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Pref ace 

Understanding the implications of public policy choices is essential for every citi­
zen. For over two centuries, the United States has been an example to the rest of 
the world representing what an informed and involved citizenry could achieve. The 
potential for democratic government to be regarded as a positive instrument in pro­
moting the general welfare appeared victorious after the Great Depression. Since 
then, interest groups that flourish in our democratic state have attracted broad sup­
port for issues like environmental protection, energy conservation, protection of 
civil liberties, national health care, or homeland security. Other interest groups pro­
mote narrower objectives-for example, support or opposition for gun control, the 
death penalty, freedom of choice, or immigration reform. Today, political entrepre­
neurs find it necessary to constantly take the political pulse through polling to 
determine how to react to specific policy issues on the agenda. Other activists with 
an ideological bent try to build winning partisan coalitions through the use of focus 
groups to shape the debate in a way that attracts citizens to their "perspective" 
while making the opposing party appear less attractive. 

We often hear that the people rule in our "democracy" and we would like to 
think it were true. In the fust decade of the new century many Americans have 
become increasingly detached from public life. The general interests of ordinary cit­
izens are frequently drowned out by the clamor of special interest groups. A grow­
ing cynicism often results, leading to an ironic alliance between the average citizen, 
who comes to believe that the democratic process is largely a mockery, and the 
financial elites, who believe that it is best to entrust as little to government policy­
making as possible. Attacks on the institutions of U.S. government as the problem 
make it more difficult to craft the compromises needed to produce effective poli­
cies. Unfortunately, well-financed groups often resort to this tactic in an effort to 
block policies that may pose a threat to their interests. Growing economic inequali-

xi 
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ty in the United States and the evolving political paradigm that supports it is one of 
the most important trends in the modem United States. Often, the policies associat­
ed with support for the most well-off result in policies that negatively affect those 
less well-off. Nevertheless, public policy as a discipline is optim istic. It is based on 
the profoundly significant belief that the citizens in a democratic society can take 
responsible actions to improve the national well-being. 

Why This Book? 
Like the preceding editions, the primary purpose of this text is to tell the story of 
public policy in a clear, scholarly, balanced, and interesting manner. We believe 
that it is a narrative of great importance--one that sharpens our focus and clarifies 
our understanding of the society we live in and the rules that govern it. 

Publ ic policy continues to grow as a subfield of political science. At the same 
time, the study of public policy transcends the boundaries of academic disciplines, 
and, in recent decades, interdisciplinary techniques have contributed important, but 
often controversial or competing, new perspectives. In the best of circumstances, 
arriving at a collective public policy decision-whether as an academic exercise or 
on Capitol Hill-is very difficult to achieve. 

Public policy texts often ignore basic concepts used by political scientists and 
policy analysts. Some texts begin by encouraging students to "debate" controver­
sial policy issues without any development of theory. Others study public policy 
primarily as a process, or they encourage the use of basic models used to examine 
policy. These approaches have a long and useful history. 

We, however, have chosen to base our text on contributions from all the disci­
plines that are of concern to policy studies. We believe it is important for students 
to be thoroughly grounded in basic economic arguments such as market failures, 
free riders, externalities, economic rents , and moral hazards. We emphasize that 
practically everything i-; for sale in economic markets-but in a political society, 
many things should be beyond price. Relying too heavily on markets frequently 
produces results that offend our sense of justice and fairness. Other contributions 
such as democratic theory, rational public choice, international relations theory, 
and psychology are also necessary to understand the complexity of public policy 
problem solving. 

The Plan of the Third Edition 
The first five chapters provide a tour of the fundamental elements of a political sci­
entist's way of thinking about policy issues and the policymaking process. 
Although leading profef>sional journals in public policy now routinely deal with 
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topics such as scarcity, rational self-interest, the tragedy of the commons, the free 
rider problem, and market and government failures, they are frequently ignored in 
public policy texts. We believe that these topics should be presented as the essen­
tial core of public policy, something that students will remember long after the 
course is over. We also develop the difference between the often idealist goals of 
the policymaker and the reality of the circumstances in which public policy is ham­
mered out; policy analysts, after all, are rarely constrained by the need to raise 
money and win votes, unlike the politicians who actually make public policy. 

Making sense of these principles is important because, though fundamentally 
logical, they are often misunderstood. We have done our utmost to explain public 
policy ideas clearly and in understandable language. At the same time we try to 
avoid oversimplification and to elevate the policy problems by highlighting the 
political, philosophical, and economic issues that permeate even the most seeming­
ly straightforward problems. We find that interweaving theoretical perspectives 
and real-life practical choices into our discussion offers the reader a well-rounded 
understanding of the policy issues at hand. 

In addition to rewriting the text to take into account changes in the policy envi­
ronment over the past several years, we have updated boxed areas to include con­
temporary case studies. The boxed areas also illustrate policy application and 
implementation, and offer additional explanations of concepts and problems 
addressed in the text. In some instances, the boxed material serves as a medium for 
introducing or developing important ideas and issues that may be tangential to the 
main flow of the chapter, and are therefore best treated separately. 

Frequently we compare U.S. approaches to policymaking with those of other 
advanced countries, especially the nations of the Organization for European 
Cooperation and Development. Today what goes on in the rest of the world has a 
growing impact on policy issues in the United States; in the aftermath of 
September 11 , 2001, we are discovering how extensive an impact it is. Now more 
than ever, we must be aware that other countries have faced the same policy dilem­
mas as the United States and frequently they have made alternative choices that 
can inform our policy decisions. 

Finally, we have tried to emphasize that the appeal to the individual for demo­
cratic decisionmaking is based on the ability of the collective to achieve goals that 
individuals cannot achieve acting separately. In this sense, government is a neces­
sary good in promoting the general welfare. Capitalism, in contrast, appeals to the 
individual's self-interest and tends to see government as a necessary evil. The capi­
talist perspective is to emphasize market decisions as being more efficient than the 
collective decisions of democracy. All capitalist societies recognize that market 
failures contribute to outcomes that are incompatible with society 's values. Policy 
studies must inevitably raise issues about the ethical relationship between the indi-
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victual and the collective. The study of public policy thus involves the thoughtful 
use of interdisciplinary insights and empirical evidence in pursuit of social justice. 
To achieve a humane society as well as an efficient economy, wise government 
involvement is inevitable. 
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CHAPTER 1 
Basic Concepts in 

Pub I ic Pol icy 

We begin th is book by introducing you to the vocabulary of public policy. The fol­
lowing pages define concepts students need to know to unders tand the policy 
process. The driving force pushing public policies comprises scarcity* and ration­
al self-interest. In a diverse society that embraces different values and points of 
view, interests collide and compromises are unavoidable. The policy analyst must 
deal with practical questions of who will gain and who will lose by any given poli­
cy. Will government intervention improve on a market solution? How are policy 
choices made without compromising values important to society in general? 

What Is Public Policy? 
Public policy emerged as a prominent subfield within the discipline of political sci­
ence in the mid- I 960s. In a broad sense, the analysis of public policy dates back to 
the beginning of civilization. Public policy is the study of government decisions 
and actions designed to deal with a matter of public concern. Policy analysi 
describes the investigation that produce accurate and useful information for deci­
sionmakers. 

Policy Analysis as a Subfield of Political Science 
The social sciences emerged from the humanities and the natural sciences during 
the latter part of the nineteenth century. The commitment to the methods of the nat­
ural sciences, with their concern for methodological and analytical rigor in the 
study of human behavior, has been critical to the development of social science. 

*Key concepts are indicated in boldface on first defin ition in the book. 

1 



2 PUBLIC POLICY 

Social scientists share the conviction that rational scientific methods can be used to 
improve the human condition. The scientific method began to be applied to a wide 
range of social activity, ranging from the efforts of Frederick A. Taylor 's studies on 
scientific management to the politics of the Progressives. Legislation in the 
Progressive era was delegated to "experts" in such new and presumably independ­
ent regulatory agencies as the Federal Trade Commission and the Federal Reserve 
Commission. 

Positive policy analysis and value neutrality. Although the social sciences 
emerged in an environment of social reform, by the early twentieth century there 
-was a general retreat from any son of policy advocacy. The social sciences in gen­
eral adopted a value-neutral posi tion under the gui se of scientific objectivity. 
Scientific thought is probably one of the most prestigious activities in modem life. 
And those engaged in policy studies from a variety of social science disciplines 
were attracted to the idea that their studies would be more scientific if they elimi­
nated values and merely focused on social behavior. As a result, many policy stud­
ies were confined to empirical descriptions. Such studies may prove useful in a 
variety of ways. 

Positive policy analysis. Emphasis on value-free policy analysis is referred to as 
positive policy analysis, which is concerned with understanding how the policy 
process works. lt strives to understand public policy as it is. II also endeavors to 
explain how various social and political forces would change policy. Positive poli­
C) analysis tries to pursue truth through the process of testing hypotheses by meas­
uring them against the standard of real-world experiences. Positive policy analysis 
usually deals with assertions of cause and effect. A disagreement over such analy­
sis can usually be resoh ed by examining the facts. For instance, the following is a 
positive statement: "If the U.S. government raises interest rates, then consumers 
will borrow less." We can check the validity of this statement by measuring it 
against real-world observations. Other positive policy statements, such as " If long­
term welfare recipients were required to finish their high school education as a 
condition of continuing to receive their welfare checks, a high percentage would 
develop employable skills and become self-sufficient," may be tested by setting up 
an experiment within a state. The results may confirm or refute the statement. 

The altempt to become more scientific by excluding values has several major 
effects. First, by narro-w ing the focus to largely empirical studies, it reduced the 
relevance of policy analysis for policymakers, who must be concerned with pre­
ferred end-states such as "reduced ethnic antagonisms." Second, it reduced the 
importance of values in policy debates by shifting the discussion to cost-benefit 
analysis or the appropriate way to test a hypothesis. Finally, by glossing over the 
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nonnative issues, the field of values was abandoned to business interests and social 
conservatives. Applying models based on market efficiency while ignoring issues 
of "justice and fairness" played into the hands of business interests and social con­
servatives, who never stopped touting the values of right to property, and the 
virtues of self-reliance, independence, thrift, and hard work. 

Normative analysis. The Great Depression and Franklin Roosevelt contributed to 
a major change in policy approaches. The Roosevelt revolution swept aside any 
suggestion that promoting the general welfare could be divorced from nonnative 
goals. Nevertheless, there were many of the New Deal who preferred to think of 
themselves as a rather elite group of experts engaged in administering programs 
remaining above petty partisan bickering. Until the depression, during which 25 
percent of the labor force was unemployed, many thought that unemployment was 
a personal problem, not a matter for government action. The Roosevelt administra­
tion changed that perception by fighting excessive unemployment through a vari­
ety of government policies. Government planning during the New Deal gave great 
impetus to operations research, systems analysis, and cost-benefit analysis as tech­
niques for efficient management. After World War II, debates within the social sci­
ences forced a search for more inclusive policy models. During the Kennedy 
administration new techniques such as the Planning, Programming, and Budgeting 
System (PPBS) were used by the "whiz kids" brought into government service by 
Secretary of Defense Robert McNamara in the Pentagon. 

The applied orientation of these techniques in the Department of Defense 
earned public recognition and acceptance of policy analysis while it encouraged 
debate among social scientists that they should become more active contributors to 
policy analysis and policymaking.• The techniques noted above, along with survey 
research, had wide applicability not only in public policy, but also in private indus­
try. The result was increased debate between those in the social sciences who 
wished to maintain a more theoretical approach of positive analysis and those who 
wished to see the policy sciences applied to society's problems. In 1966, Hans J. 
Morgenthau, a well-known political scientist, summed up the views of those in 
favor of applying quantitative techniques to achieve practical outcomes, in a state­
ment that could just as well apply to all the policy sciences: 

A political science that is neither hated nor respected, but treated with indifference 
as an innocuous pastime, is likely to have retreated into a sphere that lies beyond 
the positive or negative interests of society. The retreat into the trivial, the fonnal, 
the methodological, the purely theoretical, the remotely historical-in short, the 
politically irrelevant-is the unmistakable sign of a "noncontroversial" political 
science which has neither friends nor enemies because it has no relevance for the 
great political issues in which society has a stake.2 
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David Easton, in his presidential address to the American Political Science 
Association in 1969, signaled this momentum when he called for a "postbehav­
ioraJ" approach that u!.ed techniques, methods, and insights of all relevant disci­
plines in dealing with social issues.3 

Policy analysis, with a view toward resolving public issues, is prescriptive 
rather than descriptive when it recommends action to be taken rather than merely 
describing policy processes. It is referred to as normative policy analysis. 

ormative policy anaJ)sis is directed toward studying what public policy ought to 
be to improve the general welfare. 

Normative analysis deals with statements involving value judgments about 
what should be. For e"<ample, the assertion that " the cost of health care in the 
United States is too high" is a normative statement. This statement cannot be con­
firmed by referring to data. Whether the cost is too high or is appropriate is based 
on a given criterion. Its validity depends on·one 's values and ethical views. 
Individuals may agree on the facts of health care costs but disagree over their ethi­
cal judgments regarding the implications of "the cost of health care." 

It is important to be aware of the distinction between positive and normative 
policy analysis , and no1 to substitute the goals or methods of one for those of the 
other. This is because the value of policy analysis is determined by the accurate 
observation of the critical variables in the external environment. Only an accurate 
rendering of factual relationships can indicate how best to achieve normative goals. 
For example, a normative view that we should improve the educational system in 
the United States does not indicate how to achieve that goal most effectively or 
most efficiently. If we have limited resources to add to the education budget, how 
should we spend the funds? Would higher salaries attract more capable teachers? 
Should we extend the scriool year? Should we improve the teacher-to-pupil ratio by 
hiring more teachers? Should we add alternative educational programs? Only a rig­
orous study of the costs .md benefits of various alternatives can indicate a preferred 
so ution. In a republican form of government such as our own, such questions are 
settled by voting and through decisions made by those elected to run the institu­
tions of government. 

Frequently, however, normative statements can be used to develop positive 
hypotheses. Generally, most people do not feel strongly about the value of a capital 
gains tax cut. Their support or opposition to such a change in the tax law depends 
on a prescriptive belief about a valued end-state. Many politicians press to reduce 
the federal tax on capital gains. They argue that a reduction in the capital gains tax 
would increase incentives to invest in the economy and thus fuel economic growth. 
However, computer estimates have shown that this change in the tax structure 
would reduce government revenues after several years and raise the federal deficit. 
Estimates also have sho\\ n that upper-income groups would receive a significantly 
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larger per capita benefit than would other income groups. The result of these esti­
mates, when publicized, was an increased popular perception that the tax cut would 
be "unfair." Republicans have had difficulty in pressing the proposal for this 
reason. 

In the decision to study public policy, there is an implicit ethical view that peo­
ple and their welfare are important. We must try to learn about all the forces that 
affect the well-being of individuals and of society in the aggregate. The desire to 
improve the current system is the basis for public policy. To achieve that goal, stu­
dents of public policy must first understand how the current system works. 

In democratic societies. the decisionmaking authority is characterized by vary­
ing degrees of decentralization. When decisionmaking authority is distributed 
between different power centers, such as the different branches of govemment­
execntive, legislative, and judicial as well as local, state, or national levels and 
including various interest groups and the general public-no single group's will is 
totally dominant. Policy analysts therefore study how the actors in the policy 
process make decisions: how do issues get on the agenda, what goals are devel­
oped by the various groups, how are they pursued. Political elites must share 
power. They often differ concerning not only which problems must be addressed, 
but also how they should be addressed. The policy that results is often the result of 
different powerful groups pulling in different directions. The outcome often differs 
from what anyone intended. Policy analysts therefore study how individuals and 
groups in the policy process interact with each other. 

Policy analysts also attempt to apply rational analysis to the effort to produce 
better policy decisions. Thus, through empirical and rational analysis, a body of 
research findings opens up the possibility of policy analysts providing valuable 
input to promote the general welfare. 

Decisions and Policymaking 
Public opinion polls confirm that people worry about their economic well-being 
more than any other concern. People worry about educating their children and 
meeting mortgage payments. They worry about the high cost of health care, the 
needs of an elderly parent, the threat of unemployment. These concerns cut across 
age groups. Students worry about finding a job when they graduate, paying their 
rent , making insurance payments. Many people express concern for economic 
problems like federal budget deficits, taxes, and inflation. Many are increasingly 
aware that personal well-being is somehow related to broader social trends. This 
relationship is the domain of public policy, though few really understand how the 
public policy process works or how it affects them personally. 

Public policy compri ses political decisions for implementing programs to 
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achieve societal goals. These decisions hopefully represent a consensus of values. 
When analyzed, public policy comprises a plan of action or program and a state­
ment of objectives, in other words, a map and a destination. The objectives tells us 
what we want to achieve with policy and who will be affected by policy. Public 
policy plans or programs outline the process or the necessary steps to achieve the 
policy objectives. They tell us how to do it. For example, a newly proposed public 
policy for national health care would include an objective statement explaining 
why a health care policy matters, along with a detailed health care program or pro­
cedure. The program might be "managed competition," or perhaps a "Canadian 
s ingle-payer" program Usually the program stage provides the "moment of truth" 
and people are forced to face up to the values and principles they espouse. 

Ultimately public policy is about people, their values and needs, their options 
and choices. The basic challenge confronting public policy is the fact of scarcity. 
We cannot have everything we want. Unfortunately, available resources are limit­
ed, while for practical purposes human wants are limitless. Scarcity is an ever­
present attribute of the human condition. The combination of limited resources and 
unlimited wants requires that we choose among the goods and services to be pro­
duced and in what quantities. Because of scarcity, government may intervene to 
ration the distribution of certain goods and services thought to be in the public 
interest. Thus, because of scarcity, there is a need for governmental organizations 
(such as the Departments of Education, Energy, Defense, Health and Human 
Services, and Treasury) to allocate resources among competing potential users. 
Conversely, if there were no scarcity, we would not have to make choices between 
which goods or services to produce. 

Poverty and scarcity are not synonymous. Scarcity exists because there are 
insufficient resources to satisfy all human wants. If poverty were eliminated, 
scarcity would remain, because even though everyone might have a minimally 
acceptable standard of living, society still would not have adequate resources to 
produce everything people desired. 

Opportunity Costs 
Public policy focuses on the choices individuals and governments make. Because 
of scarcity, people and ~ocieties are forced to make choices. Whenever we make a 
choice, costs are incurred. When the unlimited wants of individuals or society 
press against our limited resources, some wants must go unsatisfied. To achieve 
one goal, we usually have to forgo another. Policy choices determine which wants 
we will satisfy and which will go unsatisfied. The most highly valued opportunity 
forfeited by a choice is known as the opportunity cost. This cost equals the value 
of the most desired goods or services forgone. In other words, to choose one alter-
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native means that we sacrifice the opportunity to choose a different alternative. For 
example, when you decide to enroll in college rather than get a job, the opportunity 
cost of college includes not only the cost of tuition and other expenses, but also the 
forgone salary. 

People grouped in societies face different kinds of choices. The opportunity 
cost of any government program is determined by the most valuable alternative 
use. One tradeoff society faces is between national defense (guns) and social goods 
(butter). A fi xed amount of money, say $100 billion, can be used to buy military 
goods, or an equivalent amount of social goods (education or health care), but it 
cannot be used to purchase both goods simultaneously. A decision to have more of 
one good is also a decision to have less of other goods. Another policy tradeoff 
society faces is between a cleaner environment and more income. Laws requiring 
reduced pollution result in higher production costs, which simultaneously squeezes 
profits, puts a downward pressure on wages, and puts an upward pressure on 
prices. Laws to reduce pollution may give us a cleaner, healthier environment, but 
at the cost of reducing corporate profits, and workers' wages, while raising costs 
for consumers. 

The saying that there is no such thing as a free lunch indicates that , because of 
scarcity, choices must be made that preclude other alternatives.4 This may seem an 
obvious point, but many often assume that there is a free lunch. For instance, many 
people speak of "free public schools" or the need for "free medical care" or "free 
highways." The problem is that "free" suggests no opportunities forfeited and no 
sacrifice. This is not the case, however, as the resources that provide education, 
health care, o r highways cou ld have been used to produce other goods. 
Recognizing that we face choices with tradeoffs, as individuals and collectively in 
society, does not tell us what decisions we will or should make. But it is important 
to recognize the tradeoffs in our choices because we can make astute decisions 
only if we clearly understand the options. The opportunity cost principle can be 
illustrated. Figure 1.1 summarizes the hypothetical choices in what political econo­
mists call a production possibilities curve (PPC). This production possibilities 
curve, or production possibilities frontier (PPF), provides a menu of output 
choices between any two alternatives. Think of it as a curve representing tradeoffs. 
It illustrates the hard choices we must make when resources are scarce, or the 
opportunity costs associated with the output of any desired quantity of a good. It 
also illustrates the indirect effect of factors of production, defined as land, labor, 
and capital. Our ability to alter the mix of output depends on the ease with which 
the factors of production can be shifted from one area to another. For example, 
with the collapse of communism the government shifted some production from the 
defense industry to the civilian sector. 
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Figure 1.1 Production Possibilit ies Curve 
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In Figure l. l the economy is at point A but conservatives want to pull it to 
po nt B while liberals prefer point C, resulting in a political struggle. Both could 
get the quantity they want through economic growth (point D). Even at point D, 
both soon find that their wants are greater than the scarce resources available. And 
the tug-of-war would soon begin on the new PPF. Keep in mind that points on (not 
inside) the production possibilities frontier indicate efficient levels of production. 
WI en the economy is producing al point A, for example, there is no way to pro­
duce more of one good without producing less of the other. When a policy decision 
moves the production from point A to point B, for instance, society produces more 
nat onal defense but at the expense of producing less social welfare. 

The economy cannot operate outside its production frontier with current 
resources and technology It is not desirable to operate inside the frontier. Note that 
point E is a feasible output combination but not a desirable one. Why? Because by 
moving to point B, for instance, the economy could produce as much social wel­
fare as at point E, but it could also produce considerably more national defense. Or 
by moving to point C, more social welfare could be produced without sacrificing 
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the production of defense. Production at point E means that the economy's 
resources are not being used efficiently. 

As we move more factors of production from the production of national 
defense toward social welfare, we must give up ever-increasing quantities of 
defense in order to get more social welfare, and vice versa. This is so universal a 
phenomenon that it is referred to as the principle of increasing costs. It state:; that 
the opportunity costs of producing additional units of one good increase as more 
resources are used to produce that good. Or, stated differently, in order to get more 
of one good in a given period, the production of other goods must fall by ever­
increasing amounts. 

