nOli 
as an efficient conventional bomber. But no other potential U.s. adversar~ 
has the radar defenses that the B-2 wa~ designed to overcome-and eWIl 
Russia's capabilities appear to have eroded. Moreover, at more than $1 
billion a plane, the B-2 is an unjustifiably expensive conventional bomber 
Congress should refuse to purchase any additional B-2s. 

Another weapons system designed for an all-out struggle against tilt' 
Soviet Union is the Seawolf submarine. As has that for the B-2 bomher. 
the rationale for the Seawolf has largely disappeared with the end 01 
the Cold War. The SeawoIrs mission was to counter the most modem 
submarines in Moscow's fleet. Yet Russia is scaling back its miliwn 
expenditures, and the readiness of Russia's existing naval forces has erodcd 
significantly in recent years. The'prospect of the United States' havin!! to 
counter a large fleet of new-generation Russian submarines is increa'singh 
improbable. And there is no comparable threat from the navy of any other 
nation'. Building Seawolf subs seems to have more to do with preservill1' 
jobs at'the Groton shipyard in Connecticut than it does with bona tilk 
U.S. d~fense needs.' Unfortumitely"that is an all ioo common problem 

Eliminating Military Porle 

Thee defense budget has often been' used as a massive tederal job-. 
.()rogram or as a sou'rceor'political pork to help ensure the reelection (II 

10.\ 



Caw li"ndbook for C(ml:re.<.< 

congressional incumbents. The most egregious example of waste in the 

" military budget is the growing array of items that have nothing to do with 


national defense. By even the most conservative estimates,spending on" 

such items accounts for $5.8 billion, and by some definitions (including 

dubious' 'gray area" expenditures) nearly $8 billion. Nondefense expendi­

tures in the FY95 budget include funds for a wild horse roundup in New 


"Mexico, seismic research, U.S.-Japanese management training, and small 
business development in Ha\Yaii. Every penny of such frivolous expendi­
tures should be deleted from the FY96 defense budget. " 

Other expensive elements of militaryJpOik are not so easily identified, 
but they involve billions of dollarS" in 'potential savings: Any weapons 
program that the United States does not need for national defense but still 
funds to keep the relevant military contractors and subcontractors (and 
their employees) happy rightfully belongs in that category. The same is 
true of dozens of unneeded military bases throughout the country that are 
kept open because they provide jobs and other economic benefits to the 
surrounding communities. American taxpayers cannot afford to bear the 
burden of such thinly disguised social welfare spending in the name of" 
national defense. ,.." 

Towcird a More Rational Defense 8ucJget 
For the first time in nearly six decades, "the United States does not 

confront a major power that poses a serious threat to its security. Nor is 
such a threat likely to emerge in the foreseeable future. The United States 

" already has a military force that is vastly more powerful and tech'nologically 
sophisticated than that possessed by any other country. America, in short, 
has a more than ample security "cushion"-if Washington ·does not 
dissipate resources and lives by subsidizing the defense of other nations 
and pursuing the futile mission of attempting to police an inherently 
turbulent world. 

Congress should exploit America's advantageous position in the 
post-:Cold War era to radically downsize the military budget. Even with 
the reductions n:commended in this a'nalysis, the United States would 
still have a $140 billion defense budget (1995 dollars) in FY2000­
approximately three times as much as any other country is likely to be 
spending. That should give America an entirely adequate margin of safety. 

It is crucial that the reductions in force structure and spending levels 
be made the right way, however. Congress must avoid the mistake made 
in the 1970s, when forces were simply "hollowed out" by excessive cuts 
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in operations and support categories. Instead, the goal ~hould be slllall~'1 


forces with state-of-the-art weapons manned, by well-motivated, well· 

" paid personnel. . ' 


Instead of attempting to maintain an oversized active-duty force, \VI" 


need to rely substantially on the reserves and the National Guard. ThoSI' " 

forces represent a relatively" low-cost insurance policy that would enahk 

the United States to expand its military force structure if the global lhn:;!1 

environment turned more ominous. Active-duty units, on the other hand. 

ought to be viewed as instruments for inflicting immediatepunishmenl 'il 

an aggressor trespasses on a vital U.S. interest and constitute the core 01" 


expanded forces if an unexpectedly large contingency arose. Those unib 

must, therefore, always be kept in a high stale of readiness. I 


There needs to be an uncompromising eradication of military pork 

wherever it is found in the defense budget. It is also important to eliminal<' 

an array of expensive weapons systems that were designed for a 


~ War confrontation that is no ·Ionger probable. But the bulk of the pOlential 
savings are contingent on the adoption of a new security strategy for the 
United States. Washington should take advantage of a post-Cold W:1I 

world· in which there are new, multiple centers of power. America call 

receive indirect benefits from more vigorous defense efforts of ollll'l 

major democratic nations.that, to protect their own vital interests, will hI' 
compelled to contain ·threats . and promote stability in their respective 
regions. " 

The United States need no longer play the role of Atlas, bearing all 
". 

the world's security burdens. It is time for long-beleaguered American 

taxpayers to enjoy the full potential peace dividend from the end of tl1<' 

Cold War. 
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10. Tax Reduct'on 

Very few Americans would argue with the proposition that our current 
tax code is arcane and anachronistic. The American public wants a tax 
code that is fair, simple, and pro-growth. The current system faiis niiserably· 
on each of those counts. . 