Production potential is not fixed for all time. As more resources or better tech­
nology becomes available, production possibilities increase. As population increas­
es, the number of potential workers increases production possibilities. An improve­
ment in the quality of the labor force, such as through improved education or 
investment in new plants and equipment, can also increase production possibilities. 
The outward shift of the PPF is at the heart of an expanding economy. This also 
means a reduction of opportunity costs and a potential increase in an overall stan­
dard of living. 

The points along the production possibi lity curve or frontier indicate that many 
bundles of goods can be produced with the same resources. Consequently, move­
ment along the PPF demonstrates that most changes in public policy are modest or 
incremental shifts. Policy changes are usually, but not always, relatively small , 
and are typically made with current conditions in mind. Hence the best predictor of 
what the federal budget will be next year is the current budget. The decision to 
change the budget is made at the margin . Essentially, decisions at the margin 
mean that we focus on the effects of small changes in particular activities. 
Policymakers usually consider marginal not total benefits and costs, and as a result 
we are not faced with all-or-nothing choices. An important principle for anyone 
studying public policy is the significance of marginal analysis. Marginal analysis 
is a decisionmaking process that is concerned with the additional benefits that a 
plan of action will provide and the additional costs that will be incurred. A policy 
analyst would recommend that a proposed action be taken if and only if the mar­
ginal benefit of the action exceeds the marginal cost. 

Studying the PPF helps us see that choosing what mix of goods and services to 
produce is the essence of public policy considerations. A nation may face a guns­
versus-butter choice in a period of high threats to national security, and environ­
mental protection versus health care might come to the fore in peacetime. Shifts 
outward in the PPF represent growth; however, the production possibilities curve 
says nothing about the desirability of any particular combination of goods and 
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ervices. To understand this, we have to know more than what choices have been 
made. We must also know why and how individuals and groups make choices and 
who benefits. 

Social Choice 
Resource scarcity sets up the conditions for social choice. It is important to empha­
size that choices are ultimately made by individuals. The press may report that "the 
Congress passed a biJJ" or that "a divided Supreme Court decided," but these are 
summary expressions of a group decisionmaking process. Actually a majority of 
the individual members of Congress voted for a bill , or a majority of the individual 
members of the Court decided a case before it. The mechanism for aggregating 
individual choices to arrive at collective decisions is democratic majority rule. The 
democratic process translates the private interests of individual human beings into 
group decisions. Interested individuals freely express their preferences and decide, 
in the aggregate, what the public policy decision will be. However, as we shaJJ 
examine later, public opinion and the voting process may provide very weak guid­
ance to political elites. 

While individual choice is the basic unit of public policy analysis, there are 
often situations in which we treat an organization, such as a government agency, a 
lobbying group, or even a fami ly, as a "black box"-a gadget whose output is 
known even though its internal workings are not completely known. Mechanisms 
such as television sets or computers are, for most, black boxes. In the public policy 
realm, in some instances, we will open the black box to examine exactly how and 
why certain individual and group decisions are made. It is of crucial importance 
that, as students of public policy, we understand what goes on within the black box 
of the "political system." We need to know how policy is produced within the insti­
tutional processes of the political environment and how voters, interest groups, and 
political parties behave. 

More important, public policy originates in our understanding of the public 
interest. Appealing to that public interest is difficult because it mirrors the dis­
agreement among competing concepts of social morality and justice. In many situ­
at10ns there may be no conflict between acting in one 's self-interest and the inter­
est of others, or the common good, simultaneously. More frequently, however, if 
people act in their narrow self-interest, it becomes impossible to achieve the com­
mon good. A healthy public spirit, the social form of al truism, sometimes referred 
to as "social responsibility," is essential for a healthy democracy. A willingness to 
accept the general interest as one's own is what President John Kennedy referred to 
when he said, "Ask not what your country can do for you, but what you can do for 
your country." 
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Social Justice 
Nonnative policy analysis is concerned with how the individual justifies the use of 
state authority to pursue one purpose rather than another. Because self-interest 
inevitably conflicts with the interest of others, it is impossible to achieve an 
absolute moral consensus about appropriate government policy. A fundamental 
problem is that the U.S. polity lacks a practical agreement on the meaning of jus­
tice. The result is that conflict and not consensus is at the center of modem politics 
and public policy. 

To illustrate the problem, consider a controversy between two individuals. One 
individual, Joan, is concerned with what she believes is the arbitrary nature of the 
distribution of wealth and income. She is particularly distressed over the accompa­
nying inequali ty of power between those with considerable wealth and those with­
out. She concludes that the poor are virtually powerless to improve their condition, 
while the wealthy are able to increase their wealth and power with ease. The great 
inequalities in wealth and power are considered unjust by Joan. She concludes that 
government efforts to redistribute wealth in the direction of the poor through truces 
are demanded by simple justice. This help by government activity will lead to 
greater individual freedom and justice. Joan therefore decides to vote for political 
candidates who support such taxes and her notion of justice. 

The second individual, Robert, has worked hard to achieve certain goals in 
life. These include financial independence that pennits him to purchase a house, to 
travel , to send his children to college, and sufficient investments to pennit a com­
fortable retirement. He now finds his goals jeopardized by proposals to raise truces 
to reduce the deficit and to provide housing for the indigent. He regards these poli­
cies that threaten his goals as unjust because they deprive him of his financial 
resources against his will. He believes that justice demands the full entitlement of 
each person to the fruits of his or her own labor, and that each individual should 
have the complete rights to use and control them. 

If the economy is growing rapidly enough, Joan 's projects may be implement­
ed without threatening Robert's goals. ln that case they may both vote for the same 
political candidates. But if the economy is stagnant, and either Joan's or Robert 's 
policies must be sacrificed to the other, it becomes clear that each has a view of 
justice that is logically incompatible with the other. In such cases each will use 
their competing concepts of justice to promote incompatible social goals. 

John Rawls received considerable attention for his treatise A Theory of Justice, 
in which he addressed the question of what constitutes a just distribution of goods 
in society.s He held that principles of just distribution may limit legitimate acquisi­
tion. If applying principles of just distribution requires a redistributive tax or the 
taking of property through eminent domain, that acceptance of the taking of prop­
erty is the price that must be paid to achieve a broader justice in the community. 
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Robert Nozick argued in his book Anarchy, State, and Utopia, in response to 
Rawls, that each individual has a right in justice to the product of his or her labor 
unless or until that individual chooses to give some part of it to another person (or 
to a central authority for redistribution) .6 If the result of individual acquisition is a 
gross inequality between individuab, justice requires that the disparity be accept­
ed. 

The price to be p.iid for justice in each definition must be paid by another 
group. Neither of these contending principles of justice is socially neutral.7 U.S. 
culture has no accepted rational criterion for deciding between rights based on law­
ful entitlement versus claims based on need. However, Rawls and Nozick both sug­
gest rational principles to appeal to the contending parties. Some. like Rawls, 
define justice in relation to an equitable distribution in society. For them. justice is 
based on a consideration of the present-day distribution. Justice should have priori­
t) over economic efficiency. Thi s leads them to an appeal against absolute entit le­
IT'ent. Others, like Nozick, argue that legal acquisition of wealth and income in the 
past is alone relevant; present-day distribution is irrelevant.8 They appeal against 
distributive rules to a justice based on entitlement. 

Neither Rawls nor ozick refer to what is deserved based on justice. But con­
cepts of what is deserved or merited are implied. ozick argues that individuals are 
entitled in justice to their wealth and property. and not that they deserve this wealth 
and property. However, groups supporting this position invariably argue that they 
are entitled to what they have acquired through their efforts, or the efforts of others 
who have legally passed title to them. Rawls protests on behalf of the poor that 
their poverty is undeserved and therefore unwarranted. The child born to the 
migrant worker is no less deserving than the child born to a family of wealth and 
prvilege. Rawls called this the "natural lottery." 

The debate over tHes further illustrates this difference in values between 
Rawls's distributive justice and ozick's entitlement theory. The modern opposi­
tion to any tax increases or government expenditure policies originates in the 
strongly negative attitude toward taxation among those who must pay them. Taxes, 
they argue, are paid primarily by the haves, while benefits accrue primarily to the 
have-nots. Many of the more fortunate members of society oppose all taxation, but 
their opposition to the redistribution of wealth through tax policy is not put so 
crudely. 

A concern for libert), the requirements of justice, efficiency. or the virtues of 
laissez-faire (noninterference) are the most frequently cited justifications. Indeed 
it is perhaps naive to expect the privi leged to respond sympathetically to policies 
that transfer resources from themselves to o thers, particularly since there is no 
commun ity consensus on virtue. The affluent attack government as an arbitrary, 
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profli gate liability that is held in check only by relentless attention to its defects. 
Those with the temerity to promise increased services for the needy are promptly 
labeled "big spenders." The Rawls-Nozick philosophical debate is an extension of 
the economic and political rift between different groups in society. ot only is 
there no value consensus in public policy, but modem political competition is a 
less violent form of civi l war. 

Politics and Economics 
How societies decide to utilize their scarce resources is determined by a variety of 
factors. Along with values, they include the history, culture, socioeconomic devel­
opment. forms of government, and economic organization of those societies. The 
classic definition of political science is a study of "who gets what, when, and how 
in and through govemment."9 

Consequently, politics involve the struggle over the allocation of resources 
bal.ed on the values of the society. Public policy is the outcome of the struggle in 
government over who gets wha1.10 Economics has been defined as " the science of 
how individuals and societies deal with the fact that wants are greater than the lim­
ited resources available to satisfy those wants. "I I 

These definitions of the two disciplines of political science and economics 
have a great deal in common. Both are concerned with studying human behavior in 
competition for scarce resources. Public policy exists at the confluence of these 
disciplines (see Chapter 2). As such, any definition of public policy wi ll reflect 
these origins. Most definitions of public policy are rather imprecise and we will 
offer only a working defin ition. For our purposes, public policy includes actions of 
government to convert competing private objectives into public commitments, and 
includes decisions not to take action. Public policies are purposeful decisions made 
by authoritative actors in a political system who have the formal responsibility for 
making binding choices among societal goals.12 Public policy is a form of govern­
ment control usually expressed in a law, a regulation, or an order. Since it reflects 
an intent of government, it is backed by an authorized reward or incentive or a 
penalty. 

The assumption voiced in the Declaration of Independence that individuals 
create government to secure their rights poses a paradox in contemporary U.S. 
public policy. Men and women can advance their individual freedom on ly by 
g iving up the anarchistic freedom of no government. Government policy must 
be coercive and constrain the individual in order to promote the genera l wel­
fare and secure order and predictability. People organize out of a fear of uncer­
tainty. 
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Public Policy Typology 
One practical means of categorizing policies is based on the method of control 
used by policymakers. Control can be exerted through patronage, regulatory, and 
redistributive policies 13 

Patronage policies (also known as promotional policies) include those gov­
ernment actions that provide incentives for individuals or corporations to under­
take activities they would only reluctantly undertake without the promise of a 
reward. As distinct from policies that threaten punishment for noncompliance, this 
kind of policy motivates people to act by using "carrots." Not surprisingly, it is the 
recipients of the rewards who often convince the government to subsidize individ­
uals or corporations to act. These promotional techniques can be classified into 
three types: subsidies, contracts, and licenses. 

The use of subsidies has played a central role in the history of the United 
States. Alexander Hamilton wrote in his Report on Manufactures, one of the first 
policy planning documents in the administration of George Washington, that subsi­
dies for U.S. business hould be provided by "pecuniary bounties" supplied by the 
government. Subsidies to business quickly became commonplace in the United 
States, ranging from land grants given to rai lroad companies, to cash subsidies for 
the merchant marine fleet, for shipbuilders, and for the airline industry. 

Other subsidies to businesses have included loans to specific companies like 
the Chrysler Corporation or the more recent savings and loan "bailout." Subsidies 
have also been provided to individuals through such policies as land grants to 
farmers in the nineteen h century, or through the current tax deductions allowed for 
interest on home mortgage payments. 

Subsidies are typically made possible through the largesse of the U.S. taxpay­
er. Since the cost is spread out among all the population, each person bears only a 
minuscule portion of the whole cost. There is little opposition to these kinds of 
subsidies, yet the threat of their removal can arouse intense reactions from their 
recipients, for whom their loss could entail significant financial hardship. Because 
subsidies are often attacked as "pork-barrel" programs, every effort is made to tie 
such projects to some "high national purpose" (such as military defense). 

Contracts are al so an important means of promoting particular policies. 
Contracts can be used to encourage corporations to adopt certain behaviors, such 
as equal employment opportunity, which they might otherwise find burdensome. 

Through licenses, governments can grant the privilege of carrying on a partic­
ular activity. Licensing .illows corporations or individuals to conduct a business or 
engage in a profession (e.g., a licensed pilot) that without the license is illegal. 
Licensing allows the government to regulate various sectors of the population and, 
indirectly, the economy. 

Regulatory policie allow the government to exert control over the conduct of 
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certain activities. If patronage policies involve positive motivation (the use of "car­
rots"), then regulatory policies involve negative forms of control (the use of 
"sticks"). The most obvious examples of regulation techniques include civil and 
criminal penalties for certain behaviors. The immediate example that comes to 
mind is regulating criminal behavior. Other forms of conduct are regulated, not to 
el iminate the conduct, but to deal with the negative side effects. For example, a 
public utility may provide a community with the "desired good" of electricity, but 
it can also eek monopoly profits. The conduct of the utility is " regulated" rather 
than " policed" in a criminal sense, in that the company is given an exclusive 
license to provide electrical energy to a given geographical area, but in return the 
government holds the right to regulate the quality of service and the rates charged. 

Other forms of regulatory policies that generate more controversy include 
environmental pollution, consumer protection, or employee health and safety con­
cerns. Tax policy often may have as its primary purpose not raising revenue but 
regulating a certain type of behavior by making that behavior too expensive for 
most individuals or companies to engage in. By taxing a substance like gasoline, 
tobacco, or alcohol, the government encourages a reduction in the consumption of 
these products. Likewise, "effluent taxes" may raise the price of goods and servic­
es that pollute, which encourages companies to reduce their pollution to reduce or 
avoid the tax. t4 

Some environmentalists are critical of the use of market mechanisms to control 
pollution, even though they may reduce pollution efficiently. They feel that pollu­
tion is morally wrong and a stigma should be attached to the deed. If f!larket mech­
anisms alone are used to reduce pollution, it is increasingly perceived as morally 
indifferent, a good to be bought or sold in the market like any other good. 
Environmental policy is thereby transformed from an expression of the current 
generation's trusteeship responsibility over the environment for future generations, 
to an area where economic self-interest is the guiding standard. Regulatory deci­
sions frequently reaJlocate costs for those affected. Unlike promotional policies 
that provide only benefits, regulatory policies are usually thought of in terms of 
winners and losers. The losses they cause are as obvious as their benefits. 

Redistributive policies control people by managing the economy as a whole. 
The techniques of control involve fiscal (tax) and monetary (supply of money) 
policies. They tend to benefit one group at the expense of other groups through the 
reallocation of wealth. Changing the income tax laws from 2001 to 2003, for 
example, significantly reduced the taxes of upper-income groups compared to 
other income groups in society, although some of those at the very bottom were 
taken off the tax roles al together. The result was a decline in the middle class. is 
Since those who have power and wealth are usuaJly reluctant to share those privi­
leges, redistribution policies tend to be the most contentious. Many past policies 
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aimed at redistributing wealth more equitably, even when initially successfu l, 
faced severe obstaclel- in their long-term viability. The most obvious examples are 
those of the Great Society and War on Poverty programs of the 1960s. Programs 
with widely distributed benefits, such as Social Security, have enjoyed more suc­
cess, because of the larger number of people with a stake in their continuation. 

Fiscal techniques use tax rates and government spending to affect total or 
aggregate demand. Each particular approach to taxing or spending can have a dif­
ferent impact on the overall economy, so political entrepreneurs often propose or 
initiate policies with the goal of achieving specific impacts. For example, in the 
late 1980s, President George H. W. Bush, faced with a sluggish economy in an elec­
t ion year, proposed a policy of stimulating the economy by cutting taxe to 
increase demand (and thereby employment). He also proposed cutting taxes on 
capital gains, a policy that would have benefited primarily higher-income people, 
with the claim that it -would encourage real investment. 16 

Monetary techniques, used by the Federal Reserve Board (the "Fed"), also try 
to regulate the economy by changing the rate of growth of the money supply or 
manipulating interest rates (for more on this see Chapter 6).17 

Basic Economic Syst ems 
If political science is the study of who gets what, when, and how, then public poli­
cy may begin by examining the current state of affairs of who already has what, 
and how it was obtained. There are three basic types of economic organization. The 
oldest form of economic organization, with only a few examples still remaining 
throughout the world, i-; the traditional economy. Tradit ional economies are those 
in which economic decisions are based on customs and beliefs handed down from 
previous generations. In these societies the three basic questions of what , how, and 
f or whom to produce are answered according to how things have been done in the 
past. Today, in countrie~ like Bolivia, the peasant economy outside of a city like La 
Paz is predominantly traditional. 

Comma nd economies (also known as planned economies) are characterized 
by government ownership of nonhuman factors of production. Since the govern­
ment allocates most resources, it also makes most of the decisions regarding eco­
nomic activities. In socialist economies, for example, the government may own 
most resources other than labor. Governments then decide what, how, and for 
whom goods are to be produced. Such governments generally follow policies 
resulting in wages being more evenly distributed than in capitalist economies. 

Pure market economies (also known as capitalistic economies) are character­
ized by private ownership of the nonhuman factors of production. Decisionmaking 
is decentralized and moM economic activities take place in the private sector. In a 
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market economy, what to produce is left up to entrepreneurs responding to con­
sumer demand. How to produce is determined by available technology and entre­
preneurs seeking the most efficient means of production in order to maximize their 
profit. And for whom the goods are produced is determined by consumer demand, 
or "dollar votes": if you have the money you can buy it. Prices are the signals in a 
market economy for what and how to produce goods. 

In command economies the government determines to whom the goods will be 
distributed. In theory this occurs according to "one 's needs." In practice it has 
often been charged that what is produced is distributed according to political or 
party loyalty. In a market economy, on the other hand, to whom the goods are to be 
distributed is again ignored by the government and public policy. The goods are 
distributed to those having what can be labeled as "rationing coupons" (dollar 
bills). If you have sufficient dollar bills, you can purchase whatever you demand in 
the marketplace: food, cars, health care, education, or homes. If you do not have 
these rationing coupons, the system will not recognize your needs, since entrepre­
neurs respond only to those having the means to demand (i.e., those willing and 
able to pay for the good in question). Thus, members of a pure market system with 
no government intervention would have to be willing to watch people starve to 
death in the streets, unless those starving could prevail on some private charity to 
provide minimum support. 

Of course, the real world is much more complex than these simple definitions 
indicate; there are no examples of pure capitalism or pure command economic sys­
tems. While there are some examples that are closer to the definitions than others, 
it is not possible to draw a line between pure capitalism and pure command (or 
socialist) economies and place countries squarely on either side. 

Mixed capitalism combines some features of both types of economic organi­
zation. It is a system in which most economic decisions are made by the private 
sector, but the government also plays a substantial economic and regulatory role. 

Clearly, economic systems that rely on command are significantly less effi­
cient than those that rely primarily on the market. Most noteworthy in this regard is 
the former Soviet Union, which became notorious for shoddy goods, shortages and 
surpluses in the market, absenteeism among the labor force, and an overall lack of 
innovation in products and production techniques. Former Soviet president Mikhail 
Gorbachev finally proclaimed that he supported the dismantling of the command 
economy in favor of mixed capitalism. Today, most countries that undertook 
planned economies have abandoned this system in favor of mixed capitalism. 

While command systems are very inefficient, pure market systems do not allo­
cate resources in a way that most people are willing to tolerate. Hence mixed capi­
talism in the United States, and increasingly in the rest of the world, is the basis for 
an increasing number of politico-economic organizations. John Maynard Keynes 



18 PUBLIC POLICY 

(see Chapter 6) was the theoretician of a partnership between government and pri­
vate enterprise. In Keynesian economics, government is responsible for initiating 
policies that lead to full employment, while ownership of the means of production, 
as well as profits, remain in private hands. 

The perceived legitimate public policy role for government is much greater in 
those countries that arc emerging from command economies, or other varieties of 
socialism, than in countries living under a mixed capitalism that evolved from 
more libertarian origim., such as the United States. The U.S. political and economic 
system begins with a bias in favor of a laissez-faire attitude, which has come to 
mean a minimal role for government in private lives and distributional policies. 

This is significant because, as we shall see, the existence of certain public poli­
c.es that are taken for granted in many nations (such as a system of national health 
care) may be challenged by many in the United States as not being the legitimate 
domain of government. 

Why Governments Intervene 
While markets are usually the most efficient way to organize economic activity to 
provide goods and services, there are some exceptions to the rule. Sometimes mar­
ket forces do not work as the theory would suggest. Policy analysts use the term 
market fail ure to refer to those si tuations where the market does not allocate 
resources efficiently. 

The market mechanism works well as long as an exchange between a buyer 
and a seller does not affect a bystander, or third party. But al l too often a third party 
is affected. Examples are everywhere: people who drive cars do not pay the full 
cost of pollution created by their vehicles. A farmer who sprays his crop with pesti­
cides does not pay for he degradation of streams caused by the runoff. Factory 
owners may not pay the full cost of smokestack emissions that destroy the ozone 
layer. Such social costs are referred to as externalities, because they are borne by 
individuals external to the transaction that caused them. In these cases, the govern­
ment may improve the outcome through regulation. 

Markets also fail in the face of excessive power through oligopolies or monop­
oly power. In such instances the invisible hand of the market does not allocate 
resources efficiently because there is little or no price competition. For example, if 
everyone in a town needs water, but only one homeowner has a well with potable 
water, the owner of the "ell has a monopoly and is not subject to competition from 
any other source of drinking water. Government regulation in such cases may actu­
ally increase efficiency. 

The market mechani~m does not distribute income or wealth fair ly. The market 
system certainly does not guarantee equality. To the contrary, the market ensures 
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inequality, since one source of its efficiency is to be found in the way that it dis­
tributes rewards and penalties. Many believe that the market is overly generous to 
those who are successful and too ruthless in penalizing those who fail in market 
competition. Thus capitalist markets provide for great opulence to exist next to 
abject poverty and may reduce overall economic efficiency. The goal of many pub­
lic policies is to provide a system that is closer to our ideas of social justice than 
capitalism provides (see Chapter 7). 

A final area in which the market fails to perform adequately is in the provision 
of what policy analysts call public goods. Consumers in the marketplace express 
their collective answer to the question of what to produce by offering to pay higher 
or lower prices for certain goods, thus signaling their demand for those goods. The 
market mechanism works efficiently because the benefits of consuming a specific 
good or service are available only to those who purchase the product. A private 
good is a good or service whose benefits are confined to a single consumer and 
whose consumption excludes consumption by others. If it is shared, more for one 
must mean less for another. For example, the purchase of a hamburger by one indi­
vidual effectively excludes others from consuming it. If the purchaser shares the 
hamburger with someone else, the portion shared cannot be consumed by the pur­
chaser. 

Certain other products in our society do not have the characteristic of private 
goods because they never enter the market system, so the market does not distrib­
ute them. These public goods are indivisible and nonexclusive- that is, their con­
sumption by one individual does not interfere with their consumption by another. 
The air from a pollution-free environment can be inhaled by many people simulta­
neou ly, unlike a hamburger, which cannot be consumed simultaneously by many 
individuals. No one can be excluded from the use of a public good. You can be 
denied the use of your neighbor 's swimming pool, but you cannot be denied the 
protection provided by the nation's national defense network. If the national 
defense system works, it defends everyone under its umbrella whether they have 
contributed to its purchase or not. 

Another characteristic of public goods is that policy regarding them can be 
provided only by collective decisions. The purchase of private goods depends on 
an individual decision as to whether to spend one's income on hamburgers or 
swimming pools. But it is not possible for one person to decide to purchase nation­
al defense, dams, or weather services. The decision or agreement to buy a public 
good, and the quantity to buy, is made collectively. There are few examples of pure 
public goods, but clean air and national defense come as close to meeting the defi­
nition as any. Other examples of public goods, though they do not meet the criteria 
as clearly, include police protection and education. Police protection generally pro­
vides a safer environment for everyone living in an area, even if one does not con-
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tribute to the purchase of that protection. Education is a similar good. The primary 
beneficiary of an education is the person educated. However, there are secondary 
benefits to society that result from a better-educated work force. Moreover, the 
amount of education allotted to one person does not affect the amount left over for 
others. The same could be said for highway space or the administration of justice. 

The communal nature of public goods leads to a major problem in public poli­
cy known as the free rider-someone who enjoys the benefits of someone else's 
purchase of a public good while bearing none of the costs of providing it. If two 
people both will benefit from national defense, good public education, or clean air, 
the question arises as to who should pay for it. Each individual has an incentive to 
avoid payment, hoping to take a free ride on other people's "purchase." As a result, 
al l parties wi ll profess little interest in purchasing the good, hoping others will step 
forward, demand the good, and pay for it. This is a rational response for individu­
als with limited resources. Everyone will benefit from the good by more than their 
proportionate cost, but they would benefit even more if others paid the entire cost. 
Thus the good will not be purchased unless the government makes the purchase 
and requires everyone to pay his or her fair share through mandatory taxes. 

How do we determine how many and what mix of public goods the govern­
ment should purchase? By relying on a specific means of public decisionmaking: 
voting. Because voting is a very imprecise mechanism that limits us to a "yes" or a 
"no" for candidates, 1t does not make any distinctions regarding the myriad of 
issues that must be acted on collectively. Nor does it register the intensity of pref­
erences by various individuals or groups. Therefore, we sometimes find ourselves 
with an oversupply and sometimes with an undersupply of public goods. 

Some conservatives tend to believe that certain public goods could be treated 
as private goods and brought into the market system, reducing the role of govern­
ment. For example, tolls could be charged on all roads and bridges for their main­
tenance. This would I mit the building and repair of highways to the amount of 
demand expressed by those paying the tolls. An admission fee to public parks 
might be charged to cover the services they provide-a fee that could simultane­
ously reduce congestion while funding maintenance and even development. IS 

Public libraries could charge fees for their services to provide the budgets needed 
for salaries and the purchase of books and materials. Public transportation sy~­
tcms might charge fees necessary for them to operate profitably, or reduce their 
service and provide only the amount demanded by those paying the fares. 
According to conservatives, other areas of government operations could also be 
reduced through privatization. For example, the operation and maintenance of 
prisons could be contracted out to private companies rather than being managed 
by public employees. 

The privatization of public goods and services in this manner would certainly 
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result in their being produced, more or less, as if they were private goods. 
However, there are many difficulties associated with this approach. First, there are 
the technical difficulties of making some public goods private. How do we make 
national defense a private good? Also, this approach offends our sense of justice 
and equity. Do we really think that national or state parks should exist to be 
enjoyed only by those with sufficient income to pay for their upkeep? 

Imperfect Information 
The market system is built on the assumption that individuals are rational and do 
not act capriciously, and that they have roughly accurate information about the 
market. Without adequate, correct information, people cannot make decisions in 
their rational self-interest. In fact, most people do not have adequate information to 
make rational decisions. Developing or finding the information has a significant 
opportunity cost associated with it. Very few people have the resources or time to 
do a complete research job. 

Information, then, can be considered a public good, or a good with positive 
externality. Once the information is provided, it can be shared by any number of 
people. Once in the public domain, it is impossible to exclude anyone from using 
it. 

Manufacturers of consumer products, such as cigarettes, do not have an inter­
est in advertising the health hazards associated with the use of their products. But 
ignorance about those hazards can be reduced by informing consumers, through 
mandatory labels on cigarette packages, that smoking is dangerous. The manufac­
turers may still advertise their cigarettes. But the mandatory labels attempt to mend 
omissions in the market system by introducing information so that individuals can 
make better choices. 

Many people believe the government has a role in researching and disseminat­
ing various kinds of information relevant to consumer choices. For instance, the 
government might investigate and publicize information about the safety of differ­
ent consumer products such as cars, drugs, food additives, microwave ovens, and 
other potentially dangerous products. 

There is a debate regarding how thi s remedy for market failure should be 
applied. If one accepts the proposition that the individual is the best judge of his or 
her own welfare, then one may argue that governmental actions should be limited 
to the provision of information. The government, having produced the information, 
should not regulate the behavior of individuals, according to this view. Once peo­
ple have been supplied with all the relevant information, they should be permitted 
to make their own choices-to consume dangerous substances (e.g., to purchase 
tobacco products) or to purchase potentially dangerous products. Only if the risks 
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extend beyond the user-meaning that negative externalities exist involving third 
parties-may there be an argument for expanding the role of government beyond 
providing information. For example, those in favor of the right to a smoke-free 
work environment argue that the spillover effect of inhaling secondary smoke is 
hazardous to nonsmokers' health. 

This view of the informational role of government is not followed consistently 
in practice. For example, the Pure Food and Drug Act prohibits the sale of certain 
harmful products but does not provide the option of informing consumers of a 
product's harmful effects. 

Equity and Security 
Public goods, externalities, and ignorance all cause resource misallocation. They 
result in the market mechanism fai ling to produce the optimal mix of output. 
Beyond a failure of wl.at to produce, we may also find that for whom the output is 
produced violates our ~ense of fairness. 

These are situation , however, when markets fail to achieve the ideal economic 
efficiency. In a very literal ense, in fact, markets always "fail" because economic 
efficiency is a fabricated definition based on a normative model of how the world 
should be. Market failure indicates that supply and demand forces have resulted in 
a mix of output that is different from the one society is willing to accept. It signi­
fies that we are at a less than satisfactory point on the production possibilities 
curve. Some cases of market fai lure are so extreme, and the potential for corrective 
public policy action is 'iUfficiently available, that most people would support some 
form of governmental intervention to achieve a better output mix. Because of these 
limitations, no country relies exclusively on the free market to make all of its 
socioeconomic policy decisions. 

Not everyone agrees that turning the decisionmaking over to the public policy 
mechanism of government constitutes a good solution. Many people believe that 
governmental processe~ to alter production choices or to redistribute goods and 
services do not promote efficiency. Therefore, in their view, whatever the deficien­
cies of market mechanisms, the market is still to be preferred over government 
intervention in matters of distribution. 

In general, the market mechanism answers the question of for whom to pro­
duce by distributing a larger share of output to those with the most rationing 
coupons (dollars). While this method is efficient, it may not accord with our view 
of what is socially acceptable. Individuals who are unemployed, disabled, aged, or 
very young may be unable to earn income and need to be protected from such risks 
inherent in life in a ma1ket economy. Government intervention may be sought for 
income redistribution through taxes and programs like unemployment compensa-



BASIC CONCEPTS IN PUBLIC POLICY 23 

tion, Social Security, Medicare, and Temporary Assistance for Needy Families that 
shift those risks to taxpayers as a whole. 

Redistribution of income to reduce inequities also falls under the theory of 
public goods because it adds to public securi ty. Without some redistribution, we 
could expect more muggings and thefts to occur as people sought to escape the 
consequences of poverty. Moreover, leaving inequalities of wealth solely to market 
mechanisms would produce the phenomenon of the free rider again. Some individ­
uals would no doubt contribute to charities aimed at reducing poverty, and every­
one would benefit from somewhat safer streets. But those who did not so con­
tribute would be taking a free ride on those who did. 

Society is therefore forced to confront tradeoffs between the inefficiencies of 
the market system and views of justice and equity. For example, policies imple­
menred in the 1960s to provide welfare benefits for unemployed women wi th 
dependent children were criticized for breeding dependency on government "hand­
outs," so they were changed during the Clinton administration. Bill Clinton's wel­
fare reform increased incentives for finding gainful employment and penalized 
those who failed to try. Critics of the reform claim that in solving one problem, it 
created others, like the need for affordable day care and access to transportation. 
Proponents of the reform argue that it reduced the incentive to save money for 
retirement, which, although more risky and less predictable than a policy of "forc­
ing'· people to save money for retirement, provided capital formation for greater 
economic growth. 

Every society has to deal with the question of what constitutes an equitable 
distribution of income. It is clear that no government policy is neutral on the ques­
tion. Income distribution tends to reflect the biases of governments, ranging from 
traditional laissez-faire to planned economies. The political process by which any 
society governs itself must ultimately decide what constitutes an acceptable 
inequality of wealth and income. 

Although government can improve on market outcomes, it is by no means cer­
tain that it always will. Public policy is the result of a very imperfect political 
process. Unfortunately, policies are sometimes designed as a quid pro quo for cam­
paign contributions. At other times they merely reward society's elites or otherwise 
politically powerful individuals. Frequently they are made by well-intentioned 
political leaders forced into so many compromises that the resulting policy bears 
little resemblance to the original proposal. 

A major goal of the study of public policy is to help you judge when govern­
ment action is justifiable to promote specific ends such as efficiency or equity, and 
which policies can reasonably be expected to achieve those goals and which ones 
cannot. 
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Conclusion 
The crux of all our public policy problems is to be found in the hard reality of lim­
ited (scarce) resources. The free market has proven a superb device for efficiently 
producing goods and services, based on individual rational self-interest. Problems 
of scarcity, which are universal, require intervention. This suggests that solutions, 
whether left to market forces or government intervention, reflect values. There are 
a variety of possible solutions reflecting the biases and choices of the individuals 
proposing them. 

People face tradeoffs when they make choices. The cost of any action, whether 
individual or collective, is measured in terms of what must be given up. People as 
well as societies tend to make decisions by comparing their marginal costs against 
their marginal benefits. People and societies will adjust their behavior whenever 
incentives change. 

It is important to keep in mind that although markets are a good way to 
organize many of society's activities, there are several areas where markets fail 
or produce outcomes unacceptable to society's collective values. In those cases, 
government can improve on market outcomes. Government efforts to relieve 
market imperfections (failures) by public policy may also be flawed , however. 
The question is whether government, which was created to "promote the general 
welfare," will provide solutions that will be less imperfect than market mecha­
nisms. 

Government may be the only actor that can improve market efficiency or alter 
economic and social costs, risks, and income distribution in a positive way. Some 
argue that these problems can be solved, but that most solutions mean someone 
must accept significant economic losses. No one willingly accepts a loss. So peo­
ple struggle to veto any solution that would impact negatively on them, or at mini­
mum have the cost transferred to someone else or another group. The effect is to 
produce "veto groups" waiting to aggressively fight any proposed public policy 
that would result in a loss to their position. Often, the political struggle that results 
causes a larger cost than gain for those attempting to effect the change. The result 
is often political and economic paralysis. 

However, not all public policy solutions must be zero-sum solutions, where 
one group's net gains must be offset by another group's losses. There are non-zero­
sum solutions, which usually involve increasing economic growth so there is more 
for everyone. But even this solution requires the intervention of government in the 
fonn of industrial policies, and many people see this as just another effort to have 
government provide a remedy no more promising than any the market itself can 
provide. The major economic competitors of the United States, including both 
Japan and Germany, have incorporated industrial policy as a key component of 
their public policies, but it is a controversial issue in the United States. 
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Questions for Discussion 

1. If society desires health care and a clean environment for everyone, why 
does the free market not provide it? 

2. Explain how scarcity, choice, and opportunity co t are related and make 
public policy inevi table. 

3. Give several examples of significant tradeoffs that you face in your life. 
What are the major consicerations in your decisionmaking? 

4. Should you consciously think about your values and goals when analyzing 
important tradeoffs and choices that you face? Why? 

5. Explain the difference between self-interest and selfishness. How is it pos­
sible for some self-interested be havior to be selfish while other self-inter­
ested behavior may be a ltruistic? 

6. Explain why policymakers should consider the importance of incentives. 
7. Is reliance on the market to resolve policy issues inherently con ervative, or 

is it inherently progressive? 
8. Explain the different types of economic organization and how they answer 

the questions of what, how, and for whom to produce. 
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CHAPTER 2 
Methods and Models 

for Policy Analysis 

Although public policy has been recognized as a subfield of political science for 
only a few decades, the study of ways to "promote the general welfare" goes back 
centuries. Policy is made in the present, based on the past, with the purpose of 
improving the well-being of society's future. It utilizes both normative and scien­
tific methodologies to achieve this. Public policy is action-oriented. The purpose of 
studying public problems is to provide insight into a range of policy options in 
order to take some control over the future. 

Policy Analysis as a Subfield of Political Science 
Every academic discipline ha its own language and its own specialized way of 
thinking based on its specific subject matter and goals. Physicists analyze matter 
and energy and their interactions. Economists talk about inflation, unemployment, 
comparative advantage, and income distribution. Chemists examine the composi­
tion and chemical properties and processes of substances. Psychologists talk about 
personality development, cognitive dissonance, and perception. Sociologists focus 
on the collective behavior and interaction of organized groups of human beings in 
social institutions and social relationships. 

Political science is no different. Political scientists focus on people with con­
flicting interests competing for governmental power. As noted in Chapter 1, politi-
cal science is about who gets, what, when, and how. ln other words, it focuses on 
what decisions are made by tho e in authority and why those decisions were 
made. Political scientists are concerned with the exercise of political power. 
Many observers of humankind 's condition see human nature as one-dimensional. 
Aristotle put forward a biological explanation for political power when he said: ./ 
" It is evident that the state is a creation of nature, and that man is by nature a 

29 



30 PUBLIC POLICY 

/ political animal."! To Aristotelian thinkers , the state and political power are as 
natural and innate as the instinctual behaviors among herd animals. Still, refusal 
to accept prevailing authority, or even any governmental authority, has always 
been prevalent. 

A number of political scientists have developed sociological explanations for 
the transmission of cultural values that hold a political society together, through 
child rearing, religiou" education, and socioeconomic class. These scholars see 

./ people in plastic terms People are pliable and are molded by their social environ­
ment. Political power and even legitimacy are threatened when those in authority 
lose touch with the cultural values the masses hav e been taught to accept. 
Politicians frequently calculate strategies where one group competes for power by 
claiming that its political opponents could destroy the cultural values on which 
society is built. For example, fo rmer president Bill Clinton maintain s that 
Republicans had been working to embed negative stereotypes of Democrats in the 
nation 's consciousness ince the administration of Richard Nixon in 1968. ln the 
1994 elections, House Speaker Newt Gingrich tried to confirm the negative stereo­
types of Democ rats . Clinton wrote in hi s autobiography: "The core of his 
[Gingrich's] argument was not just that his ideas were better than ours; he said that 
his values were better than ours. because Democrats were weak on family, work, 
welfare, crime, and defense, and because being crippled by the self-indulgent six­
ties, we couldn ' t draw distinctions between right and wrong."2 

Karl Marx and other pol itical economists argued that economic foundations of 
society determine the culture and what the law recognizes as legitimate. Some 
countries with very similar cultures have developed very different political sys­
tems, undermining the Marxist claims about cultural development. Subsequently, 
Sigmund Freud suggested that culture is transmitted by the interactions between 
parents and children. B. F. Skinner held that through "operant conditioning"-pro­
viding positive rewards for individuals engaging in behavior deemed "good," and 
negative rewards for behavior deemed undesirable-we could improve society. 
Finally, some Darwinian biologists see all human behavior as being driven by 
genes. 

Political philosopher<> such as John Locke have argued that human beings are 
rational. Individuals use their mental faculties to try to rise above mere conditioned 
behaviors or emotional attachment to past practices. Locke certainly agreed that 
the human mind is shaped as an individual grows and matures. Experiences devel­
op the human capacity for reasoning. Ideas stem from experiences, which act on 
our senses. Subsequent behavior flows from the rational ideas thus developed. 
Locke was aware that most rulers, if not checked, would favor their own selfish 
interests over those needed to promote the general welfare. Since everyone is equal 
and self-interested, and most are rational, a social contract may be agreed on to 
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limit power and ensure lhe general welfare. A government is formed to protect 
individuals and their property. Power resides with the citizenry, who can dissolve 
the contract if the government abuses its authority. 

It was only a small step from the political theory of the rational human being 
acting to promote the general welfare, to the theory of the modern economic 
human being, who, while still rational, acts to promote his or her self-interest. This 
economic theory is now frequently applied to political, sociological , and psycho­
logical models of human nature as well. 

Policy analysts recognize the complexity of human nature and avoid any 
attempt to analyze it using just one or two of the e theories. For example, to reduce 
human beings, as some economists do, to actors who pursue material self-interest, 
or as some sociologists might, to actors completely defined by culture, is a mis­
take. A single theory of the individual, whether based in biology, sociology, eco­
nomics, or psychology, results in a misleading oversimplification of human nature, 
although each theory may have an element of truth. 

The purpose of this book is to introduce you to the political scientist"s way of 
thinking. ln particular, this book is about the political scientist as a policy analyst, 
someone who describes investigations that produce accurate and useful informa­
tion for decisionmakers. Leaming to approach political problems as an analyst is a 
developmental process and does not occur quickly. This book will provide a com­
bination of social science theory, case studies, and examples of notable public poli­
cy issues to help you to develop these skills. To begin, it is important to understand 
why the field of public policy is interdisciplinary, and why policy analysts must be 
eclectic in their methodology. 

In the Middle Ages all study was under the rubric of philosophy, which 
means " to seek wisdom." As shown in Figure 2. 1, philosophy was divided into 
two parts: moral and natural. Moral philosophy focused on human existence and 
has evolved into the field that we today call the humanities. The subject matter 
of the humanities is our social world, or in other words, the human condition and 
human values. Because the social world is a projection of human nature, individ­
uals can no more completely understand or control it than they can completely 
understand and control themselves. lndeed, it is the very intimacy of human 
involvement with the social world that inhibits both comprehension of and 
authority over it.3 

Natural philosophy has evolved into the field that we today call the natural 
sciences. Since it is focused on aspects of the outside world that can be observed, 
weighed, and measured, it is viewed as being value-free. It is a paradox that the 
natural world, which humans did not create, is much more susceptible to human 
understanding than is the social world, which is created by humans themselves. 
Through the discovery of the laws by which the universe is ordered, people can 
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Figure 2.1 Schematic of Relationship of Disciplines 
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look back into the past and project into the future. Through this understanding, 
they can control and even harness the forces of nature as they wish. 

More recently, a new set of disciplines existing between the humanities and the 
natural ciences, the social sciences, have matured and made significant contribu­
tions to our understanding of society through the systematic study of various 
aspects of the human condition. The social sciences have a split personality. They 
not only exist between the humanities and the natural sciences, but also borrow 
freely from both. The 5ocial sciences developed from the historical cultural values 
and conditions of the ocial community, while at the ame time adopting the meth­
ods of the natural sciences. Many believe that political science, of which the study 
of public policy is a subfield, exists at the confluence of the social sciences. It is 
not an independent discipline within the social sciences. In this view, a political 
scientist focuses on the political ramifications of the other social sciences. 

As a consequence political scientists use methods of investigation that span 
the range of intellectual and scientific disciplines. The criterion for using a particu­
lar method is whether the tools of inquiry from the other disciplines match the par­
ticular problems the polit ical scientist is addressing. Poli tical science is not the 
only social science that uses a borrowed toolbox, and this practice of utilizing a 
toolbox of methodologies borrowed primarily from the physical sciences has 
caused considerable concem.4 Since the social sciences, especially political sci­
ence, economics, sociology, and to a lesser extent psychology, are generally mov­
ing toward greater involvement in policymaking, it may be appropriate to think of 
them more generally as "policy sciences." This is most frequently said about eco-
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nomics. In the view of policymakers, John Maynard Keynes's theories in the 1930s 
moved economics well ahead of the other social sciences as a source of relevant 
ideas for public policy. 

Statistical inference is widely used in public policy, as is historical inquiry. 
Likewise. the use of historical investigation is somewhat different when undertak­
en by those interested in public policy than when carried out by historians. 
Students of public policy must study the present with an understanding of the past, 
for the purpose of guiding the future. In this regard, no part of humanity or civi­
lization is beyond their concern. 

Policy analysis owes its birth to the development of the social sciences, but the 
physical sciences are an increasingly important pan of the policy agenda. There are 
increasing concerns in all levels of government for science policy. Issues regarding 
such questions as the environment, including the ozone layer, pollution, global 
warming, nuclear energy, and population issues, to name just a few, require the 
policy analyst to not only be cognizant of, but al o take part in, scientific studies. 
Policy analysts today must have more than an appreciation of prevailing interpreta­
tions of scientific theory relevant to policy issues. This means that a political scien­
tist in the role of policy analyst must be increasingly prepared to work with spe­
cialists in the natural as well as the social sciences. 

The political scientist's perspective, scholarly interests, and manner of thought 
are heavi ly influenced by the society of which he or she is a member. Every society 
has biases that encourage an acceptance of and conformity to its political culture. 
However, the political scientist's obligation to eek the truth about the world of 
politics will necessari ly result in he or she being the messenger of things that soci­
ety will not want to hear. 