The source of the problem is the income tax itself. The past several 
rounds of "tax reform" should have taught us that the income tax cannot 
be fixed or simplified. It must be scrapped entirely. The Cato Institute has 
published a plan that calls for replacing the personal income tax,the 
corporate income tax, the estate tax, and the capital gains tax with a simple· 
flat rate national retail sales tax. The incoming Ways and Means Committee 
chairman, Bill Archer ofTexas, has cited the need for just such a fundamen­
tal restructuring of our tax system. 

Replacement of the income tax would immediately jimjp-start the U.S. 
economy. The rate of savings, investment, and capital formation would 
be positively promoted. For the typical American worker who has suffered 
stagnant real wages over' receill years, the abolition of the income tax 
would be the single most effective way to raise the standard of living, for 
both this generation and future generations. More important, if the GOP 
is genuinely committed to the idea that the federal govemment is too big. 
too costly, and too intrusive in the lives of American families and busi­
nesses, then it must dose down the Intemal Revenue Service. -The IRS 
is the belly of the beast of big govemment. 

To that end, Congress should . . 

• . abolish the capital gains tax, 

• outlaw the passage of all retroactive taxes, 

• end the withholding tax, 

• send an annual tax disclosure form to all taxpayers, 

• require a supermajority. vote to raise taxes, 
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• enact a Hat tax, 

• replace the income tax with a nationaJ sales tax. 

America's Taxes: How Burdensome? 
. . . 

Justice John Marshall wrote many years ago, 'The power to tax is the' 
power to destroy." He was ·referring to a 2 percent tax rate proPosaf. 
TcxJay's tax system, which is undenniningthe nation's eConomy, would 
have been unimaginable in Marshall's day. Figure 10.1 shows how taxes· 
at all levels of government have been relent~ssly climbing over the 20th 
century. The typical household paid about $7,000 in taxes in 1950 (in 1990 
dollars) and almost $19,000 in 1994. It is doubtful that many American 
hOIJseholds believe they are receiving $19,000 worth of benefits each year 
froin government. (If the hidden taxes of federal borrowing are included 
in the calculation, the average American household pays closer to $23,000 
a year for government.) 

One reason Americans' take-home pay has been flat or even declined 
recent years is that taxes are capturing an ever-larger share of workers' 

Figure 10.1 

Real Total Taxes pet" HouseholcJ, 1900-94 
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earnings. Figure 10,2 shows that in 1930 American workers surrendered 

II percent of their paychecks to federal, state, arid local government; by 


. 1950 t/ley surrendered 23 percent In 1995, with the Clinton tax hike, they 

will surrender just shy of 40 percent of their incomes to taxes. 

Those- numbers are surprising to many' Americans because we' are 
'repeatedly told by the media that President Ronald Reagan.slashed taxes 

1981. Unfortunately, that tax cut. proved to be short~lived. Congress 
raised taxes in 1982, 1983, 1984, 1987, 1988, 1990, and 1993. Every 
dollar of the tax cuts enacted by Reagan in 1981 has since been replaced 
with roughly $1.10 in new taxes. Consequently, from 1980 to 199 r total 
federal tax receipts more than douhl",d and tax burdens actually rose. What 
the right hand of the federal govcllunent giveth in tax cuts, the left hand . 

, taketh away with a relentless stream .of tax hikes. ' 

Figure to.2 
Federal, Stale, ancllDcal Taxes as a Share of Nalionallncome 
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The Victims of America's High Taxes Figure JO.3. . 
Changes in Tax Rates ondProJuctivity 


level of federal' taxes but also by the economically destructive way that 

American workers and businesses are harmed not only. by the overall 

.Perceni
the federal govemment collects taxes. The most destructive element of 8 
the current tax code is high marginal income tax rates. _7 ChangesThanks to "soak-the-rich" tax hikes in recent years, the highest marginal 

in lax rates 6. _income tax mte at the federal level today is 42 percent. If state taxes are 
Changes5· included, many individuals pay more than half of their earnings in taxes. in productivity 


Studies show that high income tax rates apply in large part to small 

· business owners, who are a major sourc~of new jobs. Pamdoxically, 

punitive tax rates designed to soak the rich have tended to erode economic 
 2 
opportunities for lower and middle-income workers. For example, in the 

1
1980s. after.Reagan cut income tax rates, the share of income taxes paid 

oby the wealthiest I percent of Americans rose from 22 (0 26 percent But 
since the 1990 tax rate increases. the share of taxes paid by the rich has -1 

· fallen from 26 percent. to 23 percent: . -2 

. A study by economist 'Robert Genetski shows that high marginal tax 
 -3 

r- rates are inversely related to productivity growth. 'a~ shown in Figure 10.3. -4 " 
Productivity and ultimately wages· tend to rise when marginal income tax 

-5.rates are low, but productivity and wages fall or grow very' slowly when 
marginal income tax rates are high-as they are today. Harvard University 1950-58 58-62 62-65. 65-72 72-78 78-80 80-85 85-91 

economist Dale Jorgenson estimates that every additional dollar raised by 
SouRCE> R. 1. C'.euel<iki. Takin~ lhe Voodoo Out 01 uononrirs (Olicago: ~egl1Cry Gateway. June 19~hl. 