A civilization's prevailing socioeconomic culture and the political institutions 
that grow out of that culture contain an e laborate articulation of the culture's 
ideals, which are pursued through the political system. An existing political system 
is usually defended with the concession that it has problems, but that these prob­
lems can best be dealt with in terms of the existing system. Consequently, a society 
that styles itself as Marxist, like the People's Republic of China, cannot allow an 
investigation into the assumptions on which communist theory is based. 
Conversely, societies whose economies are basically capitalist in nature are biased 
against inquiries regarding the goal of equal distribution of property. A society 
based on a caste system, or some other type of ethnic or racial discrimination, can­
not accept such issues as proper subjects for scientific inquiry. Likewise, in repub­
lican forms of government, it is taken for granted that the voting mechanism of the 
nation reflects fairly the "will of the people." 

Since every society fosters support for the premises on which the community 
is based, a commitment to truth in studying a society leads to questions and contro-
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versy regarding the values and institutions of that society. Thus the influence of 
political scientists and economists on policymakers goes beyond their role as poli­
cy analysts. As John Maynard Keynes wrote: 

The ideas of economists and political philosophers, both when they are right and 
when they are wrong, are more powerful than is commonly understood. Indeed the 
world is ruled by little e lse. Practical men, who believe themselves to be quite 
exempt from intellectual influences, are usually s laves of some defunct economist. 
Madmen in authority who hear voices in the ai r, are distilling their frenzy from 
some academic scribbler of a few years back.s 

The Political Scientist as Scientist 
The scientific method was developed in the natural sciences as a way to help 
understand phenomena by developing theories or models to explain and predict 
them. The same is true in the social sciences, of which political science and policy 
tudies are a part. To those outside the social sciences it may seem unnatural and 

even a bit pretentious to claim that political science is a science. After all , political 
scientists do not utilize the equipment and other trappings of science. The essential 
element of science, however, is found in the method of investigation. It requires 
the impartial construction and testing of hypotheses regarding the social world. 
The method of developing theories and testing them with regard to the effect of 
gravity on embryo de\ elopment is just as applicable to studying the impact of a 
proposed tax subsidy to create additional housing. 

Why Theory Development Requires Simplification 
While policy scientists use theories and observation like natural scientists do, they 
face a complication that makes their effort especially difficult: experiments are 
sometimes impossible in the policy sciences. Biochemists testing a theory about 
t1'e effect of pollutants on fish embryos can obtain many fish eggs to generate the 
data they need. In contrast to natural scientists, policy analysts usually do not have 
the luxury of being able to freely conduct experiments. At best, many social sci­
ence experiments are difficult to carry out. People do not willingly let themselves 
become the laboratory subjects for someone else's experiment. For example, if pol­
icy scientists wanted to study the relation of imports to total employment, they 
would not be allowed to control imports to generate data. The risks and cost to 
society would be deemed too great. In this sense, policy scientists are not unlike 
astronome;:s in that although the latter can observe distant galaxies to generate data 
for analysis, their ability to conduct controlled experiments is very limited. 

The difficulty in conducting controlled experiments in political science and 
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public policy means that these social scientists will pay very close attention to the 
events of history as a type of informal, spontaneous experiment. For example, tur­
bulence in several Asian economies once vaunted as models of economic develop­
ment to be emulated, causes concern in financial markets throughout the world. ln 
affected Asian countries it depresses living standards. For policy analysts it poses 
difficult problems of how to respond to contain the problem and reverse the eco­
nomic decline. But it also provides policy scientists with an opportunity to study 
the relationships between banking, barriers and subsidies to international trade, 
currency speculation, and domestic savings and consumption. The lessons learned 
from such as episode continued long after the particular crisis has passed. Such 
events provide important case studies because they improve our theoretical under­
standing of these critical variables and suggest ways to monitor and evaluate cur­
rent economic policies. 

Public Policy and Theory 
The first step in the scientific method is to recognize, or identify, the problem to be 
addressed. Isaac Newton, a seventeenth-century mathematician, observed an apple 
fall from a tree. Newton's thinking over the problem of explaining "why" the apple 
fell led him to develop a theory of gravity that applies not only to apples but also to 
other objects in the universe. Policy analysts must likewise identify the problem to 
be addressed, such as how to improve the labor skills of the average worker. 

Scientists must make assumptions to cut away any unnecessary detail. 
Assumptions are made to help us get to the heart of the problem by reducing its 
complexity. Assumptions help make a problem easier to understand. In Chapter I , 
for example, we looked at a production possibilities frontier that assumed there 
were only two types of goods in an economy when in fact there might be dozens or 
even thousands. By assuming that there are only two types of goods, military and 
social, for example, we can concentrate on the relationship between them. Once the 
relationship is understood, we are in a better position to understand the greater 
complexity of a world with other goods. 

A critical skill for anyone engaged in scientific inquiry is the ability to decide 
which assumptions to make. For example, suppose that we want to study what hap­
pens to the quality of health care provided to the indigent if Medicaid funding were 
increased. A key factor in the analysis would be how prices respond to increased 
funding. Since many Medicaid fee schedules are set by the government, we might 
assume that prices would not change in the short run. But in the longer run, we 
would expect physicians and other health care providers to demand higher prices 
or payments for their services covered under Medicaid. Thus in the longer run we 
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would have to assume price increases. A physicist may assume away the effect of 
friction when dropping a feather and a basebaJI in a vacuum, but different assump­
tions would be neces5.ary in calculating the effect of friction in the atmosphere 
when dropping a feather and a basebaJI over the side of a building; so too policy 
scientists must modify their assumptions when conditions change. Models and the­
ories are similar to assumptions in that they also simplify reality by omitting many 
detai ls, so that by refining our concentration we can better understand reality. 

If we wished to provide policymakers with a complete description of "income 
distribution," we could go out and collect all the data we could find, present it to 
decisionmakers, and " let the facts speak for themselves." But a complete descrip­
tion, gathering data from millions of households, thousands of separate federal , 
state, and local governments, and thousands of firms, is unworkable and would be 
ineffective as a guide to public policy. 

Theories help make sense of the millions of facts. Theories help explain how 
the political and economic aspects of society work by identifying how bas ic under­
l)'ing causal relationship fit together. A theory in a scientific sense is a set of logi­
cally related, empirically testable hypotheses. Theories are a deliberate simplifica­
tion of related generalizations used to describe and explain how certain facts are 
related. Their usefulness derives from this ability to simplify otherwise complex 
phenomena. Thus a theory is not a mirror image of reality.6 A theory will usually 
contain at least one hypothesis about how a specific set of facts is related. The the­
ory shou ld explain the phenomena in an abstract manner. The inclination to 
abstract from nonessential details of the world around us is necessary because of 
the awesome complexi y of reality. Abstraction is the process of disregarding 
needless details in order to focus on a limited number of factors to explain a phe­
nomenon. As an abstraction, a tteory is useful not because it is true or false, but 
because it helps analysts understand the interactions between variables and predict 
how change in one or more variables will affect other dependent variables. 

Theories attempt to do the same thing- bring order and meaning to data that 
without the theory would remain unrelated and unintelligible. For example, a poli­
cy analyst might wish to explain why some people have very high incomes while 
otrers barely survive economically. To do so, the analyst must try to separate or 
abstract the meaningful data from the insignificant data. Thus, variables such as 
gender, age, education, and occupation may be considered meaningful. Other vari­
ables, such as educational level or parents' income, may be considered interesting 
but less significant. Still others, such as eye color, height, or weight, may be con­
sidered unimportant and not be included among the explanatory variables. The the­
ory developed by the analyst is built on all these assumptions and makes up a sim­
plified, logical account of income inequality and its causes. 
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A theory must be consistent with the facts that it draws together. And the facts, 
in turn, must lend themselves to the interpretation that the theory puts upon them. 
Finally, the conclusions derived from the theory must flow logically from the theo­
ry's premises or assumptions. 

The policy analyst, therefore, must determine which variables to include 
and which to ignore when conducting social analysis. Although events and 
forces in a socioeconomic setting reflect all the intrinsic ambiguity of human 
nature in motion, policy analys ts assume that, unde r comparable circum­
stance s, events and forces wil l appear in a similar manner. As Michel de 
Montaigne said : 

As no event and no shape is entirely like another, so also is there none entirely dif­
ferent from another .... If there were no similarity in our faces, we could not dis­
tinguish man from beast; if there were no dissimilarity, we could not distinguish 
one man from another. All things hold together by some similarity; every example 
is halting, and the comparison that is derived from experience is always defective 
and imperfect.7 

From theories-interpretations of variables-we are able to formulate 
hypotheses: tentative assumptions or generalizations that have not yet been tested. 
Because hypotheses, like theories, are abstractions, it is necessary to test them. The 
hypothesis must be stated as an affi rmative proposition (i.e., not as a question) that 
is capable of being tested against empirical evidence. Accordingly, a hypothesis is 
most useful when it relates two or more variables in terms of a comparison. For 
example, we might develop a hypothesis such as: "Cost-control incentives in 
health care proposed by the private sector are more effective than those imposed by 
government agencies." The analyst will include only those variables in the hypoth­
esis that are critical in explaining the particular event. 

Hypotheses contain variables that can take on different values. A value is a 
measurable characteristic of a variable (such as "strong," "neutral ," or " weak"). 
We might hypothesize: "Strong (value) support for a president will vary positively 
with low (value) inflation and low (value) unemployment." In this hypothesis, 
"support for a president" is the dependent variable. " Inflation" and "unemploy­
ment" are independent variables. The variables or values selected depend on the 
questions being asked or the problems to be resolved. Variables are the most basic 
elements in theories. A variable is a term in a hypothesis that can assume different 
values. In the hypothesis above we could have substituted the variables "support 
for a member of the Senate" or "support for a member of Congress" for "support 
for a president." All this is part of the scientific method as applied to the social sci­
ences, as shown in Figure 2.2. 
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Figure 2.2 Deductive Theory and Measurement: Thinking Scientifically 
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The Scientific Method in the Social Sciences 
The scientific method as applied to the social sciences progresses along the pathway 
of theory and observation suggested in Fi gure 2.2. The variables are defined , 
as'iumptions noted, and hypotheses framed. Various implications and predictions are 
deduced and stated from the hypotheses. These three steps make up the building of 
a theory. In the fourth stl'p, the theory is tested. The data either fai l to reject the the­
ory or do reject it. If the data fail to reject the theory, this still does not prove it true. 
It merely fa ils to disprove it. This can increase one's confidence in the theory, but a 
theory must continue to be evaluated by seeking additional tests. If, on the other 
hand, the evidence rejects the theory, there are two possibilities. Either the theory 
can be amended based on the evidence obtained from the test, or it can be aban­
doned altogether, in which case those who formulated the theory must return to the 
first step and start developing a new one. Usually political scientists prefer simple 
theories to complicated ones. The preference for the simplest of competing theories 
over more complicated theories when both are consistent with the data is known as 
Ockham 's razor , named after fourteenth-century philosopher William of Ockham, 
who urged its use to "shave away" superfluous theoretical complexities. 
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When a theory cannot better predict the consequences of the actions than can 
alternative explanations, it must be modified or replaced. The scientific method 
requires setting up a theory to explain some phenomenon and then ascertaining if 
that theory can be disproven by evidence. The danger in this approach is that the 
world is so complicated that some confirming evidence can be found for almost any 
theory-which is why conspiracy theories abound in U.S. politics. 

The Role of Theory in Policy Science 
One of the most humbling aspects of the study of public policy is how complex it 
actually is. Dividing the policymaking process into stages of agenda setting, selec­
tion of an alternative, adoption, implementation, and evaluation simplifies it into 
workable segments for inquiry. Most researchers feel forced to concentrate their 
efforts on just one stage of the process, to reduce their studies to manageable size. 
ln the past two decades, process studies have contributed to understanding what 
goes on in policymaking, but by themselves do not show the causal relationships 
between the policymaking stages. There has been a considerable effort by those in 
the rational public choice school to develop a theory of policymaking within that 
tradition.s 

It is important to bear in mind that theories are abstractions, based on assump­
tions. This means the resulting predictions are theoretical predictions, and will 
hold true only as long as the basic ass umpti ons of the theory are valid. 
Policymakers are not so much interested in theoretical predictions as they are in 
broader factual forecasts. That is, they are more likely to be interested in cosmo­
politan views rather than narrower political or economic theories in a given situa­
tion. For example, a theory can correctly claim that a competitive labor market 
erodes wage discrimination based on gender. But this is clearly not an accurate 
description of events in markets where gender discrimination is institutionalized, 
making it difficult for the erosion of wage discrimination predicted by competitive 
labor theory to make itself felt. Policy research shows that gender discrimination 
acts as an intervening variable. For the maker of public policy, then, economic 
forces that are offset by social forces are only of theoretical and not of actual value 
in making predictions.9 The policymaker must understand social reality as well as 
economic theory to develop appropriate policy. ln the case of wage discrimination 
based on gender, the policymaker must have a broad knowledge of the institutional 
arrangements and cultural aspects involved in order to find a viable solution. 

Policy theory has developed a disreputable public image- partly because of its 
inability to predict future outcomes with the same precision as do the natural sci­
ences, partly because of some theorizing that is irrelevant or trivial , and partly 
because many politicians have found it expedient to ridicule theory in policy analy-
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sis. We must distinguish between policy theory and actual public policy. Policy 
theory can develop rules and principles of policy that can serve as a guide for 
action in a given set of circumstances. Public policy refers to the actual action 
taken. In an ideal world, public policy would always be consistent with the policy 
theory put forward. Policy problems and issues, by definition, have political rami­
fications. The result is that policy theory is modified by political realities. For 
in tance, theory might indicate that we should raise taxes to reduce inflation, but 
during an election year the theory may yield to political realities resulting in 
reduced taxes to win votes. 

But it is exactly the importance of public policy that makes policy theory so 
cntical. If there were no possibility of changing the general social welfare through 
public policy, political science and economics might both be disciplines asking 
merely historical questions such as, " How did the U.S. government react to the 
stagnant economy during the Great Depression of the 1930s?" or "How have health 
or education policies changed since the mid- l 970s?" 

Human Behavior and Predictability 
The policy sciences deal with the behavior of people, which is not so neatly cate­
gorized as other phenomena. How does one find order given so many variables that 
cannot be isolated? A variarion of this view holds that human beings are the least­
controllable or least-predictable of subjects for scientific inquiry. lo However, even 
if one accepts the argument of the great complexity of the social sciences, one can­
not conclude that the discovery of relationships is impossible, only that there are 
more variables, making it more difficult to discover the critical ones. 

Another argument runs that, while the natural sciences qeal with inanimate 
matter subject to natural laws, the social sciences focus on humans with free will 
and passions not subject to such laws. Consequently, generalizations formulated in 
the social sciences lack predictive power. It is true that free will and passions like 
love, hate, pride, envy, ambition, and altruism are more unpredictable in their 
effects on human behavior than natural causes are on the behavior of atoms. All of 
these influences, which are extremely difficult to understand, interact within indi­
vidual humans and affect their behavior. Nevertheless, having free will and pas­
sions does not mean that individuals do not act rationally on the basis of their val­
ues, disposition, character, and external restraints, and that these actions cannot be 
understood.'' 

For the natural sciences, if hydrogen and oxygen are mixed under specific con­
ditions, then water will always result. However, for the social sciences, if the gov­
ernment decides for budgetary reasons to reduce welfare payments (and incidental­
ly support the self-help work ethic), then some individuals will adopt the desired 
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behavior pattern but others will not. Some people, faced with reduced benefits, will 
work very hard to find a job and become self-sufficient. Others , seeing few 
options, may adopt a life of crime as their avenue of escape. And the same individ­
uals may react differently at different points in time. 

The social sciences have developed ways to predict group behavior even 
though they cannot predict individual behavior. For example, social scientists can­
not predict which particular individuals will be killed by handguns or automobile 
accidents on a given weekend, but they can predict with surprising accuracy the 
total number who will be killed. Pollsters are likewise able, through sampling tech­
niques, to learn the major concerns of voters. Political candidates can use this 
knowledge to place themselves in a favorable position to gain the support of poten­
tial voters. This predictive ability is of course crucial for policymakers who wish to 
know how people will react to a change in, for example, the capital gains tax. 
One's reaction to a capital gains tax cut will depend on several factors, such as 
income level, expectations regarding how one's own position will be helped or hurt 
by the proposed tax change, and awareness of the law and its effect. Some individ­
uals will react in surprising ways, but the overall response will be predictable with­
in a small margin of error. 

Public policy analysis bases its predictive efforts on the assumption that indi­
vidual act so consistently in their rational self-interest that they can be said to 
obey " laws" of behavior. Several such generalizations provide a logical matrix for 
understanding human behavior similar to the laws used to account for events in the 
material world. But social scientific generalizations have their limitations. Human 
beings bent on maximizing their self-interest may behave in a number of different 
ways, depending on their understanding of their situation. 

Nevertheless, the unpredicted or random movements- the errors--of individu­
als tend to offset each other. Knowledge of this fact makes possible the statistical 
law of large numbers, which states that the average error (irregularity) of all indi­
viduals combined will approach zero. Since the irregularities of individual behav­
ior will tend to cancel each other out, the regularities will tend to show up in repli­
cated observations. 

The Policy Analyst as Policymaker 
Policy experts are often asked to explain the cau es of certain events. Why, for 
example, has violent crime declined in almost every U.S. city in the past few 
years? At other times, policy analysts are asked to recommend policies to reduce 
crime. When social scientists are explaining why violent crime has declined, they 
are acting in their role as scientists. When they are proposing policies to reduce 
criminal activity, they are acting in their role as policymakers. 
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As noted in Chapter l, it is important to understand the difference between 
positive and nonnative analysis. Positive analysis tries to explain the world as it 
exists. While policym.ikers may value scientific analysis, they have an additional 
goal. Someone involved in nonnative analysis is trying to bring about a different 
and presumably better end-state. For example, two individuals might be involved 
in a discussion of drug usage in the United States. The following exchange might 
be heard: 

Jim: Current drug laws contribute to urban decay. 
Colleen: Most drug laws should be rescinded. 

The important distinction between the two statements is that the first is descriptive 
of a social condition, at least as perceived by Jim. The second is prescriptive in that 
it describes the legal order as it should be, that is, the law ought to be changed. We 
can gather evidence to support or counter Jim's positive statement. Colleen's nor­
mative statement about what the policy ought to be cannot be confirmed or refuted 
by merely gathering ev dence. Deciding on the appropriate policy will involve our 
philo ophical views and personal values. This is not to deny that our evaluation of 
the evidence about drug laws and urban decay will influence our value judgments 
about what the policy ought to be. Specialists in public policy spend a great deal of 
time trying to detennin what the critical relationships are and exactly how society 
works. But the whole purpose of government, and public policy, is to improve 
society by promoting the general welfare. 

Why Policy Analysts Disagree 
The fact that policy is dependent on values results in the community of policy 
scholars being no more unified in outlook than is the political community. Policy 
scholars generally agree on various analytical aspects of policy, yet they hold dif­
ferent views about what is best for society. Since public policy analysts come from 
across the political spectrum, they hold different opinions about the "best" or 
"right" solution to problems. 

For example, in the mid- I 990s, some policymakers were determined to 
reduce the federal deficit. Some analysts disagreed about the accuracy of the dif­
forent theories regardinf the impact of the deficit and the importance of balanc­
ing the budget. Analysts also disagreed on what the policy goals should be. Some 
believed that a full employment deficit would help create jobs, which they 
thought ought to be a major goal of public policy. Other analysts believed that 
the deficit would result in rising inflation, which they thought ought to be avoid­
ed as the primary responsibility of government. Some policymakers in Congress 
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and in the executive branch found po litical ad vantage on e ither side of the ques­
tion and staked o ut their positio n largely along the lines of appealing to the ir tra­
ditional constituents. As the defi c it fe ll faster than most had anticipated , the dis­
agreement shifted to the is ue of whether there should be a tax cut and a further 
reduction in the role o f government, or a reduc tio n in the national debr. Once 
again many analysts honestly disagreed on which policy should be adopted based 
on the theories and data availab le. The ir disagreements were undo ubtedly influ­
enced by the ir ind ividual value5 and which theories they be lieved would best 
address the problem. 

Another perennial issue is tax policy. Are Americans taxed too much? In the 
long run, would individual saving and spending be a better stimulus for the econo­
my than government spend ing? Public po licy analysts are no bette r at answering 
this question than are physicians in determining whether the right to abortion is 
j ustifiable. Such judgments in the United States are determined by the people 
th rough the democratic process of voting into office those w ith specific policy 
goals. 

Increasingly there are cases in which pol icy experts agree, but the role of spe­
cial inte rest gro ups obscures the consensus. For example, even though independent 
scholars were unanimous in the ir findings about the health risks o f smoking, for 
years the tobacco companies funded research that downplayed the ir significance. 
Similarly studies were funded as the result of the Civ il Rights Act of 1964 to assess 
the extent to which ind iv idua ls were being denied educational o ppo rtunities 
because of race or other attributes. The research was not politically neutral. It was 
limited to questions tha t prov ided information helpful to o ne side of the issue. 
Stud ies are vulnerable to manipulation by the choice of a lte rnatives considered , or 
the inte rpretation of the findings. 

The result is that po licy analys is research is o ften used in the U.S . political 
process to advocate opposition. Political entrepreneurs and special inte rest groups 
examine the research not for overa ll util ity in improving policy so much as for 
selective findings that may undercut an adversary's posit ion or strengthen one's 
own. Po litic ians and lobbyists often look for support for preformed political and 
ideo logical posi tions rather than informatio n to he lp shape and gu ide po licy. 
Administrations are distressed to find that the results of analyses hinder the pursuit 
of policies on which they have already embarked. The more ideologically motivat­
ed the administration or bureaucracy, the more policy is made on the basis o f ideo­
logical inputs rather than analys is. Jn recent years, for example, conservatives have 
backed and buttressed the ir a ims by fund ing policy analys is groups such as the 
Heritage Foundation or the American Enterprise Institute as an alte rnative to insti­
tutes perceived as having a more liberal orientation.12 
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The Policymaking Process 
Public policy did not appear as a subfield of political science until the mid-1960 . 
The effort to provide ;m abstract framework for the entire policy process was pre­
sented by David Easton.1 3 Since that time, effort has concentrated on the analysis 
of specific substantive areas of public policy. Research has focused on topics such 
as health care, education, the environment, welfare, and national security. Much of 
this research has provided very detailed historical case studies of the development 
and evolution of policy. More recently, there have been greater efforts to apply the­
oretical models to these case studies, focusing on the factors that affect policy for­
mulation and implementation. This evaluation research judges the formulation of 
the policy proposal, the process of policy adoption, and the operation of the policy 
program. 

Public policy analysis has not progressed in deve loping scientifically lawlike 
propositions. Similar!)', the current understanding of the policy process is really a 
heuristic model , not a theory that allows explanation and prediction. This model 
separates the policymaking process into five stages: ~blem identification , poli­
cy formulation, adoption, program operations, and evaluation. The model con­
tains no clear and consistent postulates about what drives the process from one 
stage to the next. Its primary value has been that it divides the policymaking 
process into manageable unit s of analysis. Thus the model has resulted in 
research projects that focus almost exclusively on a single stage without tying 
results into other projects. Little theoretical coherence exists from one stage to 
the next. 14 

Problem Identification 
The first stage, shown m Figure 2.3, simply indicates that public policy begins 
when a problem is perceived and gets on the policy agenda. There are many prob­
lems in ociety that are not part of the policy agenda because they have not come 
to the attention of the authoritative actors in the government and therefore do not 
cause any policy response. is The desire for policies to provide for individual needs 
is insatiable, while room on the agenda is scarce. This raises the question as to why 
some issues get on the agenda while others do not. The dynamics of a changing 
political environment, new political players, policy entrepreneurs, and new win­
dows of opportunity are major elements in new issues gaining a place on the agen­
da. For instance, the Great Depression provided the opportunity for legislation that 
ushered in various policies such as Social Security and minimum-wage laws. The 
conservative reaction tha swept Ronald Reagan to the presidency provided a win­
dow of opportunity for the reduction of social welfare legislation and the introduc­
tion of supply-side economics on the policy agenda.16 
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Figure 2.3 The Elements of Policy Analysis: 
A Cloud of Criteria, Objectives, and Consequences 
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But in truth, success in getting on the policy agenda does not ensure that an 
issue will receive a policy response. Some issues manage to get on the agenda yet 
drift along for years without getting beyond the ftrst stage. For example, health 
care reform has been accepted as a policy item because of the strength of voter atti­
tudes on the issue. However, both political parties are in disarray as to how to pro­
ceed in implementing any reforms. The two major alternatives proposed are a uni ­
versal plan administered by the government, and a plan tha t would require 
coverage but use existing structures of private insurance. Neither political party 
has coalesced around any firm proposals. Intense lobbying by special interest 
groups, ideological biases, and questions regarding costs have made it difficult to 
get beyond the initial agreement that something should be done. The lack of con­
sensus on how to proceed has resulted mostly in considerable debate and posturing 
by political entrepreneurs (see Chapter I 0). 
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Other items may get on the policy agenda only to disappear into a black hole 
by the crush of other issues, then resurface later in sl ightly modified forms. Thus 
the question as to whether the United States should develop an industrial policy to 
promote a resurgence of U.S. business growth was placed on the agenda in the 
early 1980s. The idea was brushed aside by the Reagan White House, which 
viewed industrial policy as inappropriate interference with an unfenered free mar­
ket, one of the goals of that administration. More recently, the administration of 
Bill Clinton quietly instituted an industrial policy designed to strengthen business 
and U.S. exports as part of his overall economic program. 

The first step in the policymaking process is a prerequisite for all the steps that 
follow. So even though getting on the policy agenda provides no assurance that an 
issue will go any further, fai lure to get on the agenda guarantees it will not go any­
where at all. For that 1eason, getting on the policy agenda is the most critical step, 
and also the most nebulous and amorphous, in the entire process. 

Some researchers suggest that the policy agenda should be thought of as con­
sisting of a systemic agenda and an institutional agenda. The systemic agenda is 
made up of those issues perceived by the political community as meriting public 
attention and resolution.11 However, the systemic agendas of national and state 
governments are largel y symbolic in nature. The issues they contain are often con­
troversial, and some items may be on one systemic agenda but not another. For 
example, some believe that the "right to bear arms" is guaranteed by the 
Constitution, and that it should be beyond the authority of Congress or the states to 
regulate in any way. Therefore, the issue of gun control has until very recently 
remained on the systemic agendas of the federal government and most state gov­
ernments, with many gun control opponents urging its removal altogether. Another 
subset of items on the systemic agenda are those subject to nothing more than dis­
cussion; these are termed "pseudo-agenda items." 

The institutional agenda consists of those items that receive the powerful and 
earnest attention of dec1sionmakers, though they are not always easily identified or 
agreed upon. They include those issues that are actively pursued through the vari­
ous institutions of government. 

Items may shift from the systemic to the institutional agenda as a result of a 
variety of events. For example, Congress may prefer to keep an item such as an 
abortion bill on the systemic agenda because it may be perceived as a no-win situ­
ation for members to take a stand on by voting. However, a decision by the 
Supreme Court , such as Roe v. Wade, may force the issue back to the national leg­
islature and require some action. Policy issues typically move from private deci­
sionmaking to the pub ic agenda when they progress from the systemic to the 
institutional agenda. 
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Scop e of the conflict. If policy is not made through public decisions by the gov­
ernment, it will be made through private decisions, primari ly by businesses or 
financial elites. Traditionally, the principle of laissez-faire meant that government 
should not interfere with business. As a practical matter, it meant that government 
supported business decisionmaking through legislat ion and court decisions that 
legitimized and reinforced corporate interests. Thus corporations made policy that 
provided pervasive control over the lives of individuals unhindered by government 
interference. Businesse were given a free hand to set the terms of employment, 
wages, hours, and working conditions for employees, and those terms were sup­
ported by government stipulations regarding the rights to private property and free­
dom of contract. 

Under laissez-faire doctrine, business provided for individual economic needs 
through free enterprise, and was loosely supervised by lower levels of government. 
But with the rise of giant corporations in the late nineteenth century, the power of 
business organizations over the lives of individuals grew correspondingly. The 
result was an overwhelming popular demand for government action to correct the 
perceived abuses of power by corporate interests. 

This demand for reform expanded the scope of the confl ict from the private 
arena of management versus labor to the public arena of government versus busi­
ness. For example, the national government took the lead in legislating worker 
compensation and child labor laws. With the Great Depression came even more 
pressure for the government to take an active role in managing the economy and 
business. 

Despite this expansion of governmental regulation, businesses still have a priv­
ileged position in U.S. politics even today. They can often make major decisions 
with only a minimum of government control. In arguing for corporate autonomy 
from government regulation, executives point out that business must submit first of 
all to the discipline of the marketplace if it is to be successful. When an issue 
affecting business does get on the public policy agenda, business organizations are 
well represented in the publ ic and governmental debates. Corporate leaders are 
effective proponents for their companies and for the interests of capital ism in gen­
eral. They also provide many people for government posi tions, which encourages a 
probusiness bias in government policymaking. 

As long as decisions are made in the private sector, they are outside the realm 
of politics, even though those decisions may affect many people and the allocation 
of vast resources. Indeed, private conflicts are taken into the public arena precisely 
because someone or some group wants to make certain that the power rat io among 
the private interests shall not prevail in the final decisionmaking (see Chapter 4 ) .18 

In fact, politics may be defined as the socialization of conflict: 
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The poli1ical process is a sequence: conflicts are initiated by highly mot ivated, 
high-tension groups so directly and immediately involved that it is difficuh for 
them to see the jus•ice of compe1ing claims. As long as the conflicts remain pri­
vate . . . no political process is initiated. Conflicts become political only when an 
attempt is made 10 mvolve the wider public. Pressure politics migh1 be described 
as a s1age in the soc alizalion of conflict 19 

Enlarging the scope. As noted earlier, democracies provide the political means 
for private controversies to spill over into the public arena. An issue or condition 
must attract sufficient attention and interest to expand the scope of the conflict into 
the public arena if there is to be any hope of changing its current disposition or sta­
tus. 

Some of those involved in the issue will prefer the status quo, and attempt to 
limit the scope of the conflict to keep the issue off the public policy agenda. And 
those with interests :ilready on the public policy agenda will not welcome new 
items that threaten to displace their own. Since only a finite number of items can 
be considered at any given time, there is always tension when new issues erupt into 
public consciousness. Those items already on the agenda have a public legitimacy 
by virtue of having been accepted onto it. New items have not yet established their 
public legitimacy. For a ll of these reasons, the political system has a bias in favor 
of the status quo and w· II resist the addition of new issues to the policy agenda. 

Who sets the public policy agenda? Determining which issues move from the 
systemic to the institutional agenda is an extremely important part of the entire pol­
icymaking process. The policy agenda is overburdened with a wide assortment of 
foreign policy issues, national security affairs, economic questions, and domestic 
concerns. For a problem to become a salient agenda item. it is important that it 
have an influential advocate, especially the president. Another route for an issue to 
move onto the institutional agenda is for it to be regarded as a crisis. The percep­
tion of a problem as being serious may even be more important than its actual seri­
ousness. A triggering event, for example, the single act of a terrorist, may focus 
attention on an issue. 

lncreasingly, policy agendas are deterrnineo/by tightly knit groups that domi­
nate policymaking in particular subject areas. Iron triangles are the reciprocal 
bonds that evolve between congressional committees and their staffs, special inter­
est groups, and bureaucratic agencies in the executive branch.20 Members of 
Congress have incentives to serve on committees that deal with special interest 
constituencies from their districts. Senators and representatives will bargain for 
such appointments. And over time, committees in Congress tend to be dominated 
by members who are highly motivated to provide generous support for the agen-
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cies they oversee. These congressional committees make up one side of an iron tri­
angle; they tend to be insulated from many party pressures and develop committee­
member alliances that cross party lines. 

The special interest groups fonn a second side of the triangle. These lobbyists 
and political action committees provide experts in the special interest area. They 
provide committees with resources for public relations and media coverage, and 
supply campaign financing to committee members. Finally, the bureaucracies of 
federal agencies in the executive branch are the third side of the triangle, with their 
own entrenched interests in particular issues or programs. Congressional hearings 
provide excellent opportunities for government representatives and lobbyists to 
build imposing cases for their positions.21 Iron triangles exemplify disturbing prob­
lems in public policy. Policy alternatives that challenge the established interests of 
the triangle may never receive serious attention. 

Responses to the situation created by iron triangles have been based mainly on 
two different approaches to understanding the nature and functioning of govern­
ment: elite theory and pluralism or group theory. Those who espouse elite theory 
are critical of iron triangles, pointing to their power as proof of the victory of 
greedy special interest groups over the general welfare. Those who espouse plural­
ism, on the other hand, are more likely to conclude that such triangles simply 
reflect strategies developed to promote policies in a diverse nation whose sub­
groups have different interests. 

Getting from the systemic to the institutional agenda. According to elite 
theory, elites who are powerful in their own right have relatively little trouble get­
ting their issues before the public. Those who own the media can publish stories or 
air television shows.22 A member of Congress or the president, together with their 
respective bureaucracies, can propose a policy. Special interest groups also fre­
quently approach the government with their perceptions of problems and proposed 
solutions. 

Ordinarily an individual must enlarge the scope of the conflict by mobilizing 
public opinion. This might be done by enlisting the aid of experts who are knowl­
edgeable about the issue and how to publicize it. Frequently, the simplest solution 
is to seek out an interest group that already deals with a related topic. For example, 
if one is concerned that local public school students appear to be falling below 
national standards in testing, one might approach the local parent teacher associa­
tion regarding remedial steps that might be taken. Getting the local newspaper to 
write an article might elicit support for new school policies designed to improve 
the quality of education in the local schools. 

The number of people affected by an issue, the intensity of the effect an issue 
has on the community, and the degree to which everyone's self-interest can be 
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Case Study: The Issue-Attention Cycle 

Anthony Downs contends that many issues 
appear on the policy agenda in .1 standardized 
proces~ that comprises an issue-attention 
qcle. Jn his view, key dome\lic problems 
leap inti) prominence and remain the center of 
public attention for a short time, then fade 
from concern even though they remain large­
ly unresolved. It is in pan the le.1gth that pub­
lic attention stays focused on ary given bsue 
that decermines whether enough political 
pressure will be brought to belf to effect a 
change. This cycle is rooted in the nature of 
many domestic problems and the way the 
communications media interact with the pub­
lic. The cycle has five stages, ea.:h of variable 
duration, which usually occur i'l the follow­
ing sequence: 

I. The preproblem stage Some major 
problem arises, and allhough policy experts 
and special interest groups may be alarmed 
by the situation, the general public is general­
ly not aware of the problem or its magnitude. 
The general press has given it pr·1minent cov­
erage. It is not unusual for some problems, 
such as racism or malnutrition. to be worse 
during t~e preproblem stage than they are by 
the time :he public's interest is aroused. 

2. :I/armed discorery a1.d euphoric 
enthusia: m. Often as a result of some dramat­
ic event (like a riot or demonstrauon), the 
public hecomes aware of the problem. 
Authoritative decisionmakers then make 
speeches which are enthusiasttcally received 
by the public, regarding the politicians' deter­
mination to resolve the problerr .. This opti­
mism is embedded in U.S. culture, which 
tends to view any problem as ourJ1de the 
structure of society, and naively believes that 
every problem can be resolved ~·ithout any 
hasic reordering of society itself U.S. opti-

mism in the past has clung to the view that 
we as a nation could accomplish anything. 
Since the late 1960s a more realistic aware­
ness that some problems may be beyond a 
complete "solution" h~ begun to develop. 

3. Reali::.at1on of the cost of significant 
progress. A realization that the cost of solving 
the problem is extremely high sets in. The 
solution would not only take a great deal of 
money, but also require that some groups give 
up some economic security (through trutes or 
some other redistribution of resources in 
favor of others). The public begins to realize 
the structural nature of the problem, and a 
human inconsistency regarding public policy 
makes itself felt: we favor collective coercion 
to raise our personal standard of living, and 
oppose it when it is used to limit our own 
actions and raise someone else's income. 

Many social problems involve the 
exploitation. whether deliberately or uncon­
sciously, of one group by another, or people 
bemg prevented from benefiting from some­
thing that others want to keep for themselves. 
For example, most upper-middle-income peo­
ple (usually white) have a high regard for 
geographic separation from poor people (fre­
quently nonwhite). Consequently, equality of 
access to the advantages of suburban living 
for the poor cannot be achieved without some 
sacrifice by the upper-middle class of the 
"benefits" of that separation. The recognition 
of the relationship between the problem and 
its "solution., is a key pan of the third stage. 

4. Gradual decline of intense public 
imerest As more people realize how difficult 
and costly to themselves a solution would be, 
their enthusiasm for finding a "solution" 
diminishes rapidly. Some come to feel that 
solving the problem threatens them; others 
merely get bored or discouraged with the per-

continues 



Case Study continued 

ceived futility of grappling with the issue. 
Also by this time. another issue ha~ usually 
been discovered by the media and is entering 
the second stage, and it claims the public's 
attention. 

5. The postproblem stage. Having been 
replaced by successive issues at the center of 
public interest, the issue moves into a stage of 
reduced attention. although there may be a 
recurrence of interest from time to time. This 
stage differs from the preproblem stage in 
that some programs and policies have been 
put in place to deal with the issue. A govern-
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ment bureaucracy may have been given the 
task of administering a program and monitor­
ing the situation. Special interest groups may 
have developed a symbiotic relationship with 
the bureaucracy and have had a successful 
impact even though the ·•action" has shifted 
to other issues. 

Source: Anthony Downs. '"The ·Issue-Attention 
Cycle.' .. Public Interest, no. 28 (1972): 38-50: 
Anthony Downs. "'Up and Down with Ecology: 
The Issue-Attention Cycle," Public Interest, no. 32 
( '973): 39-53. 

aroused to confront the problem are all factors to be considered when trying to get 
an issue on the insti tutional agenda. An analysis of what will happen if nothing is 
done about a problem, in terms of who will be affected and in what ways, can be a 
powerful inducement to action. 

Using symbols to get an issue on the agenda. Ultimately the need to attract 
broad support to get an issue on the political agenda, and to try to move it to the 
institutional agenda, encourages the use of symbols. A symbol legitimizes issues 
and attracts support for the proposed policy goals. Symbols help people to order 
and interpret their realit)' , and even create the reality to which they give their atten­
tion. A major attribute of successful symboli. is ambiguity. A symbol may be a slo­
gan, an event , a person , or anything to which people attach meaning or value. 
Symbols can mean different things to different people. They permit the translation 
of private and personal intentions into wider collective goals by appealing to peo­
ple with diverse motivations and values.23 Ambiguity permits maneuvering room to 
reduce opposition to a policy. For instance, in the 1980s, "welfare'" came under 
increasing attack in a period of tight budgets and declining support for egalitarian 
policies. Calling the programs ··workfare" rather than "welfare" reduced some of 
the opposition to them, since the new term implied welfare recipients would not be 

getting a free ride. 
Civil rights efforts in the 1960s were initially known primarily for their use of 

slogans and symbolic marches rather than for any solid achievements. When 
marchers appealing to "equal right'>," the ··constitution," and "justice and equality'' 
were shown on television being attacked by police using dogs and fire hoses, the 
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news reports had a powerful impact on the nation. After a relatively brief period, 
several effective pieces of legislation passed Congress. It is doubtful that the legis­
lation could have passed without the powerful symbols that preceded it. 

Policy Formulation 
Success in getting a problem accepted onto the policy agenda may depend in part 
on the ability to convince others that it is amenable to some governmental solution. 
Once the problem is on the agenda, however, specific plans for attacking it must be 
addressed. The problem has been clearly identified, and the need to do something 
about it accepted; policy formulation is then concerned with the "what" questions 
associated with generating alternatives. What is the plan for dealing with the prob­
lem? What are the goals and priorities? What options are available to achieve those 
goals? What are the costs and benefits of each of the options? What externalities, 
positive or negative, are associated with each alternative? 

The first option after looking at the proposed solutions may well be to do noth­
ing. Most, but not all public policy proposals cost money. Currently there are 
severe economic constraints on new policy initiatives at the state level and particu­
larly at the national level. The economic costs of new programs at the national 
level have made it extremely difficult to add any new programs. 

The result of huge federal deficits during the mid- l 980s, budgetary problems 
dwarfed all other issues as the president and Congress wrestled with the gap 
between revenues and demand. The result was that few new policies were added to 
the public agenda, and old programs were reauthorized at the same or reduced 
spending levels. 

Increasingly, programs are expected to be financed by their recipients. For 
example, the Medicare Catastrophic Coverage Act, which was passed with biparti­
san support prior to the 1988 election, provided insurance against catastrophic ill­
nesses for those on Medicare by imposing a ceiling on medical bills and paying 
100 percent of the costs through Medicare. The goal was to relieve worry among 
the elderly that they would be impoverished by the high costs of medical care, 
especially hospitalization. This insurance was to be paid through a sunax on the 
income truces of the elderly. The wealthiest elderly would pay the most, the poorest 
the least. The theory was that the elderly, as the program 's beneficiaries, should 
bear the cost.24 

Another major concern for entrepreneurs are the political costs associated with 
taking action. Since many policies will alter the distribution of income, it can be 
expected t;•Jt those who~e incomes will be adversely affected will generally oppose 
them, while those who will be helped will generally favor them. Political entrepre­
neurs sometimes find themselves caught between doing what they think is right and 
choosing the alternative that is the least costly from a political perspective. 
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Case Study: The Dilemma of Tax Cuts, Deficits, and Social Welfare 

The huge budget deficits that started in the 
1980s were a continuous problem for policy­
makers. When President Ronald Reagan took 
office in 1981 he was committed to a reduc­
tion in tax rates, especially for the affluent. 
He found reducing government expenditures 
more difficult politically than cutting taites. 
The result was a period of massive budget 
deficits that continued through his and 
George H. W. Bush 's administrations and 
well into Bill Clinton's. 

The government ran budget deficits 
through mos t of the years from the 1950s 
through the 1970s. The deficits were modest, 
however, and the overall economy grew 
faster than the deficits. The fact that the 
national debt was actually declining when 
measured against gross domestic product 
(GDP) during this period translated into no 
cause for alam1, as the government was living 
within its means. When the Reagan tax cuts 
were not accompanied by cuts in government 
spending, the growth in government debt rel­
ative to GDP began rising. The government 
had to finance the growing deficit by borrow­
ing the money (selling bonds). This had the 
effect of pulling money away from invest­
ment in new capital equipment, which slowed 
economic growth and depressed the living 
standards of Americans. Policymakers of 
whatever political persuasion accepted this 
bas ic theory and saw persistent deficits grow­
ing relative to GDP as a significant policy 
problem. They disagreed on the question of 
how to reduce the deficit. 

There are three ways to reduce a deficit : 
raise taxes, cut spending, or promote a more 
rapid growth in GDP than in government 
spending. When Bill Clinton took office in 
1993, deficit reduction was his major goal. In 
fact, Clinton later boasted that the deficit had 
declined in each year he was in office. His 

first action was to raise taxes among upper­
income groups while reducing the rate of 
growth of the budget. When the Republicans 
took control of Congress in 1995 , they 
opposed any further tax increases, and 
pressed for more tax cuts to encourage pri­
vate sector savings (which might be translat­
ed into capital investment). The result was a 
reduction in spending for many welfare pro­
grams as Clinton proposed to "end welfare as 
we know it." Modest cuts in military spend­
ing and a long, steady growth in the economy 
reduced the size of the deficit, and the debt 
relative to GDP. 

Clinton later proposed using the surge in 
tax receipts, taken in as the deficit gap 
decreased , for a modest tax cut and an 
increase in spending for education and other 
socia l welfare programs. Republicans in 
Congress proposed greater tax cuts and were 
committed to a smaller government. The 
budget issue continues to test policymakers' 
metal. After President George W. Bush was 
elected, he acted quickly to provide "'talt 
relief' particularly to those at the higher end 
of the income bracket. Those supporting the 
tax breaks could not have anticipated the 
extraordinary costs of the terrorist strikes and 
subsequent invasion of Iraq. The unfortunate 
consequence is a renewal of the deficit that 
policymakers had worked to reduce. 

Like many policy issues, the debate over 
budget deficits has several facets. Policy­
makers agree on the general theory, but dis­
agree on the best solution. The outcome is 
incremental changes at the margin~ re ulting 
from compromise. It should also be noted that 
it took several years before the issue got on 
the agenda for serious debate and action . 
Budgets and economic policy will be dis­
cussed more fully in later chapters. 
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Selecting alternatives. The formulation of a policy proposal ordinarily includes 
not only a statement of the goals of the policy, but various alternatives (or pro­
grams) for achieving the goals. How the problem is formulated will often suggest 
how the al ternatives are proposed. 