Uncle Sam reduces the output available for other uses by about $ \.34. 
Non::: Tax change~ are differences in effective nlaIginal rate~ from beginning {O cnd of period. Produ\"'li\'i[~

Jorgenson calculates that the United States could raise roughly the same changes ate diferences in !he 'annualized uriderlying trend from !he previou., period. 

amount of tax revenue as we do today and increase the income of the 
average American family by more that $2,000 a year by simply moving 

The capital gains tax, which should really be called the "capital forma 
toward a simpler; less punitive tax system. tion" tax, is e'specially onerous. The following are among the problems 

with the capital gains true 
The Capilal Fonnation Tax 

o The capital gains tax is a double and in some ca<;es a triple tax 011Capital~both human and physical-is the vital engine of growth for . investment income. 

a modem economy. Capital is the equipment, the tools, the computers, 

and the skills that workers use on the job to expand their output .0 The capital gains tax hurts the working men and women of the United 

. Unfortunately, America's high income taX rates on the owners ofcapital, States. Studies i'ndicate that 80 to 90 percent of the gains from capital 
the corporate income taxes on the earnings of capital,.capital gains taxes formation accrue to labor; the other 10 to 20 percent .accrue to thl' 

owners of capital.on the proceeds from capital, and taxes on the purchase of capital, through 
depreciation rules, conspire to make capital investment less attractive and 

: 0 In large part; the owners of capital are today's middle-income working 
thus less available. Table 10.1 shows that the United Slates has one of 

families. The ownership of capital is more. widely disbursed today 
the highest capital gains taxes of the industrialized nations. 

than ever before with the spread of 401 K plans, mutual funds; stock 
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Inteniotionol Comparison of Individual Copital Goins Roles: 


Unitecl5tales versus 14 0Iher Induslializecl Notions, . 

Maximum Role 


Country 

Short-Tenn 
. Capital Gains 

Long-Tenn 
Capital Gains 

Holding PeriOd for 
Long-Tenn Gains 

." 

. United Stales· 
Australia 
Belgium 
Canada 
France 

. 'Gennany 
Hong Kong 
Italy 
Japan 
Netherlands 
Singapore 
South Korea . 
Sweden 
Taiwan 
United Kingdom 

28.00 
49.25 

0.00 
19.33 
16.00 
56.00 

0.00 
0.00 

20.00 
0.00 
0.00 
0.00 

42.00 
0.00 

40.00 

28.00 
49.25' 

0.00 
19.3A 
16.00 
0.00 
0.00 
0.00 

20.00 
0.00 
0.00 
0.00 

1680 
0.00 

40.00' 

1 year 
I year 
NA 
N.A. 
N.A. 

6 months 
N.A. 
N.A. 
N.A. 

: N.A. 
NA 
NA 

.2 years 
NA 
N.A. 

SO<'OCE. Data compiled I>y the American CoUncil for Capital Fonnation. 1'l9O. 
-Capital gains indexed fot innation 

ownership plans, and simply the increased numbers of Americans who 
own stocks individually. . 

o 	 The capital gains lax is not indexed for inflation, meaning that much 
of the paper"gains" that Americans report when they sella business, 
a property, or a stock is purely an inflation gain. For stocks that have 
been held since the early I 970s, most if not all of the "gains" disappear 
when inflation is taken into account. Hence, not taking into ,account 
the inflationary portion of capital gains is highly unfair. 

o 	 High capital gains tax rates create a "lock-in" effect, whereby the 
owners of assets hold on to them to av'oid paying the tax rather than 
selling them and investing in new business enterprises. Estimates of 
the locked up capital in the United States are in the trillions of dollars. 

. Reducing the tax on capital gains would unlock. those assets and free. 
hundreds of billions of dollars of start-up capital for new and medium-
sized businesses that will be the future of our country. ' 
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In sum, the capital gains taxis a tax on the American dream. It makes 

Americans of every income group poorer. 


The Income Tax: The Wo~;ng Man's Burden 
For the vast majority of Americans, the most dreaded and reviled tax 


is the income tax. Until the ratification of the Sixteenth Amendment' in 

1913, there was no federal income tax in peacetime-the Supreme Cou'11 . 

had COflsistently ruled it unconstitutional. No law has contributed to the 

growth of government and the 'surrender of personal liberties and privat:y 

rights more fully than the federal inco'me tax. Today the IRS has broad 

and sweeping powers to investigate the personal activities, records, and 

finances of Americans. "When men get in the habit of helping themselve~ 


to tl)e property of others, they cannot be easily cured of it," insistcd 

the New York'Times in a prophetic editorial slamming the constitutional 

amendment creating the income tax in 1909. 


. Today, without a search warrant, the IRS has the right to search the 

property and financial documents of American citizens. Without a triill. 

the IRS has the right to seize property from Americans-and it dties so 

routinely. La~t year Congress added 5,000 IRS agents (to ttie 120,000 


. already on the job) even as that agency was forced to acknowledge that 
hundreds of auditors were illegally searching lhe returns of American 
citizens. 

Rep, Cordell Hull, who drafted the first 'income tax, argued that it; 
purpose. wa~ to force "the Carnegies, the Vimderbilts. the Morgans"and 
the Rockefellers with their aggregated billions of hoarded wealth" to pay 
a fair share of taxes, But the truth is that the income tax ha~ always heen 
the middle-i.ncome worker's burden. In fact, Congress has never been able 
to pump much additional money into the public coffers by raising income 
tax rates on the wealthy. Figure 10.4 shows that the effective income tax 
rate on a family with the equivalent of a 1991 income. of $50,()(X) was 
never more than 4 percent until World War II. Since then, it has never 
fallen below 22 percent; it reached as high 'as 33 percent during the 
inflation, bracket-creep years of the I 970s. The original income tax requircd 
less than I. percent of Americans to file a return; today virtually all 
American families must do so. . 
. So for the middle c1a'is, the income tax has ~en 'the u!tim~te political ( 

bait and switch. Allowing politicians carte blanche to .raise . rates. 011 the 
wealthy haS punished the middle and upper middle income groups. Nobel 
laureate F. A. Hayek lanlented that ~ 'theiUusion that by means of progre!-:- .' 
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. Figure J0.4 Figure JO.S
Average Marginal Tax Rale, 19J6,,:,,83 Federal Income Tax Receipts, J9J3-93 
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sivdaxation the lax burden can be substantially shifted onto the shoulders o American workers and businesses spend at least 5.4 billion man-hours 
of the wealthy has been the chief reason why taxation. has increased a<; a year figuring out their taxes (Table 10,2). According to George Mason 
fast as it has done, , , , Under the influence of that illusion, the ma<;ses University economist Walter Williams, that is more man-hours than il 
have come to accept a much heavier load than they otherwise would have," takes to build every car, van, and truck manufactuI1ed in the United Stales. 

There is little question that the income tax has been an engine of o That generates a dead-weight output loss of some $100 billion to $200 
government growth in ,this century, Here are some numbers to confirm 

billion each year. If a simpler system could reduce the complexity hy
that: the original income tax raised less than $50 billion in 1990 dollars. just 20 percent, the savings would be as much as $40 billion a year. 
In 1995 the federal government will raise about $700 billion from the 


. income, lax. Figure 10,5 shows the increase over time, The first income 
 o The average fee for preparation of a tax return is now almqst $200 . 
In 1985 about 45 million individual returns were done by Ia'x preparers 

'per household federal, income tax burden is clo'se to $7'(00, 
tax amounted to about $150 per family (1990 dollars), wherea~ today the . 

at an estimated'cost to·taxpayers of $6 billion. . 

., Another cost of the current income tax system is its dIzzying complexity, Large'numbers of Americans are concluding that there must be a belle! 
The original income lax included a two-page form, which was printed on . way to pay. They are right. 

the front page of the New York Times. Today,' after several rounds of 

congressional tax simplification~ there are still dozens of tax fonns, hun- ' 
 Tax Relonn for the· New Congress 
dreds of pages of instructions, and tens of thousands of tax attorneys and 

In it" first 100 days the new Congress should concentrate on (I) reducing
,accountanis wh~ are paid to figure it all put. In Costly Returns. James L 

selective taxes that are Particularly odious 'and counterproductive and (2)
. Payne reaches the following conclusions. 

ensuring that future Congresses cannot easily raise taxes, 
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.Table 10.2 
lime Spent on Taxes 
(million man-hours) 

Individual taxpayers 
Record keeping . 783 
Learning about tax· requirements 313 
Preparation 553 
Copying and sending. fonns 164 
Subtotal 1,813 

Busine~s taxpayers A 
Record. keeping 
Learning about tax requifements 

1,957 
196 

Obtaining materials 133 
Locating and using preparer 
Preparation 
Copying and sending fonns 
Subtotal 

207 
1,034 

86 
3,614 

. Total 
5,427 

SouR"'" James Payne, COSIly Returns (San Francisco: Inslilute fo; Cootemponuy SII..!ies, 1993). 

Abolish the Capital formation Tax 

The correct rate of tax on capital gains would be zero, The tax should 
be ended as part of any comprehe~sive tax restructuring. In'the meantime, 
the following steps should be taken to end the worst inequities of the tax .. 

o 	 Allow full indexing of the capit~1 gains tax. The tax on inflation should 
end immediately both as a matter of simple fairness and as a boost 
to growth. 

O' Allow full deductibility of losses against gains. Ifgains are fully taxed, 
. then losses should be fully offset. 

o 	 Allow investors to roll over their current asset holdings into new 
equities without having to pay a capital gains tax. The capital gains 
tax, to the extent there is one, should be paid only on funds ·that are 
withdrawn from 'capital markets. 