Some policy theorists promote rational analysis as a plan for achieving gov­
ernment efficiency through a comprehensive review of all the policy options and 
an examination of their consequences. Rational analysis selects the option that 
maximizes utility. 

Much of the animosity surrounding the budgetary process is claimed to result 
from its lack of rationality. Everyone from the person-in-the-street, to bureaucrats, 
to special interest groups, to Congress, to the president believes that he or she can 
produce a better, more rational budget. However, rational analysis of the budgetary 
process implies that each option be considered, and no analyst can do this nor can 
any analysis of the budget be completely comprehensive.is Some things are 
inevitably left out of every analysis. There is not even a basis for constructing a 
satisfactory list of criteria to determine which goals or alternatives are the most 
reasonable and which could be left out. 

A model of all social problems that included their ranking by importance 
would be very expensive and difficult to keep up-to-date. People 's and society's 
concerns change constantly. For instance, until about 1980, most Americans out­
side the medical profession were unaware of Alzheimer's disease. It is now gener­
ally known to be a relatively common form of dementia that affl icts a significant 
percentage of the elderly population. It causes memory loss, personality disorders, 
and a decrease in other mental capabilities. After research helped to define 
Alzheimer's as a particular pathology, an organization was formed by people who 
had family members diagnosed with the disease. The Alzheimer's Association has 
since opened an office in Washington, D.C., to lobby Congress to double the 
amount of federal funds currently dedicated to Alzheimer 's research. However, a 
complete analys is of the appropriate amount of federal money to spend for 
Alzheimer's research would have to include an analysis of all other possible ways 
to spend the money. That is, every other item in the budget, such as aid to educa­
tion, the space program, cancer research, environmental protection, even deficit 
reduction and lowering taxes, would have to be considered.26 

Only the political process can do this. Budgetary decisionmaking is a political 
process regarding choices about values. The suggestion that this process could be 
replaced with an apoli t ·cal rationality is disingenuous. Several presidents have 
argued in favor of Congress giving the executive the power of a line-item veto, as 
though this would take politics out of the process. But nothing can take politics out 
of the budgetary process.21 In 1996 Congress handed the president additional 
power to cut the budget by providing a limited line-item veto. The first time it was 
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used, by President Clinton in the fall of 1997, court challenges were instituted 
arguing that this was an unconstitutional delegation of power to the executive. 

Other policy theorists therefore contend that an incremental approach is actual­
ly much more rational. lncrementalism is an approach to decisionmaking in which 
policymakers change policy at the margins. That is, they begin with the current set 
of circumstances and consider changing things in only a small way. Particularly in 
budgeting, this is the typical approach. Just note that the best predictor of what 
next year's federal budget allocations will be is thi s year's allocations. 
lncrementalism assumes that public policy decis ions will usually involve only 
modest changes to the status quo and not require a thorough inspection of all the 
available options. 

Incrementalism assumes the rational self-interest approach of individuals and 
groups. Since individual and group interests usually conflict, compromise will be 
required in which everyone will have to settle for less than they hoped for. This 
results in relatively small changes in existing policy. The budgetary process is thus 
simplified into a task that assumes each existing program will continue to be fund­
ed at its existing level because this level is perceived as fair. If the budget is grow­
ing, each program gets approximately the same percentage increase, with those 
programs having unusually strong support getting a slightly larger increase and 
those whose support or visibility are waning receiving slightly less. These new 
funding levels become the bases for the next year's budget. 

The late Aaron Wildavsky maintained that incrementalism is the best tech­
nique for reaching budgetary decisions, because it reduces the decisionmaking 
process to manageable size. It focuses only on the changes to existing programs 
rather than requiring a complete justification of the entire program annually. The 
result is also an allocation of money according to each program's political strength. 
Since the selection of programs is a normative decision, according to Wildavsky, it 
is about as good a measure as we have regarding which programs are most deserv­
ing.28 

The result of incrementalism is satisficing, or adopting a policy acceptable 
from all viewpoints rather than seeking the best solution possible. The "best" solu­
tion might prove unacceptable to so many decisionmakers that it would be voted 
down if proposed. For example, many public policy experts recommended a signif­
icant tax increase on gasoline at the pump as the "best" way to reduce gas con­
sumption and U.S. reliance on imported oil. Fear of consumer reaction and 
Republican opposition forced President Clinton to reduce a proposed gasoline tax 
increase from 20¢ to 5¢ a gallon. When the tax kicked in during the fall of 1993, 
few even noticed. In the fall of 1994, after inflation, gasoline prices were actually 
lower than before the tax increase. Since politics is the an of the possible, a negoti­
ated compromise that wins some, if not all, support is preferred to defeat. 
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Incrementalism \.\Orks, then, because it is in some ways the most rational 
approach to policymaking. Time and resources are too limited to permit an exami­
nation of all the alternatives. There is a legitimacy in previous policies and pro­
grams, while the feasibility of new ones is less predictable. Incrementalism also 
permits quicker political settlements, particularly when disputes are at the margins 
regarding the modification of programs. 

Adoption 
Getting a proposed policy from the institutional agenda through the adoption 
process is crucial to effecting a change. In the late 1960s many public policy schol­
ars focused on the que5tion of how a bill becomes a law and the many veto points 
in the process. The process of proposing a bill and getting it passed is very straight­
forward in that it must follow a standardized procedure. However, the pitfalls that 
can befall a bi ll in the process are well known. 

The definition of an issue and its impact on different portions of the population 
usually change in the debate during the policy process. Political entrepreneurs try 
to redraw the dimensions of the dispute so they can reconfigure political coalitions 
and gain a winning edge. Party leaders and senior members of the congressional 
committee considering he issue often bide their time, wai ting for other members 
of the committee or of Congress to become fami liar with the issue. They generally 
then move when they sense the time is ripe for action, based on their experience in 
dealing with such matters. 

The separation of powers in government allows each branch to judge the legiti­
macy, and if necessary o take action to check the moves, of the other branches. 
The actors involved here are clearly political elites and must be persuaded not of 
the wisdom of the proposed policy, but of its chances of success politically. For 
this reason the major concern at this point is whether the proposed policy is politi­
cally viable. The broadeo;t support for the policy must be in evidence here to con­
vince political entrepreneurs that it is in their own interests to promote it through 
their votes. 

Program Operations 
In the policy process, once a problem has been identified, alternatives have been 
examined, and a solution has been selected and legitimized through the adoption of 
legislation, one part of the policymaking process has been completed. But this is 
also the beginning of another part of the process-implementing the policy. 
Implementation means carrying out the policy or program operations. Or as 
Robert Lineberry asserts, implementation is "a continuation of policy making by 
other means."29 Implementation has attracted a significant amount of research, 
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because policies often do not accomplish what they were designed to achieve.30 
There are a series of decisions and actions that are necessary to put a policy into 
effect, and as in chess, miscalculation in the original design strategy or in imple­
mentation may bring the entire effort to naught. 

Policy advocates have come to realize that the time to plan for the implementa­
tion phase is during the fonnulation and policy selection stage. All the earlier phas­
es, if done well, will reach this state where the proposal is to be translated into 
action. Several factors in the de~ign phase will facilitate the implementation stage. 
Perhaps most critical is the question of policy design . That is, has the problem 
been accurately defined? Only if the problem is accurately understood do the 
causal relationships become evident and allow the analyst to correctly perceive the 
connections between a particular policy's operation and its intent. For example, the 
Americans with Disabilities Act of 1990 prohibited discrimination against people 
with disabilities. The Equal Employment Opportunity Commission and other fed­
eral agencies held lengthy hearings to create the regulations spelling out the stan­
dards of compliance.JI 

Congress can reduce the discretion of administrators by providing very 
detailed legislation. For example, Social Security legislation provides very precise 
tenns for eligibility and levels of benefits and fonnulas for additional earnings. 
Even so, eligibility for benefits under Social Security Disability Insurance (SSDI) 
cannot be set forth with such precision. The general definition of disability states 
that an individual is unable to engage in significant gainful employment by reason 
of a medically diagnosable mental or physical impainnent expected to last at least 
twelve months or result in death. This definition of necessity leaves much room for 
subjective judgments and interpretation.J2 Implementation of SSDI benefits has 
resulted in significant controversy and thousands of case of litigation. 

It is usually much easier to implement a policy if it is clearly stated and consis­
tent with other policy objectives. Vague and ambiguous language will be received 
by the state officials handling the implementation quite differently than will crisp, 
lucid legislation . Vaguely worded laws may be subject to varying interpretations by 
bureaucrats or state officials tasked with implementing a program. Vagueness may 
even pennit opponents to effectively sabotage the policy. On the other hand, there 
are times when vagueness may be preferred to clarity, if the alternative would be 
no program at all. An excellent example of this is the Constitution, which as the 
basic framework of the U.S. government is also a policy statement. When the 
Founding Fathers were unable to agree on clear statements on several issues, they 
compromised on vague, broad statements and agreed to le t later practice detennine 
the outcome. The "necessary and proper" clause is an obvious instance. 

Another factor that faci litates the implementation of a policy is its perceived 
legitimacy. For instance, a program that passes both houses of Congress with large 
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majorities or a decision by the Supreme Court that is unanimous or nearly so will 
generally also have the support o f those tasked with its implementa tion. Even those 
who have misgivings will be more inclined to go along with the perceived man­
date. 

Implementation is the most important part of lhe policymaking process for stu­
dents of publ ic admini5tration. Much of the important work of implementing poli­
cy is done by the "street-level" bureaucrats, including judges, public health work­
ers, school teachers, social workers. and other federal , state. and local government 
employees. 

Evaluation 
The last stage of the policymaking process is evaluation. Every stage involves a 
purposeful effo rt to bring about some change in the political environment. But in 
particular lhe process o f formulating a proposal and choosing among alternatives 
to achieve the po licy's objectives uggests the need for some crite ria or standard to 
determine if lhe implemented po licy has achieved it objectives. 

Evaluation is the assessment of how a program achieves its intended goaJs. All 
the earlier stages of the policy process look toward a future goal to be achieved; 
evaluation looks backw.ird. It is a tool whose primary purpose is to appraise the 
operation of a program and provide feedback to those involved in the earlier 
stages. This feedback permits modifications in the policy to improve its efficiency 
and effectiveness. Eva!Jation abo pinpoints unintended effects of a policy and 
allows adjustment in the implementation process to avoid those that are undesir­
able. In addition, it can be used to monitor the expenditure of funds to see that they 
were spent according to lhe terms of the law or grant. Thus, such assessments focus 
on the implementation of a program and how it has met the goals and objectives 
spelled out in the selection and adoption phases of the policy process. 

Evaluation of publ ic.: policy programs came into its own during the 1960s. 
Under Great Society leg i<;lat1on, there was a surge in government programs to deal 
with a varie ty of social ills. At the same time, critics charged that these programs 
resulted in many government failures, and at a significant cost to taxpayers. The 
media reported cases of waste and inefficiency, as well as programs that were not 
achieving their intended goals. Congress began requiring more vigorous evalua­
tions of programs by agencies like the GeneraJ Accounting Office. 

It is useful to make a distinction between policymaking and policy anaJysis. 
This book is primarily concerned with the policymaking process. Policy analysts, 
however, emphasize the evaluation process and use a variety of different methods 
to assess po licy, including laboratory studies, simulations, case studies, sample sur­
veys, and cost-benefit analyses, to name just a few. The process often also involves 
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the use of analytical techniques, such as applied statistical analysis, to measure 
program effectiveness in meeting goals. 

Conclusion 
Public policy has developed as a subfield within the discipline of political science 
since the mid- l 960s. As a social science, it draws on the humanities, and history in 
particular, for its data. It al o utilizes the scientific method in an effort to explain 
and predict underlying causal relationships in policymaking and uses empirical 
methodology to test the validity of causal relationships. Existing at the confluence 
of the social sciences, public policy draws on theoretical developments in the vari­
ous social sciences. 

Po licy analysts utilize the scientific method in o rder to understand the social 
world in which they work. Like other scientists, they must make assumptions and 
construct models to implify a very complex world to provide greater understand­
ing. Policy analysts study all the issues that are o f interest to policymakers, which 
is to say that policy analysis is wide ranging and interdisciplinary. 

When policy analysts are engaged in positive analysis, they are concerned with 
understanding the world as it is. When policy analysts are concerned with nonna­
tive issues (how the world ought to be), they are acting more in the role of policy­
maker. An objective understanding of how the world is will influence one's values. 

Specialists in public policy issues may not always agree, because they have 
different scientific judgments regarding theories developed from studies. They also 
disagree because they have different value systems about what ought to be to 
improve society. Sometimes there may be wide agreement among policy scientists 
but a public perception of a lack of consensus, because special interest groups 
often provide studies and spokespersons claiming expertise to support almost any 
position imaginable. 

The complexity of the problems in policy analysis has made the development 
of public policy theory difficult. Predictions that may be valid solely in tenns of 
the underly ing assumptions of a discipline such as economics or political science 
are often not based on data broad enough in scope to ensure their accuracy in the 
larger policy scheme. Such predictions fa il to take into account all the significant 
phenomena that influence the politico-economic variables related to a problem. 
This means that any effective theory development must begin at the micro level 
and take into account individual rational actors and thei r decisionmaking prefer­
ences, then move toward the macro level and take into account aspects of institu­
tional constraints and the societal effects of policy. 

Scholarship over the past two decades has resulted in a significant accumula­
tion of knowledge regarding the policymaking process. Dividing the process into 
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stages-getting an issue on the public agenda, formulating the policy proposal, 
achieving its adoption implementing the policy as a program, and evaluating the 
program's effectiveness in achieving the original policy goals-has been the stan­
dard analytical approach. This has resulted in uncovering phenomena, such as 
"critical actors," that were previously overlooked. 

The political system transfers private disagreements into public disagreements. 
Getting an issue on the public policy agenda is a critical procedural process. Elites 
in the society have far more influence than the average citizen. 

Questions for Discussion 

1. Discuss the role of theory in understanding phenomena from the natural sci­
ences. Does it differ from the role of theory in the social sciences? Why? 

2. Why is the development of theory in the social sciences more difficult than 
in the natural sciences? 

3. What are the special problems in developing theory in the policy sciences? 
4. Should theories and models be a completely accurate reflection of reality? 
5. Why are the contributions of policy analysts often not held in high regard 

by policymakers? 
6. What if anything can be done to strengthen the role of policy analysts? 
7. Why is it so difficult to get a proposed policy adopted and implemented? 

How would you suggest streamlining the process? 
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CHAPTER 3 
Rational Public Choice 

This chapter is concerned with the theory of rationa l choice, which was originally 
developed by economists but was quickly adapted to other policy science disci­
plines. Indeed, there is nothing especially economic about rational behavior. There 
are several differences between the economic marketplace and political markets. In 
most economic markets, firms compete to sell products to the consumer, who 
makes the final choice. Theoretically at least, the consumer is sovereign. 
Production matches itself to the demand of consumers based on their willingness 
and ability to pay. Political markets are typically decided by a one-time choice at 
the ballot box in which a majority wins. Interested parties may continue to pres ure 
an elected official for the duration of the term of office following the election, but 
all consumers get the same political goods whether it is health care, public schools, 
or national defense. 

This chapter is concerned with how individuals and elected policymakers 
make decisions. Can we develop a set of assumptions regarding individual prefer­
ences, and from these derive principles of political behavior for individuals as well 
as those seeking election? Do elected officials' decisions reflect the will of the vot­
ers? Is the competition in the political marketplace as responsive to consumers' 
wishes as it is in the economic marketplace? 

Rational Choice 
Rational choice theory, sometimes called public choice, is the study of the collec­
tive decisions made by groups of individuals through the political process to maxi­
mize their own self-interest. Public choice assumes that individuals are ju!.t as 
rational and self-interested in the political sector as they are in the economic mar­
ketplace.1 According to public choice theory, when people behave differently in the 
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political sector than in the marketplace, it is because the institutional arrangements 
are different and not because of a lack of self-interest. 

Many political scientists defend public choice as being wholly value-free and 
scientific.2 Rational public choice anempts to provide an analys is and an explana­
tion of the society as it is and not necessarily as it should be. That is, it explains 
actual social behavior. It explains why individuals with high incomes are more 
likely to vote than those with low incomes, and why they are more likely to be 
active members of special interest groups. The theory also suggests why there are 
built-in social and polit ical supports for the status quo, because despite the claim of 
many of its practitioner s that the theory is value-free, posi tive science, the conclu­
sions of public cho ice have a definite modem-day conservative cast. 

Personal Decisionmaking 
ln Chapter 2 we pointed out that human beings are multifaceted creatures. Human 
nature is too complex to be explained in one or two dimensions. But we do assume 
that people are motivated to engage in goal-directed actions to satisfy their needs. 
Each individual has a unique set of needs that are influenced by his or her own his­
tory, including gender, age, ethnic background, intellectual abilit ies, family situa­
tion, and financial status, to name just a few. Motivation theories tell us that we all 
are motivated to fulfill a variety of needs. Abraham Maslow proposed that there is 
a hierarchy of needs that is common to mentally healthy adults. Any of the five 
needs are capable of motivating behavior (see Figure 3.1).3 He believed that these 
needs arranged themselves in a distinct order. According to his theory, as long as a 
lower-level need is unsatisfied, an individual will be highly motivated to choose 
actions calculated to satisfy that need. 

According to this theory, once lower needs, like the physiological needs, are 
satisfied, a person will di rect their attention toward satisfying their safety needs 
and so on. Research on Maslow's model has resulted in several criticisms, although 
none of the criticisms have been fatal. First, a person's needs may change over 
time. The needs of a young adult embarking on a new career and starting a family 
wi l differ from those of a veteran employee preparing for retirement. And changes 
in society may result in changes in the significance of different needs. For exam­
ple, an economy fal ling into recession with rising unemployment may cause one to 
shift his or her attention from esteem needs to safety and physiological needs. A 
second crit icism suggested by research is that people often work to satisfy several 
needs at the same time. For example, a person's employment may satisfy the physi­
ological need to acquire money to provide for the survival needs, while simultane­
ously providing for safety needs through insurance and pension programs. One's 
peers at work may also satisfy esteem and self-actualization needs through friend-
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Figure 3.1 Maslow's Need Hierarchy 
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ship and the mutual participation in creative work endeavors. Despite these criti­
cisms, Maslow's theory retains a cenain popularity because of its intuitive appeal 
and because understanding how individual needs appear is critical in understanding 
what motivates individual behavior. 

The conventional view of policymaking in the United States is that people act 
on the basis of self-interest in public and private affairs. The "public interest" may 
be understood as the entirety of these individual preferences expressed as choices. 
Society is improved when some people's preferences can be satisfied without mak­
ing other people worse off. Usually we assume the economic market will serve best 
to improve society. Public policies are needed when a policy makes improvements 
more efficiently than does the market.4 This is not a statement of how public poli­
cies are actually made, but how they are justified.5 

Public policy is interested in purposeful rational choice. In this sense, rational 
behavior simply means making choices the consumer believes will maximize per­
sonal satisfaction or utility. Adam Smith described this as "the desire of bettering 
our condition," which begins at birth and never ends until we go to our graves. 

Since the concept of rational self-interest is often a source of misunderstand­
ing, it is important to clarify its meaning.6 Rational self-interest means that individ­
uals have preferences. People intend to act in such a way to achieve those prefer­
ences when the expected benefits exceed the costs of available choices. Since 
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people try to make decisions by comparing costs and benefits, their behavior may 
change if the costs or benefits they face change. Rational choice follows the basic 
rule of logic that holds that behavior is rational as long as its marginal benefit is 
equal to its marginal cost. A rational actor is expected to choose the action that will 
max.imize expected benefits. This simple rule of logic is central to rational choice 
thinking. The marginal benefit from taking certain action is the increase in total 
benefit from doing it once more, while the marginal cost is the increase in total 
costs from doing it once more. Behavior is maximized by making decisions until 
the net benefit equals the net cost. 

Some rational choice may seem irrational. For example, a rational choice 
made by an individual with limited information may not appear rational to some­
one with more information. A consumer may pay a high price for a product when 
the identical item may be for sale at a much lower price at another store nearby. 
But the consumer may not be aware that the other store carries the product, let 
alone at a lower price. Decisions are often made with less than perfect information. 
Information has a cost m time, and sometimes in money. 

Rational self-inte1est does not mean that people make the best decisions. 
Mistakes will still be made. Decisions are usually made under conditions of limited 
information. The costs associated with acquiring all the relevant information may 
be too high, or the information required for utility-maximizing behavior may not 
be available. For example, the government spends close to $30 billion a year to 
acquire the best information available regarding other countries' capabilities and 
intentions. Much of the information is gathered despite the attempts of other coun­
tnes to maintain their secrecy. The government may formulate foreign policy based 
on the best available intelligence findings. Failures of foreign policy occur when 
there is an incorrect as~essment 0f the intelligence information, or an inability to 
uncover all critical information. 

Even if the full range of information needed to make a truly rational, self-inter­
ested choice is unavailable or too great for a person to adequately assimilate, the 
process of choice rathe1 than the outcome of the process can .-;till be considered 
rational. Behavior may be procedurally rational when it is the outcome of appropri­
ate consideration based on incomplete information. Rational l?ehavior does not 
mean that individuals never make a bad decision. Still, only a self-destructive indi­
vidual will knowingly choose an inferior alternative to a more preferred one. 

People may make irrational decisions, for example, by ignoring opportunity 
costs. An individual who squanders his money gambling and is then unable to pay 
his rent or mortgage has acted irresponsibly, and to a public choice theorist, irra­
tionally. Ther..: is evidence that people learn from their experience and, when faced 
with a repeated situation, learn to consider opportuni ty costs. The concept of 
rational self-intereM only holds that an individual would never knowingly choose a 
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higher-cost means of achieving a given end when a lower-cost alternative is avail­
able. The notion that people will respond to incentives in predictable ways is cen­
tral to rational choice and to public policy. If the cost of health care rises in real 
terms (adjusted for changes in inflation), less will be demanded. Drivers will buck­
le their seat belts if the perceived benefit (reduced risk of injury) outweighs the 
cost (the time spent buckling and the discomfort of the restraint). But if the cost of 
their use is viewed as exceeding the benefit, seat belts will remain unbuckled. 
People will try to reduce costs and increase benefits to themselves. 