Outlaw All Retroactive Toxes 

One of the most offensive features of the Clinton tax hike was the 

retroactivity of the new income and estate taxes. The Supreme Court in 
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the 	Carlton case upheld the constitutionality of retroactive taxatioll-;­
which essentially gives Congress unlimited taxing authority. 

In the final analysis. retroactive tax hikes amount to nothing more than 
a partial government taking of private property. One might expect such 
seizures of money and property from the governments of authoritarian 
nations but not in a constitutional democracy like the United States. James 
Madison described retroactive laws as "contf'aryto the principle of Ihe 
social compact." Congress should pass legislation permanently banning 
the imposition of retroactive taxes. Sen. Paul Coverdell of Georgia has' 
promoted that idea. 

End the Withholding Tax 
. . 	 . I 

The withholding tax was introduced in 1943 as part of the war effort 
to facilitate the collection 'of taxes at a time when even clergymen. and 
Disney's Mickey Mouse were enlisted by the U.S. government to increase' 
Americans' tax payments. Legislators spoke openly of taxes that needed 

. to be "fried out of the taxpayers." One senator cheered the 'provision as 
a way to • 'get the greatest amount of money with the least ~mounl of 
squawks." 

Withholding was of dubious constitutionality during a period of c;'isis. 
such as war, but during normal times it is clearly an excessive power of 
government. The central objection to withholding is that it is the ultimalt' 
hidden tax. People don't miss what they don't see. Many Americans eWIi. 

regard· the refund check they get from too much withholding as a 
from government. Income taxes should be paid monthly, or at the end! If 
the year, by the earner's writing a check to the IRS. That would all<\\\ . 
Americans to calculate on a regular basis whether they are getting Iheir 
money's worth from government. 

This proposal will be difficult to enact, precisely because members (\1 

Congress and th~ spending lobbies recognize just how difficult it would 
be to get Americans to pay several thousand dollars in taxes at one lime. 
But the government IS not entitled to more revenue than citizens ehousl' 
to assign to it, so making taxes visible is essential to making the la, 
system honest. 

Send an Annual Tax Disclosure form fo All Taxpayers 

Each year when the IRS sends its tax forins to American families. it 
should be required to send a tax disclosure fornl listing all federal taxl'~ 

and estimati·ng all state taxes paid by the farnily in the previous year. Tht' 
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There is little question that American education has declined over 
the past three decades. Scholastic Aptitude Test scores have· dropped 
precipitously, even as spending has continued to 'soar, as shown in Figure 
11.1. U.S. students consistently finish last or nearly so on international 
math and science tests. And their flagging performance is beginning to 
affect the economic well-being of the nalion. David Kearns:former chair­
man of the Xerox Corporation, has estimated' that American business 
spends at least $25 billion a year to bring new employees up to the standard 

. Figure r1. J 
Spending. and Achievement in American Schools' 
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of high school gr,uluates-aJid a majority of those employees have linished 
high school. There is no evidence of improvement sinc,e the creation of 
the U:S. Department'of Education 16 years ago. Recognizing the failure 
of f~eral education policy, Congress should 

'. 	eliminate the $31.4 billion U.S. I?epartment of Education and 
return education to states and communities; 

• 	 pending dismantlement of the departmen~ repeat Goals 2000; 

• 	 privatize the college loan program; 

• 	 abolish Title I of the Elementary aru:lt:Secondary Education Act. , 

The Problems 
What's wrong with the nation's educational, system? The answer to that 

question is complicated and controversial"but most analysts agree on at 
least three reasons for the current plight of our schools. 

I. ' Some of the problems have lillie to do with the educational system 
, itself-with the quality of teachers or the nature of the curriculum. 
The collapse of order in American society in general and the break­
down ofthe family in particular have created societal and behavioral 
problems that did not exist 30 or 35 years ago, at least not on such 
agrand scale. Today millions of children bring those problems to, 
school daily. and it is little wonder that teachers and administrators 
find it hard to maintain discipline and promote learning. Many mod­
ern theories of education have contributed 10 that breakdown, and 
'we should not underestimate the part bad schooling has played in 
creating poverty and family breakdown. Poor schools are a major 
reason that poor people remain trapped in poverty. 

2. 	Children are not spending enough time on traditional academic sub­
jects. According to a recent report by the National Education Com­
mission on Tiine and Learning, U.S. students spend only 41 percent 
of their school day on academic courses such as math, geography, 
language, and science, French, German, and Japanese students spend 
more than twice as much time on such pursuits, To put it another 
way, our children are spending most of their instructional hours on 
activities like.self-esteem building, gen~er equity, diversity training, 
and drivers ed. ' . 

3. 	 Too many educators have 'come to beli'eve that their chief mission 
is to.indoctrlnate their students with politically correct ideas in order 
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to transform society. Educationru bureaucrats are using courses like 
sex education and counseling with psychotherapeutic techniq~es II I 
promote an agenda that attacks traditional values and teaches children 
to reject the authority of their parents and churches, which brings, 
us back to point I. The monopoly nature of public schooling rilakes 
it difficult for parent<;to'choose schools that reH~t their own values, 

In addition, it is time to reexamine the popular premise that the main 
purpose of our education system is to provide technicians for multinational 
corporations to compete in the global marketplace. Both Republicans and 
Democrats have assented too readily to this proposition, as evidenced hy 
the wording of the bipartisanNational Education Goals, To be sure, schools, 
should be equipping, children with the knowledge and skills necessary to 
be produc'tive members of society, but we must 'not turn our educational 
system into a vast and soulless vocational training program forcorporatc 

,employees. Schools have other intellectual and social tasks to pcrtonll. 
They do not need to be told ~aily that their chief responsibility is to ' 
prepare for the immirient arrival of the global village. Better to concentrate 
instead on teaching our children to read and count and explaining to the III 
what America is all about. 