Rational self-interest arouses ambivalence in many people. It evokes images of 
reason and informed decisionmaking on the one hand, but on the other hand sug­
gests a sophisticated self-centered behavior. Rational self-interest is not the same 
as selfishness or greed. An individual who is injured in an accident and seeks med­
ical attention is acting in his or her self-interest, but we would not accuse the indi­
vidual of being selfish because of thal action. By the same token, obeying the law 
may be in one's self-interest, but it is not selfish conduc1. Selfish conduct is behav­
ior that disregards the interest of others in situations in which their interests should 
not be ignored. For example, to take an ample supply of food and water on a camp­
ing trip is not selfish, but to refuse to share some of one's excess food to a hiker 
who has been lost and without food would be. 

Rational self-interest does not deny altruism. Individuals may act out of altru­
ism in working in soup kitchens or in homeless shelters. However, rational self­
interest does suggest that the altruistic behavior of individuals will be affected by 
changing perceptions of costs and benefi ts. For example, if tax deductions for char­
itable contributions are reduced or e liminated, such contributions will decline. 
Conversely, increasing the tax benefit for charitable contributions will result in an 
increase in such constributions.7 The corollary to the point that rational self-inter­
est does not coincide with selfishne s is the observation that rational self-interest 
does not mean individuals are motivated solely by the pursuit of material goods. 
Individuals may be motivated by love, justice, power, and other abstract influ­
ences. It is sti ll true, however, that economic welfare may often be the basis for 
achieving even many nonmaterial goals. 

None of the foregoing is mean! to suggest that individuals consciously calcu­
late benefits and costs before selecting an alternative. Rational self-interest 
describes behavior, not thought processes.R A physicist would describe the forces 
involved in achieving balance in riding a bicycle quite differently than the average 
adolescent riding one. However, the child riding a bike will act as if he or she has a 
physicist's understanding when, in fact, he or she does not. 

Rational self-interest is an assumption about the way people do behave, and is 
not a judgment about how they should behave. The term rational does not indicate 
approval or disapproval of the goal itself. 
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Calvin and Hobbes C' 1990 Watterson. Reprinted with pcrmjssion of Universal Press Syndicate. All right 
re~erved 

The Tragedy of the Commons 
Any discussion of rational self-interested behavior should point out that individual 
rationality and group rationality are not identical and may even be opposed. To 
understand this dilemma, we consider a metaphorical story written by biologist 
Garren Hardin. Hardin asks us to assume that several farmers use a common pas­
ture to graze their sheep. As the common meadow is owned by everyone, it is the 
responsibi lity of no one. The total number of sheep grazing this pasture is at the 
maximum sustainable amount of grass the pasture can yield to maintain the sheep. 
It is in the farmers' collective interest not to allow any additional sheep to graze in 
this pasture and to try to secure an agreement among themselves to that effect. 

But since the sheep are the sole means of livelihood for each farmer, the num­
ber of sheep each farmer has directly relates to the income his family has. For each 
farmer. therefore, the rational strategy is to sneak additional sheep into his flock to 
graze in the common meadow. The point is that it is always in the individual's self­
interest to exploit the commons to the maximum (whether it is public grazing land, 
the environment, or fisheries), because the individual will receive all the benefits 
of his action, while the cost will be shared by all members of the community. The 
triumph of rational egoism through market capitalism has the effect of aggravating 
the tragedy of the commons. It may also serve to reduce trust and the feeling of 
community between the members of society. 

Each farmer has an incentive to act according to a short time hori zon to 
improve his personal well-being. But at some point in the fu ture this behavior, 
though individually rational, wi ll result in the disintegration of the entire commons 
from overgrazing. The individual farmer is seeking immediate large gains over 
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what appear to be smaller losses in the remote future. The tragedy of the commons 
is found in the conflict between individual interests and the well-being of the col­
lective. If the meadow were privately owned, the farmer with title to the property 
would have an incentive not to overgraze his meadow. The moral of the metaphor 
is that individual rational self-interested behavior to maximize private gain may be 
suboptimal in the long run. 

The story concerns what policy analysts call "the public interest" and what 
economists call "collective goods." The ideas revealed in the tragedy of the com­
mons undermine Adam Smith's laissez-faire assumption that self-interested behav­
ior will maximize social benefit. Many of those who identified themselves as liber­
tarian in the 1990s were drawn from conservative circles and the "New Left" of the 
1960s and 1970s, both of which applied the same laissez-faire logic to politics that 
others applied to economics. 

From Individual to Group Choice 
We have looked at the behavior of individuals when they act to maximize their util­
ity. Now we turn our attention to consider how the model might be applied to 
explain or predict the behavior of government. Rational choice theory when 
applied to government or public policy decisionmaking is often referred to as pub­
lic choice theory. For our purposes, we can use "rational choice" and "public 
choice" interchangeably. 

A basic premise of rational public choice is that "political man/woman" (politi­
cal entrepreneurs, voters, and members of special interest groups) and "economic 
man/woman" (producers and consumers) are one and the same person. The person 
who votes or runs for political office is also the consumer of economic goods and 
concerned with opportunity costs. In both roles people decide on their preferences 
based on their rational self-interest, and act purposefully to bring about outcomes 
that are desirable to them. Again this is not to deny that people may also have 
soc ial consciences or value altruism. But it suggests why it may be difficult to 
develop a broad commitment in society to transfer benefits from contributors to 
noncontributors-that is, from the privileged to the poor. It also suggests why the 
haves acquire more power with which to further their self-interest than do the 
have-nots. 

It is based on the premise that competition takes place in the political arena. 
Although the coercive power of government is imposing, it is still limited by sever­
al factors. It is constrained, fi rst, by the resources that it can command. The gov­
ernment relies on its taxing and spending powers in many instances to conduct 
public policy. The function of taxes is to transfer control over capital from the pri­
vate sector to the public sector. By using this purchasing power to buy goods and 
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Case Study: The Tragedy of the Commons and Common Resources 

As the tragedy of the commons illustrates. 
when people own resources in common, they 
have little incentive to use them efficiently. 
Private decisionmakers have ru incentive to 
overuse the common resource. Government's 
policy response is to impose a cost for the use 
of the resource to reduce its overuse. 

Fisheries are the classic example of over­
use of a common resource. Fish and whales 
have co11mercial value, which every fisher 
has an e.;onomic incentive to exploit. But no 
one has an economic incentive to manage or 
protect ticse fisheries. Fish and mammals in 
the ocean are often considered a common 
resource . Cod, tuna, mackerel, and many 
other species are being seriously depleted by 
overfishiig. The natural tendenc) is fo r every 
fishing v.:<,sel to take as many fis 1 as possible 
from the oceans. 

The United Nat ions has found it 
extremely difficult to develop a g obal system 
to manage the common fishery and repropa­
gate depicted species. The difficulty in reach­
ing a11 agreement on how a treaty' regulating 
fishmg rights would be policed and enforced, 
especially among newly independent states 
that are very sensitive to issues of national 
sovereignty, makes it difficult to reach a 

negotiated settlement. Within a country's 
internal waters, governments may pass laws 
with relative ease. placing limits on the size 
or total catch of fish , charging a fee for a 
license to catch fish, and limiting fishing sea­
sons. Some enLrepreneurs have tried to con­
trol their ex.elusive access to privatized stocks 
by developing "'fish farms." 

Note that many animals with commercial 
value have been threatened with extinction 
when viewed as a common resource (buffalo 
and elephants, for example). Many other ani­
mals with commercial value (cauie, chickens, 
and cows) are not threatened with extinction. 
In fact, their commercial va lue provides a 
sufficient incentive for private ownership. 
And it provides the owner with an incentive 
to con erve the e resource for future genera­
tions. 

Pollution of the environment is another 
ex.ample of market failure in dealing with a 
common resource. An e nvironment with 
clean water and clean air is a common 
resource for all to enjoy. Excessive pollution 
that degrades the environment beyond its 
ability to naturally replenish itself demon­
s trates the tendency to overuse a common 
resource to the detriment of all. 

services for the public, the government is altering the mix of goods and services 
that would be demanded if everything were left to the private sector. This 
inevitably means a move to a differenl point on the production possibilities curve 
(see Chapter l ). 

The government is also constrained by the political landscape. For example, 
there are only two major political parties in the United States, which constrains the 
select ion of alternatives by the voters. In the private sector, if there were only two 
firm producing a good, we would define the market a a shared monopoly with no 
competition to give consumer a choice. 

The public cho ice theory of government stresses that government actions result 
from the effort of politicians and government workers attempting to maximize their 



RATIONAL PUBLIC CHOICE 73 

own interests rather than the public interest. To understand how and why the gov­
ernment operates as it does, it is necessary to understand the complex network of 
individuals each attempting to maximize their own objectives. 

We often think of government officials as motivated by the desire to follow 
policies that promote the general welfare. The government is made up of a collec­
tion of individuals, most of whom are sincerely dedicated to promoting the per­
ceived general welfare. They may have di fferent v iews about what constitutes the 
general welfare, and their views on the subject may change. Dedicated officials 
may have confl icting goals. For example, an elected official's views may clash 
with the majority that elected him or her, which may create a dilemma around the 
de!> ire to be reelected. Similar conflicts may arise when a candidate for office has 
an opportunity to receive a campaign contribution from an organization that favors 
certain policies different from his or her own. The problem is made more difficult 
if a much needed contribution will go to an opponent if the candidate will not sup­
port the contributing organization 's policies. The fi nal decision will be based on 
cost and benefit calculations. 

Since every elected official will be subjected to his or her own conflicting 
pressures, it is not accurate to think of the government as a single entity having a 
well-defined set of objecti ves. The U.S. government acts through a d istincti ve 
assortment of institutional arrangements to develop public policy. Our representa­
ti ve democracy is based on majority voting, frequently focused through special 
interest groups, and its po licies and programs are implemented by a government 
bureaucracy. Rational public choice theory makes it clear that government policy­
making, like market al location, may not result in the best attainable outcome. A 
society may be faced with the dilemma of choosing between a market solution that 
is imperfect and a government policy that is also not perfect. Simplistic notions 
demanding that we should re turn to basics and " let the market do it" or that we 
should abandon the market and "'let government do it" must them elves be aban­
doned. Instead, the costs and benefits of market solutions to social problems, gov­
ernment solutions, or a combination of the two must be examined in order to select 
policies that will be the most effective in meeting soc iety's needs. 

Whenever market performance is judged to be defective, we speak of market 
fai lure. Market failure does not mean that nothing good has happened, but only 
that the best a ttainable outcome has not been produced. There are two senses of 
" the best attainable outcome has not been produced." One relates to the inability of 
the market to achieve efficiency in the distribution of the community 's resources. 
The other sense concerns the failure of the market to further social goals, such as 
achieving the desired d istribution of income or providing adequate health care for 
everyone. Consequently, a private market that functions without government inter­
vention may lead to consequences a society i_s unwilling to accept. 
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Cost-Benefi t Ana lysis 
Public policy is the political decision by a state to take action. The increasing use 
of cost-benefi t analysis to gauge the appropriateness of a policy decision typifies 
the application of market-based criteria to gauge the appropriateness of state 
action. Cost-benefit analysis is one of the most widely used tools of policy ana­
lysts. Cost-benefit analysis finds and compares the total costs and benefits to socie­
ty of providing a public good. When several options are being considered for adop­
llon, the one with the greatest benefi t after considering the costs should be 
selected. 

The need for public goods compels government intervention to provide a vari­
e y of goods and services that the market will not produce on its own in an optimal 
quantity for the society. The government must then decide not only what kinds of 
goods to provide but al <;o what quantity to provide. However, the government can­
not easily obtain the required information to decide which public goods to provide 
or the correct quantities. Since consumers of public goods or services have incen­
tives not to disclose the tr true preferences and to downplay their willingness to pay 
in the hopes that others will be taxed, how is the government to decide how much 
to provide? Moreover, when government moves to use resources to alter the mix of 
goods and services produced, there will inevitably be conflicting goals and con­
st. tuencies between which political choices must be made. Government finds itself 
in the middle of the adversarial relationship between those private sector forces 
that stand to lose as a result of government action and those that stand to gain. 

In theory, determining the optimal mix of output is uncomplicated. More gov­
er'1ment sector endeavors are advisable only if the gains from those activities 
exceed their opportunit) costs. So cost-benefit analys is as applied to government 
activities is used to calculate and compare the difference between the costs and the 
benefits of a program 01 project. Basically, the benefits of a proposed public proj­
ect are compared to the value of the private goods given up (through taxes) to pro­
duce it. But while the notion that the benefits or utility of a project should exceed 
its costs is uncomplicated enough in principle, determining th is ratio in practice is 
exceedingly complex. 

In theory, all the costs and benefits of a program should be identified and con­
veJted into monetary units covering the life of the proposed project. Idea lly, an 
attempt is made to consider the negative externalities resulting from the program, 
such as the roadside busmes es that wi ll be lost due to the construction of a new 
limited-access highway. In theory also, with benefi ts :ind costs measured in the 
same units, the benefi ts and costs of alternative policies can be determined not just 
within a policy sector, but also across diverse sectors. For example, cost-benefit 
analysis could be used o determine policy al ternatives in health care such as 
whether funds would be more efficient ly spent on prenatal care for pregnant 
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women who are indigent , on AIDS research, or on a screening and preventive med­
icine program to reduce mortality from cardiovascular disease. Such analysis then 
could also be used to determine if the funds to be allocated to the health care pro­
gram with the highest benefit-to-cost ratio would be more efficiently spent if allo­
cated to the construction of a dam. 

Pol itical Entrepreneurs 
Politicians play a role similar to business entrepreneurs when they seek votes for 
political office and when they make collective political decisions. In markets, con­
sumers register their opinions about the value of a product by the simple decision 
of whether to buy it or not. Consumers register their votes with dollar bills. In 
political markets, politicians demand votes supplied by citizens. Technically, votes 
cannot be bought and sold in. electoral markets. Instead, politicians must accumu­
late or purchase (bribe?) votes by carefully positioning themselves on a variety of 
policy issues in order to appeal to more voters than can opposing candidates. All 
politicians appeal to voters with an argument that suggests a bribe: " You should 
vote for me because I will do more for your welfare than will my opponent." 

Positioning includes conveying impressions of greater talent, higher moral 

Case Study: The Difficulty in Applying Cost-Benefit Analysis 

The mos t efficient use of public resource~ 
would be to rank proposed programs from 
highest to lowest in terms of their benefit­
cost ratios, and proceed to implement tho~e 
programs in priority order, beginning with 
those having the highest ratios. This would 
meet one goal of cost-benefit analysis: deter­
mming the most efficient way of using public 
funds. But cost-benefit analysis has a second 
goal: determining the merit of specific gov­
ernment policies. such as discouraging the 
use of disposable containers, encouraging 
higher average mile-per-gallon standards for 
use of gasoline by automobiles, promoting 
transportation safety, and establishing hon-

esty in produce labeling. "Merit .. is different 
from "efficiency," but it also has economic 
consequences. 

In dealing wnh private market goods, the 
demand for a particular good determines the 
benefits of its production. But in regard co 
some public goods, the benefits generated by 
their "outpuc" are less clear. For example, 
government control over air quality usually 
involves political tradeoffs between a healthy 
and aesthetic environment and the loss of 
production of other economic goods. 
Reducing air pollution from au tomobiles 
increases the price of cars, which results in 
the decreased production of automobiles and 

continues 
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Case Study continued 

therefore fewer jobs. In this c1se, the losers 
from this government policy ai e those whose 
jobs ar~ lost or who cannot afford to buy a 
higher-priced car. The winners are those who 
advocate environmental protection. and tho e 
who will suffer fewer illnesses (or perhaps 
will not die) because of a cleann aunosphere. 
The Objective of public policy is to promote 
the welfare of society. The welfare of society 
must depend on the welfare of individuals. It 
is people that count. 

CoH-benefit analysis emphasizes meas­
urement and tangible factors. Its insistence 
on quantifying measur.::s almo.;t invariably 
stresses costs over benefits. The mam reason 
for this is that in areas such as education. 
env ironment , and health, polities produce 
benefits that cannot be quantified. while the 
costs are much more easily ca lculated. How 
does o n e put a va lue o n human life, for 
example? To the individual or a spouse or 
one's child , human life is pricele~s in that no 
amount of money would be a-:cepted for 
those lives. However, lives are 11ot priceless 
or we would provide everyone v. ith unlimit­
ed health care, require cars to be much safer, 
and require much lower speed I mils. Some 
courts have determined the value of a life by 
estimating what the individual 'llight have 
earned if they had had a normal l ife 
expectancy. But this leads to the 1bsurd con­
clusion thlt a disabled or retired r erson \ life 
has no va 1ue. Another method is to examine 
the risks reople voluntan ly take i1 their jobs 
and how f'1uch they must be paid to agree to 
take them Or how does one put a value of 
the survival of the spotted owl, wt ich has lit­
tle or no ec.:onomic value, against t 1e value of 
harvesting the trees in the sta te of 
Washington. the value of which can be easily 
assessed? 

Citizens may be aware of the costs of 
programs in te rms of their taxes paid, but 
may not be aware of noticeable benefits for a 
recession or flood averted, or a healthier 
envi ronment. In some cases then, leaders 
may be punished for their planning and judg­
ment. 

Another defect of cost-benefit analysis is 
that it does not cons ider the distributiona l 
question of who should pay the cost and who 
should receive the benefits. It may be that a 
new highway will displace residents in a low­
income housing project, while it will benefit 
affluent business investors who own commer­
cially zoned land along the proposed highway 
route. 

The most serious defect of cost-benefit 
analysis. however, is that it seeks to maxi­
mize onl y the value of efficiency when 
other values such as equity, justice, or even 
the environment might deserve inclusion in 
the considerat ion of public policy decisions. 
Since it is not possible to reduce moral or 
ethical concerns to the requirements of cost­
benefir ana lysis. this means the analysts 
who use this approach must go beyond it in 
making their policy recommendations; not 
to do so wi ll have the effect of positively 
excluding normative concerns. In a period 
of tight federal budgets, government offi­
cials often defend their reliance on cost­
benefit analysis by c laimin g th at they 
shou ld not be involved in controversia l 
"ideological" debates, but rather only with 
the most efficient policy. They may even 
assert a moral obligation to apply cost-bene­
fi t ana lys is in order to save taxpayers 
money. Such analysis is useful for clarifying 
approache~ to problems, but it is not with­
out methodological difficulties and it is cer­
tainly not "value-free." 
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character, and a preferred vision of the nation 's future. Politicians with strong poli­
cy views on some ii.sues may try to put them in a new context and suggest new 
arguments that voters may find appealing. Persuasion may be more successful with 
new issues about which many voters have not formed strong opinions. 

An elected official also is expected to reflect the views of his or her con­
stituents, not merely his or her own personal views. But unlike business, wherein 
consumers clearly '·vote" on products by buying or not buying them, in politics the 
voting mechanism is not well suited to detennining how constituents want to be 
represented on any given issue. Take education as an example. In theory, one votes 
for more education by electing the candidate committed to initiating new educa­
tional programs or putting more resources into the sector. onetheless, in practice 
it is much more complicated than this, since every candidate campaigns on a whole 
series of issues, of which education is only one, and the winning candidate may 
have been elected on the basis of issues other than his or her position on education 
or even despite it. This makes constituent views on auy issue difficult to discern, 
nor is there any reliable way to assign weights to the different views of voters. 

Furthennore, fewer than half of those eligible to vote usually participate in any 
given election. Presidential elections draw the highest voter turnout, while for off­
year congressional and state e lections the turnout rarely exceeds 40 percent of 
those registered to vote.9 Presidential voter turnout peaked at 63 percent of persons 
over twenty-one years of age in 1960, but has declined since . In 1992, voting 
turnout increased to 55 percent due in part to the high level of interest sparked by a 
strong third-party candidate, but declined in 1996 to 49 percent of eligible voters. 
In 1996, Bill Clinton was elected with 49.2 percent of the votes cast for president. 
Of 196.5 million eligible voters, 151. 7 million (about 77 percent) were actually 
registered to vote. Of those registered, 95.8 million actually turned out on election 
day to cast their ballots. The participation rate was just 63 percent of registered 
voters and less than half (48.8 percent) of eligible voters. Thus Clinton was elected 
by about 23 percent of eligible voters. The 2004 election witnessed another high 
tide of voter turnout, with 61 percent of eligible voters casting a ballot. President 
George W. Bush won 50.8 percent of the 122 million votes cast, compared to 
Senator John Kerry 's 48.3 percent. Without question, the 2004 election turnout was 
affected by the extraordinary battle for the White House in 2000. The prolonged 
contest that resulted in a victory for Bush m 2000 was beset with voting irregulari­
ties throughout the country, though mainly in the state of Florida. Ultimately, Bush 
defeated opponent Al Gore by just 537 votes, according to the University of 
Chicago's National Opinion Research Center. This confused chapter in U.S. voting 
history saw many people going to the polls planning to vote for one candidate and 
rea lizing that they had cast an invalid ballot. Such anomalies cast such a shadow 
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on the Bush White House that voting turnout in the 2004 election grew significant­
ly as considerable numbers of otherwise disinterested Americans acted on their 
civic duty and voted. Therefore, since the first task of political entrepreneurs is to 
get elected and the second is to get reelected, 10 and since they are expected to 
reflect the views of their constituents, this means they are 1 ikely to reflect the 
views of constituents v. ho actually vote or who make their views known to their 
political representatives in other ways (writing letters, lobbying, etc.). 

The voting records of congressional representatives, senators, and even presidents 
reflect a heightened av.areness of constituent interests as elections draw nearer. 
Conversely, their voting records show more independence immediately after they are 
safely in office. Senators show the most independence after an election, since they are 
safely in office for six years. Members of the House of Representatives, who run for 
reelection every two years, are the most closely attuned to the views of the con­
stituents who voted for them. Their high return rate to Congress may reflect this to 
some extent. Presidents also respond to the political market pressures exerted by the 
not-so-invisible hands of voters at the ballot box. The late H. R. Haldeman, Richard 
Nixon's chief of staff, noted how political self-interest dominated that administration's 
policymaking when he wrote the following in his diary on December 15 , 1970: 

K [Henry Kissinger] came in and the discussion covered some of the general 
thinking about Vietnam and the P's [President Nixon's] big peace plan for next 
year, which K later tolJ me he does not favor. He thinks that any pullout next year 
would be a serious m stake because the adverse reaction to it could set in well 
before the '72 election~. He favors, instead, a continued winding down and then a 
pullout right at the fall of '72 so that if any bad results follow they wi ll be too late 
to affect the election. I I 

President Nixon understood that the United States could not "win" in Vietnam and 
that after a U.S. pullout, the South Vietnamese army would disintegrate. In the end, 
he agreed with Kissinger and delayed that outcome for political reasons. After the 
election in 1972, an agreement was signed in January 1973 on terms that quickly 
led to the inevitable Nortti Vietnamese victory. In the private marketplace, commu­
nications between consumers and producers are much more direct and time­
sensitive. 