Solutions 

What can be done to restore the academic integrity of our schools'! 
Again, the answer is complicated, but we must begin by asking fundamental 
questions-questions like "Where should educational decisions 
made?" and "What should be the federal role in improving education')" 

The answer to the first question is that the Founding Fathers had it, 
right. The federal government ha'> no business running the educational 
system or even telling others how to run il. Educatio'n is perhaps Ihe 
clearest example of a function that should be returned to the states, local 
communities, and private sector. The small amount of money the federal 
government contributes-about 7 percent of total spending on puhlic 
schools-has bought Washington bureaucrats entirely too much control, 
over educa~omil policy. States and school districts, which bear the 
financial, burden, are all too eager to accept federal dollars in exchange 
for the right to manage their own schools. For,example, any slate Ihal 
receives funding from the Department of Education's Goals 2000 program . 	 .. . 
must submit all futur~ plans,for reform ~o federal authoritiedor approvaL 
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The U.S. government did not give state and local school agencies tax 
dollars until the middle 1960s, and the U.S. Depanment of Education wa'> 
not established untiL the end of the Caner administration. Since then it 
ha<; become a full-fledged force with enough money to subvert sensible 
school policy and to intimidate good sense. In the 1980 presidential cam­
paign, Ronald Reagan promi~d to abolish the depanment. However, the 
Reagan adrriinistnuion made little effort to do so, and the depanment has 
grown bigger every year. But Reagan's original goal was correct and even 
the Washington Post wrote in a December 1994 editorial, "There is a lot 
right about considering whether certain Ca~inet departments deserve to 
be abolished. Anierica's schools are not noticeably better because a Depan­
ment of Education was created." 

When the Education Department was created in 1979, many critics 
warned that a secretary of education would tum into a national minister ' 
of education. Rep. 10hn Erlenborn (R-III.), for instance, wrote,' "There 
would be interference in textbook choices, curricula, staffi'ng, salaries, the 
make-up of student bodies, building designs, and all other irritants that 
the government has invented to harass the population. These decisions 
which are now made in the local school or school district will slowly but 
surely be transferred to Washington." Dissenting from the committee -
report that recommended estabiishing the depanment, ErIenborn and seven 
other Republicans wrote, "The Depanment of Education will end up being 
the Nation's super school board. That is sOlTlething we can all do without." 

Such ,concerns were not limited to RepUblicans. David W: Breneman 
and Noel Epstein wrote in the Washington Post, "Establishing a cabinet· 


. level ,department is a back-door way of creating a national education 

policy." And Richard W. Lyman, president ofStanford University, testified 

before Congress that "the two hundred year old absence of a Depanment 

of Education is not the result or, simple failure duiingall that time. On 

the contrary, it derives from the conviction that we do not want the kinds 

of educational systerils that· such arrangements produce." ' 

The intervening years have done nothing to alleviate those concerns. 
Even during the Reagan-Bush years, the depanment's budget rose steadily, 
and the depanment began to devise national tests and a national curriculum. 
Those trends have accelerated in the past two years. It is time for Congress 
to acknowledge that the Education Depanment has wasted taxpayers' 
money, t~en control ofSchools away from parents and communities, and 
done absolutely nothing to improve the quality ofeducation. The Education 
Department should be abolished. 
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Immediate Steps 
Hearings will need to be hetd on abolition of the Department o( Educa­

tion, bul'the new Congress can do some things irnmedhitely. 

Repeal Goals 2000 
This prograi)l, a Clinton administration project, established Ihe 

tions of a federal bureaucracy that could ultimately control decisionmaking 
in our schools. Goals 2000 created "model standards" for curricululll. 
despite the fact that the Depanment of Education is forbidden by Jaw 10 

interfere in curricular decisions; a new, uneIected "national school board" 
to certify those new model standards; a mandate to report to the federal 
government on their programs such as health care, nutrition, and child 
care-'the kinds of courses that are often used to impose a panicular sct 
of cultural vatues on school children across the country; and anew. 
broad-based "citizens panel" thilt would usurp the powers of stale Qoards 

of education. " 
Although the Bush administr'dtion's America 2000 initiative was meant 

to spearhead a voluntary national movement to help states, its swift conver­
sion into the far more statist Goals 2000 shows that there is no such 
as "good" federal intervention. And the recent draft model of American 
history standards--courtesy of a "panel funded and assembled by the Blish 
administration-indicates the dangers of any federal presence in education. 
That panel has now produced draft "model standards" that eliminate any' 
reference to Robert E, Lee, Thomas Edison, the Wright Bn:>thers. or 
Albert Einstein yet manage to mention the Ku Klux Klan 17 times. Those 
standards are little more"than propaganda. States have already shown thaI 
they can do a beller job of drafting standards than the n'ational "experts" 
have done-and parents can identify schools with high standards if they 
have the right and ability to choose the schools their children attend. The 
congressionat education committees should hold hearings~what 
Kristol calls ~ 'show trials" ..:...-to reexamine Goals 2000 in front of a national 
audience and then scrap the curriculum standards along with the rest of 

the Goals 2000 program. 

Eliminate Student Loans 
The enonnously expensive and badly managed program of grants and, 

loans to college students should be eliminated: This massive program. 
$12.9 billion in fiscal year 1995, administered by the Office of Postsecond: 
ary Educatiori, is one .of the great unexposed scandals of government It 
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has cost American taxpayers billions in loan defaults, hooked colleges 
and universities on federal dollars, corrupted the academic . accreditation 
process, and driven the cost of education to unconscionable heights. Once 
our young people and our institutions of higher learning have been weaned 
from this program, colleges and universities will be free of federal med­
dling; college costs will be lowered to confonn with demand; and college 
graduates, whose lifetime incomes are triple those of noncollege graduates, 
will be paying for their educations themselves. 

As Milton Friedman said in I 98(), "Everyone who has the capacity 
and desire to have a higher education should be able to do so provided 
they are willing to undertake the obligation' to pay the costs of their 
schooling either currently or in later years out of the higher income that 
their education will make possible .... We must have a system under 
which those who are not. able or do not go to college are not forced to 
pay (through their taXes) for those who do.'" The federal government 
should stop financing higher education and tum the function over to the 

. private sector, which is fully capable of making loans for something with 
as high a return as a college education. . 

Abolish Title I 

This program, originally Chapter I, which will cost $7.2 billion in. 
FY95. is not successful even according to . the Education Department's 
own evaluation report. Title J money goes to every congressional district 
in the counlry to fund remedial help for millions of low-achieving children. 
But there is no evidence that the money is being spent effectively. The 
District of Columbia Public Schools receive $30 million in Title I money 
every year. The D.C. city council estimates-~ause the records are too 

. poor to allow accurate calculations-that the schools spend 48.5 percent 
of that money on administration, including a five-day "summer institute" 
for Board of Education members in !he Solomon Islands. A separate study. 
reports that Title I funds were spent on full-time salaries for part-time 
people, ghost employees who never perfonned their alleged duties, and 
two separate administrative agencies to monitor how the money was being 
spent. lethe District of Columbia wants to spend its money like that, it 
should not get federal subsidies. If the federal government wants to continue 
Title I, surely more children would benefit by turning it into a direct 
voucher program for poor children. We can no longer afford to support 
expensive initiatives that do not work simply because they have high­
sounding aims like "helping disadvantaged children." No one who works 
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With disadvantaged children could honestly say that the Title I program 
is the best way to spend billions to help those children. We should admit 
failure and try something else at the state or local level. 

If instituted, most of these refonns will be greeted with anguished cries 
from the education establishment. For 30 years that establishment has 
feasted at an ever-more-Iavish banquet provided by the American taxpayer. 
and no one is about to leave the table graciously. They will accuse Congress or 
being heartless trolls, indifferent to suffering and contemptuous of education. 

But students will not suffer if these suggestions are followed-they 
will prosper. Congress should recognize that the status quo in education 
is not working, and things have only gotten worse since the federal 
Education Department was created. The U.S. Department of Education is 
doing little that states, local districts, private schools, and parents could 
not do bener,' and some of the federal initiatives are demonstrably hostile 
to the well-being of children. When the fedeml government releases its 
tightening grip, our schools will be freer, more creative, and ultimately 
more productive. 

Of course, to institute these refonns, Congress will have to abolish 
programs and policies initiated by well-meaning people in both panics. 
The idea of creating national education standards for all schools and 
measuring achievement at the national level, for instance, originated with 
the Bush administration. But it is now apparent just how misguided thaI 
effort was. The education establishment is using the standard to perpetuate 
current mediocrity and promote political correctness-an entirely predict­
able result of centralizing educational policy in Washington. 

All over the country, parents are organizing to oppose national standards 
and testing programs and the teaching of political correctness in our 


. schools. Other parents, skeptical that the government schools will ever 

improve, are tightening their belts to send their children to independent 

schools or teaching their children at home. Congress should pu.t an end 

to the growing federal control of education and let states, communities. 

and the private sector go to work on. providing decent education leJr 
America's children. 

. Suggesled Readings 
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Press, 1993. 

127 

... .~ 

126 



.. -' 

.. 

Cato Handbook fi,r Congress 

Richman, Sheldon: Sejmraling School and Slate: How 10 Uberaie America's Families.. I' 

. Fairfax. Va.: Future of Freedom Foundation. 1994. 
Sykes, Charles J. "Uncle Sam, Rock :n' Roll, and Higher Education." Cato Institute 

Policy Analysis no. 136. July 25, 1990. ': , 
. Uzzell, Lawrence A "Contradictions of Centralized Education." CalO Institute Policy 

Analysis no. 53, May 30, 1985. 

-Prepared by ,Michelle £oSlO;1 

.J. 

" 

I, 

J 
128 



('UIO Handbook for Conlire,,,, 

taxes listed would include federal income taxes and Social Security taxes 
(both empkiyer and employee shares) and estimates of state income, sales, 
and.gas taxes.'That would allow ;\iriericansto see how much they pay 
each year for govemment. 

Congress should also require that employers list on employees' pay­
checks how much FICA tax the employer paid on the, worker's behalf 
during that pay period. 

Require a Supermajori/y Vote to Raise Taxes 
Several states, including Arizona, Californi~ and Nevada, have adopted 

measures requiring that any tax increase must pass by a two-thirds vote 
in both houses of the -legislature. Such a mea~ure is needed on the federal 
level. Currently, Congress operates under the perverse rules that ,it takes 
a three-fifths vote to cut taxes but a simple majority to rru,se them. In 
other words, it's less difficult for Congress to take people's money from 
them than to give it back. A three-fifths majority to raise income tax rates 
should become the law of the land, as suggested by the House Republican 
Contract with America. That law should apply to alftax increases. 

Enact a Flat Tax 
Dick Armey has proposed a 17 perceni flat tax plan that would abolish 

virtually all deductions and loopholes, terminate tax withholding, end the 
double taxation of savings and investment, shorten the 'income tax form 
to the size of a post card, eliminate the capital gains and estate taxes, and 
reduce the overall tax burden by $50 billion a Yellf. The Armey plan is 
simpler, fairer, and more pro-growth than our current tax code. The plan 
has broad pop~list appeal. That sensible reform should be the centerpiece 
of a IOO-day agenda for improving America's tax system. 

Replace ,the Income Tax wifho Notional Sales Tax 
Arrney's flai tax would be a significant improvement over our current 

tax code, but it is not a final solution to problems with America's tax 
,system. Armey's flat tax suffers from one critical defect: it is still an 
income tax. As such, it does not eliminate the IRS from our lives (though 

, it should reduce its role). It would still be the business of the govemment 
to know how much money Americans make each year-t,o pry into the 
most private aspects of American's financial affairs: Although simpler, 
the Armey plan would still require workers and businesses to fill out tax 
forms each year-albeit, much simpler ones. ' 
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The best replacement forthe income tax would bea national retail s"k· 
tax-exempting only real estate and securities. A retail sales tax is btl 
preferable to the value-added tax (V AT) that many business groups ill 
Wa<;hington support and that is the centerpiece of a bipartisan tax relill'llf 
proposal, by Sens. Pete Domenici and Sam Nunn, European-style V AT" 
in their various incarnations, have been abust in virtually every n<llioll 
that has enacted them. They have not increased savings rates. Their rail" 
have been continually raised. And most important, their fatal flaw 
been that they have served as engines of growth of govern,ment ThaI i~ 

because the VAT is hidden from consumers-imbedded in the costs III 

goods and services they purchase. . 
The retail sales tax has the virtue of being much more visible, It is pai" ­

at the cash register by the citizen-voters. The mechanism for collecting ';I 
sales tax is largely already in place, since all but a small handful or stale, . 
impose a sales tax. 

Boston University economist Laurence Kotlikoff has estimated Ihl' 

impact ofa revenue-neutral replacement of the income tax with a retail 
sales tax. To protect the poor from the tax and t6 make it nonregressiVl' 
the first $4,<XlO of each persoh's.purchases would be exempted from llle 
tax. The rate would have to beset at around 16 to 18 percent. Kotlikofl 
calculates that after just five years the economic impact would be as fol- . 
lows: 

I, 	 The national savings rate would rise by 2.5 times its current alll" 

mic levels, ' " 

2. 	 Capital stock would grow by 8 percent above the level attained 
under the current tax system. " 

3. Output would be 5 percent higher than otherwise for almost a $500 
billion per year increase in output and' incorries. 

4. The interest rate would fall by 0.3 percentage points. 
5. The impact OIl output and wages rises over time: after 20 years the 

, national output rises nearly 25 percent higher than under the currellt 
income tax structure. 

Critics complain that a 16 to 18 perceni sales tax would be too high 
'and unenforceable. However, if the dynamic economic growth impact of 
the plan is considered, the sales tax rate could fall to about 12 to I-I 
percent. Moreover, if spending were curtailed, as it should be, the rail' 
could be lowered to as little as 12 percent. One of the virtues of 
toward a single retail sales tax would be that it would increase puolil' 
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pressure on government tq reduce federal spending as 'a means of bringing 

down the sales tax rate. . 
 II 

The national sales tax is everything that Americans want in their tax 

system. It i~ simple. It is fair. And it is mightily pro-growth. The United 

States woufd attract ,capital, investment, and jobs from the rest of the 

world if it adopted the most pro-enterprise tax system in the world. Most 
 •
important, unlike most of the counterfeit tax reform· measures befor~ 

Congress today. the retail sales tax would require a major retreat' of 

gov~rnment from the daily Jives of American workers and their families . 
 • 
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