Ballots and Decisionmaking 
Political discussions often make references to the "will of the people." But ascer­
taining what that will is, when people make conflicting demands, is not an easy 
task. Different voting rules have been suggested, including unanimity voting, sim­
ple majority voting, and two-thirds majority voting. 



Case Study: Voting and Choice 

Do people vote based on rational choice? 
There are three major factors. which often 
overlap, that go into the voting choice. Party 
identification is the sense of an affiliation 
with a perspective on politics and an evalua­
tion of policy issues. Party identification is 
often acquired during childhood from the fam­
ily. It is reinforced or subverted by the social­
ization process in college and subsequently 
within one's career and peer groups. 
Candidate appeal has grown in importance 
alongside the growth of media coverage and 
the ability to package and market a candidate. 
The ability to focus on a candidate's strengths 
(or an opponent's weakness) through the press 
is extraordinary. Television sound-bites can be 
used to emphasize the positive elements of 
one candidate's character and the negative ele­
ments in an opponent's background. Personal 
qualities may be more easily assessed than the 
candidates ' positions on complicated issues. 
This is especially so since candidates fre­
quently and deliberately obscure their posi­
tions on issues so they cannot be easily 
auacked. The impact of issues as assessed by 
voters is also significant. Voters typically do 
not vote based on one specific policy issue 
such as national health care or education. 
During the Cold War, Republicans were able 
to capitalize on such issues as foreign policy 
and fear of the Soviet Union. By 1992, with 
the collapse of the Soviet Union, George H. 
W. Bush was vulnerable for his handling of 
the economy, which most described in nega­
tive terms. Bill Clinton emphasized the state 
of the economy and the deficit in his cam­
paign. To maintain the campaign's focus, a 
sign at Clinton ·s campaign headquarters 
reminded the staff that, " It's the economy, stu­
pid!" Many voters cast retrospective \'Otes­
that is, judging the incumbent on how he has 
performed-rather than voting prospectively 
on what he promises to do if elected. 
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As Table 3.1 suggests, the higher a per­
son's socioeconomic status as measured by 
income, education, employment, and other 
demographic characteristics, the more likely 
the person will be to register and vote. These 
same characteristics also influence how they 
vote. Age is a significant factor affecting 
voter turnout. Older voters may be more set­
tled in their lives and have experienced vot­
ing as an expected acti vity, and so are more 
likely to vote than the young. Ethnic back­
ground is also important in determining the 
level of voter turnout. Whites are most likely 
to vote, followed by blacks and then 
Hispanics. Women have recently been more 
likely to vote than men. Generally speaking, 
the more education one has the more likely 
one is to vote. Differences in income levels 
a lso lead to diffe rences in voter turnout. 
Wealthier voters are overrepresented among 
those who actually vote. Low-income and 
less-educated people are less likely to vote. 
Of course, these demographic charactenstics 
may reinforce each other. White voters are 
more likely to have a higher income and 
(closely related) more education. The issues 
that bound the 2004 election differed from 
those in previous years. While the 2000 elec­
tion was fractured by voting anoma lies. the 
2004 election swung on issues of terrorism 
and moral values. 

Nonvoting is a lso a choice. The most 
frequently cited reasons for nonvoting are 
that people think their vote does not count, 
and that they do not know enough about the 
candidates or the issues. About a fourth of 
nonvoters indicate that they are disgusted 
with the government or the choice of candi­
dates. Can the decision not to vote be a result 
of cost-benefit calculations? Can a decision to 
remain ignorant of the candidates and the 
issues really be considered rational igno­
rance? 



Table 3.1 A Demographic Portrait of Voters, 2004 

All 
Characteri:.tic Voters(%) Bush(%) Kerry ('l) Nader(%) 
---- ----
Gender 51 48 1 

Men 46 55 44 0 
Women 54 48 51 0 

Race 
White 77 58 41 0 
Black II 11 88 0 
Hispanic 8 44 53 2 

Age 
18-29 years old 17 45 54 0 
3~yearsold 29 53 46 l 
45-59 years old 30 51 48 0 
60 and older 24 54 46 0 

Education 
No high school diploma 4 49 50 0 
High school graduate 22 52 47 0 
Some college 32 54 46 0 
College graduate 26 52 46 I 
Postgraduate education 16 44 55 I 

Religio'l 
Wh11e Protestant 54 59 40 0 
Catholic 27 52 47 0 
Jewi;h 3 25 74 <I 

Party 
Republican 37 93 6 0 
Independent 26 48 49 1 
Democrat 37 II 89 0 

Farmly income 
Under $15.000 8 36 63 0 
$I 5,C00-$29,999 15 42 57 0 
$30,000-$49,999 22 49 50 0 
$50,000-$74,999 23 56 43 0 
$75,000-$99.999 14 55 45 0 
Over $100,000 18 60 38 l 

Other issues 
Born .igaina 78 2 1 < I 
Gay, le~bian, bisexual 23 77 < 1 
Econcmy. jobs 18 80 <I 
Terrorism 86 14 <I 
Moral values 80 18 < I 

- - -- - - - - ---- ----
Source. http://www.cnn.com/Elec11 Jn/2004. 
Note: a. Fundamentalis1 Chmtian~ 'l<ho claim to have been born again in religious trulh. 
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Unanimity 
In an ideal world, there would be no conflict. Public choice would result from the 
unanimity of view from the population. The great advantage of the unanimity 
rule ensures that no one is misused, since every voter must approve each proposi­
tion. The difficulty with a unanimity rule is that each voter has a veto power. 
Anyone likely to be made worse off by the proposal would veto it. Thus a govern­
ment's public policies would have to meet the condition of a Pare to 
improvement, which occurs when a reallocation of resources causes at least one 
person to be better off without making anyone else worse off.12 Unanimity is at the 
base of any policy agreement between two individuals in that, when two people 
agree on a policy, they do so because it makes both of them better off. That is, they 
are unanimous in agreeing to the exchange or they would not have agreed on it. 
But in the world of public policy matters, unanimity is not likely to lead to useful 
outcomes. 

Suppose, for example, that a remote community is considering the construction 
of a satellite dish to receive otherwise inaccessible television programming. 
Suppose also that the dish is to be financed by dividing the cost equally among the 
members of the community. Sensing how much the project means to everyone else, 
one villager who greatly desires access to satellite television may nevertheless pro­
fess a preference for keeping the intrusions of the outside world out of the commu­
nity's peaceful valley. He or she may then demand a large bribe not to veto the 
project. A unanimity rule is an invitation to bribery because it offers individuals an 
incentive to hide their true preferences regarding public goods in order to reduce 
persona.I costs or to gain something at the expense of others. The costs of reaching 
a decision under such conditions are prohibitive, and government paralysis results, 
with no practical decisions able to be made. Therefore it is necessary to accept 
some principle for public decisionmaking short of unanimity. 

Majority Voting 
The excessively high cost of decisionmaking associated with unanimity voting 
leads to a search for lower-cost alternatives. The majority voting rule provides 
that in the choice between alternatives, an action or decision is approved if it 
receives a majority of the votes. Majority rule is a basic principle of decisionmak­
ing in democratic societies. 

Unfortunately, majority rule also has serious problems. For example, under it, 
a bare majority may get some benefit no matter how slight, while a ponderous sac­
rifice is exacted from the minority. Thus majority rule may result in a situation in 
which a society is worse off in that the benefit to the majority may fall far short of 
the total costs imposed on the minority. 

For example, suppose there are 100 villagers in the aforementioned remote 
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community considering the investment in the satellite dish. Each would require a 
line from the dish to their cottage to receive the benefit of the cost to the communi­
ty. Suppose under majority rule that 51 villagers vote to invest in the satellite dish 
and connect their cottages by cable to it, and also to assess every villager an equal 
amount to pay for the d ish and the hookups. The minority 49 villagers who voted 
against the measure mu5t pay the tax but will get no benefit and thus will suffer 
significantly, while the majority 51 villagers may well receive a benefit that barely 
exceeds their assessment. Consequently, there is an overall loss to this community 
because of majority rule 

Majority rule can be inefficient also because a policy that may benefit a minor­
ity a great deal may be defeated if it makes the majority slightly worse off. For 
in tance, most people will not contract AIDS. But for the minority who do, the cost 
of treatment is extremely high. The majority may resist paying a relatively small 
tax. to cover the cost of health care for those so afflicted, however. 

This example depict '> the major weakness of majority rule, and one long recog­
nized: it places minority rights at risk. Thus, most democratic forms of government 
that employ majority rule try to protect the rights of minorities against "overbear­
ing" majorities by constitutional means.13 

The Voting Paradox 
Majority rule does not generate such manifest ly unfair results if voters act rational­
ly .lil their decisions. But for rational behavior to occur, transitivity is necessary.14 
However, majority rule may not necessarily generate a transitive group decision, 
even though each individual chooses rationally. 

Table 3.2 shows an example of what happens when transitivity is violated. In 
this example, the situation is perfectly symmetrical in that all three voters rank 
their preferences for three different issues. Every policy is one person 's first 
choice, another person's second choice, and yet another's third choice. But if two 
policy issues are voted on at a time. it will result in an intransitive ranking. Each 
person presumably ranks the issues in order of importance to themselves. 

As shown in Tables 3.2 and 3.3, if education is paired against health care, edu­
cation wins, as it is Colleen's first choice and Cassie prefers it to health care. If 
health care is opposed to housing, health care wins, as it is Mike's first choice and 
Colleen 's second choice. If housing is paired against education, housing wins, as 
Mike prefers it to education and joins Cassie in a winning coalition. Here majority 
rule has resulted in incompatible results. It is this inconsistency that is the voting 
paradox: majority rule can produce inconsistent social choices even if all voters 
make consistent choices. If the second and third choices of one of the voters were 
reversed in Table 3.2, the paradox would disappear. Nonetheless, majority rule may 
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Table 3.2 The Voting Paradox 

Program Colleen Mike Cassie 
-----
Education lst choice 3rd choice 2nd choice 
Health care 2nd choice Isl choice 3rd choice 
Housing 3rd choice 2nd choice 1st choice 

result in no clear winner. When majority rule does not result in transitive prefer­
ences, any policy choice is somewhat arbi trary. The final choice will be determined 
by the political process. Table 3.3 illustrates the outcome based on the pairings of 
the voters. 

The majority party in the legislature usually can determine the agenda and the 
order of voting, and thereby control the outcome. Regardless of the option select­
ed, a political entrepreneur can argue that he or she followed the popular mandate. 
This inconsistency lead to incongruous policies in which, for example, the gov­
ernment provides agricultural subsidies that raise the prices of food items and then 
provides food stamps to assist poor people in purchasing the higher-priced food­
stuffs. 

In the example shown in Tables 3.2 and 3.3, if limited funds mean only one or 
two programs can be funded, which program is funded will depend entirely on the 
arbitrary order in which they are taken up. The result highlights the importance of 
how the voting agenda is set.15 The outcome of voting between several alternatives 
will often depend on the order in which the choices are considered. 

Table 3.3 Opposing Choices and Outcomes 

Opposing Choices 

Education versus health care 
Health care versus housing 
Housing versus education 

Outcome 

Education 
Health care 
Housing 
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Logrolling: Rolling Along or Getting Rolled 
Majority voting rules allow voters to vote either "yes" or " no" on an issue. The 
vote disregards the in ensity of the views held by the voters. The votes of those 
who are fervently in !.upport of a bill count the same as the votes of those only 
mildly in favor. And while ordinary voters seldom trade their votes, it is not unusu­
al for legislators to trade votes. This form of vote trading is often used to organize 
compromises that inc ude several policy issues in one informal understanding. 
Logrolling is vote trading by representatives who care more intensely about one 
issue, with representatives who care more intensely about another issue. Legislator 
A may agree to vote for a bill tha t Legislator B feels strongly about in return for 
B's promise to vote for a bill that is very important to A. This logro lling provides a 
way for a minority group on one issue to win the vote and become a majority in 
return for changing a vote on another issue that the minority finds less important. 

With single issue:,, the intensity of preference in voting is not important. 
However, in the political process, the issues being considered are always multiple, 
and each involves varying degrees of support by minorities. Some people are very 
concerned about some issues, while other people are indifferent regarding those 
particular polic ies. By 1rading votes, representatives can registe r just how strongly 
they feel about various issues. Suppose Katherine and Chi~ tend to be slightly neg­
atively inclined toward more defense spending (see Table 3.4). Christy, however, 
strongly feels the need for more defense spending. In a system that permits 
logrolling, Christy ma) be able to convince Katherine to vote for more defense 
spending if Christy promises to vote for a health care bill sponsored by Katherine. 

Logrolling can increase or decrease government program efficiency depending 
on the c ircumstances. But the practice has its defenders. They contend that 
logrolling can potentially lead to public policies of benefit to society that otherwise 
would not be produced. Such vote trading a lso has the advantage of revealing the 
intens ity of preferences. And finally, compromi ses, such as those implicit in 
logrolling, are necessar) for a democratic system to function. 

Table 3.4 illustrates the advantages of logroll ing. If both policies-health care 
and defense-were put to a simple majority vote, both would lose. But passing 
them is a Pareto improvement in that everyone is better off relative to not passing 
them. In this case, logrolling can overcome the problem of an "oppressive majori­
ty." 

Logrolling can just as easily lead to negative outcomes for society. Table 3.5 
illustrates the same progran1s as those shown in Table 3.4. However, Chip opposes 
both mort' :ntensely. The sum of the preferences indicates that Chip's intense oppo­
sition will count for more than the combined support by Christy and Katherine. 
Thus logrolling among the 1hree will hurt the chances of both prog rams being 



Table 3.4 Logrolling-Positive Outcome 

Health care 
Defense 

CllriMy 

+20 
-5 

Katherine 

-5 
+20 

Chip 

-3 
-3 
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Net Benefit to 
Society's Welfare 

+12 
+12 

Note. Logrolling can produce an efficient outcome when the benefits(+) exceed the costs(-) to each individ­
ual or society. Each project would lose with simple majority voting Yet with logrolling. each project can pass, 
improving the general welfare. 

passed. If neither program passes, there will be a net loss to society's welfare, even 
if Christy and Katherine logroll as before because the net benefit to them individu­
ally is greater. 

Tying two bills together can be very convenient for legislators, who can then 
claim they do not support policies opposed by their constituents even though they 
voted for them. They defend themselves by arguing that they did not want the 
health care bill, for example, but had to vote for it to get the defense bill they and 
their constituents did want. 

In general, logrolling has a negative reputation. Called ··pork-barrel" legisla­
tion, it may lead to policies that are not only inefficient, but also opposed by the 
majority of voters. For example, the United States maintains many military bases 
that do not contribute significantly to national security. Unneeded military bases 

Table 3.5 Logrolling- Inefficient Result 

Net Loss to 
Christy Katherine Chip Society's Welfare 

Health care +20 -5 - 17 -2 
Defense -5 +20 -17 -2 

Nott: If the cosLS (-)exceed the benefits(+), logrolling can lead 10 an inefficient outcome. 
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are notoriously difficult to close down, however, because congressional representa­
tives in effect become lobbyists for special interest legislation to keep the bases in 
their districts open. Many military bases continue to exist because votes are traded 
to keep them in congressional districts to maintain certain levels of economic 
activity and numbers of jobs in those districts. On the other hand, the Pentagon has 
lobbied occasionally for the closing of bases so that the savings could be used for 
higher military salarie~ and more weapons systems.16 It is apparent, then, that 
logrolling may lead to an improvement in the results of simple majority voting, but 
it may as frequently lead to inefficient outcomes. 

The Median Voter: In the Eye of the Storm 
We have noted that po lit ical entrepreneurs have a particular incentive to be respon­
sive to voters rather than to nonvoters. One way to accomplish this is by identify­
ing and paying attention to the median voter. The median voter is the voter whose 
preferences lie in the middle of an issue, with half the voters preferring more and 
half preferring less. The theory predicts that under majority rule the median voter 
wi 1 determine the decision.11 

To illustrate the principle of the median voter, suppose that five people must 
vote on a tax increase to provide more police protection for their community, as 
shown in Table 3.6. Since each voter 's preference has a single peak, the closer 
another voter's position is to one 's own, the more the second voter prefers it. 
Christy does not perceive a need to increase expenditures for police protection at 
all and would prefer no tax increase fo r that purpose. A movement from zero 
expenditures to $25.00 Y.ould be approved by Collie, Cassie, Chip, and Jim, how­
ever. And an increase to $75.00 would be approved by Cassie, Chip, and Jim. A 
movement to $125.00 Y.ould be thwarted by a coalition consist ing of Christy, 
Collie, and Cassie. A preference for either extreme will be outvoted by four votes, 
and a preference for the second or fourth po ition will be blocked by three votes. 
But a majority will vote for an assessment of $75.00, which is the median voter's 
preference. Notice that the median voter in this example does not prefer the aver­
age amount of the proposed expenditures, but is merely the voter in the middle. 

Since each voter will vote for the candidate who is closest to his or her own 
posi tion, the candidate who is closest to the median position will win the election. 
Thi!. is not lost on candidates for public office. Politicians need to get elected, so 
they are inclined to take positions that will increase their vote. If both political par­
ties want to maximize their vote, they will try to take positions close to the median 
voter. The theory of the median voter also helps to explain why many voters feel 
that elections do not provide them with a real choice: both political parties try to 
capture the middle to avoid defeat. 



Table 3.6 The Median Voter 

Voter 

Christy 
Collie 
Cassie 
Chip 
Jim 
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Most-Preferred Annual Tax 
lncrease for Added Police ($) 

0.00 
25.00 
75.00 

125.00 
300.00 

To illustrate this theory, the threat of H. Ross Perot in the 1992 presidential 
election encouraged George H.W. Bush to move from the centrist position. To 
strengthen his support on the right, he stressed opposition to abortion and gay 
rights, and support for "traditional family" values. This permitted Bill Clinton to 
grab the strategic center, which is often difficult for a challenger to do. When Perot 
dropped out of the race, it became impossible for Bush to regain the center by 
credibly portraying Clinton as being out of the mainstream. 

Median positions maximize the vote-getting potential. The disruptive potential 
of major third-party candidates to challenge the centrist political party's control of 
government provides the major parties with an incentive to make it difficult for 
tnird parties to get on the ballot, either by erecting election-rule barriers or by 
incorporating variations of the third parties' positions into a more moderate setting. 

Now consider a situation in which there are just two candidates a Republican 
and a Democrat. The Republican is concerned with keeping taxes low and wants to 
increase per capita expenditures by $25.00 a year. The Democrat wants to increase 
per capita spending by $ 125.00 per year. With an eye on public opinion polls and 
sensing the potential to gain the necessary majority, the Democrat proposes a 
$120.00 per capita increase. The Republican, not to be outdone, proposes a $35.00 
increase. In short, both candidates will try to move toward the middle in order to 
attract the median voter. In truth, they will try to move to the center sooner rather 
than later to preempt their opponents from seizing the middle ground. Figure 3.3 
(p. 90) illustrates how candidates move toward the middle as campaigns progress 
toward election day. 

What does the model of the median voter predict? There are several conclu­
sions that follow: 
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Case Study: A Single-Peaked Ideological Spectrum 

Let us assume that political competition 
mobilizes public opinion along a political 
spectrurn from the far left to the far right, as 
shown in Figure 3.2. In a normal distribution 
of opinions, there is a split do"'n the middle, 
at M, indicating those at the "middle of the 
road." The voter at M is the median voter. 
Each candidate "'ill try to get to the middle of 
the spec·rurn to increa5e his or her chances of 
winning. If either party's candidate moves 
away frcm the median and adopt~ an extreme 
such as the liberal (L) positior, that office 
seeker will get less than half the vote. As vot­
ers will 'ote for political candidates closest to 
their own positions, less than half the voters 
will be closer to a candidate po,uioned at L 
than to ~ candidate positioned It M. If one 
candidatr is at L and one is at M . the candi­
date at L will receive all votes to ·.he left of L , 
while the candidate at M will recrive all votes 
to the right of the median and th·· larger per­
centage of the votes under the curve between 
,\1 and L. Clearly, each candidate will move 
toward thl! center. 

If a third candidate enters the race, the 
possibilities change dramatically. If the new 
candidate adopts a position just to the right of 
M and the other candidates are at M, he or she 
will get all the votes to the right of M and 
defeat the two centrist candidates. However, 
the entry of the third candidate will probably 
encourage the more liberal of the two centrist 
candidates to move toward l. The candidate 
still at M will be boxed in with a small por­
tion of the vote between L and C. That candi­
date then has an incentive to move just out­
side the L-C portion, thereby trapping one of 
the other candidates. In a three-party contest 
in which all three start at the center, there will 
be an incentive for one to move away. There 
are limits, however. As long as the voter dis­
tribution is single-peaked, with its center at 
M, an office seeker can increase his or her 
portion of the vote by moving toward M. And 
with three candidates, at L, M, and C, addi­
tional political contestants can increase their 
votes by shifting toward the center. 

1. Public choices selected may not reflect individual desires. The system will 
result in many frustrated voters who feel that their views are not being considered. 
Matty, perhaps the entire minority, will not have their views accepted. 

The principle of the median voter wi ll permit, and perhaps even require, that 
the views of those on the extreme left or right be neglected at least to the extent 
that no political entrepreneurs can overtly court those views beyond listening sym­
pathetically and pointing out that they themselves are closer to those on the far 
right (or left) than are their opponents, who are "dangerously out of touch"-that 
is, a the other end of the spectrum. 

Since the median voter determines the outcome, the intensity of the views of 
the other voters is irrelevant. Only the intensity of the median voter's view is sig­
nificant. Thus the most dissatisfied voters will likely be those on the far right or 
left. This is in distinct contrast to the market in private goods, where demand 
counted in terms of "dollar votes" clearly records the intensity of preferences. 
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Figure 3.2 Single-Peaked Ideological Spectrum 

L ml \.I me c 
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2. Candidates will ff)' to seize the middle ground first, and claim to be moder­
ate, while labeling their opponents as "ow of the mainstream" on the right or left. 
In their effort to command the vital middle, candidates will portray themselves as 
moderates. Some conservative Republicans, believing the spectrum had shifted in 
1996, boldly proclaimed themselves in favor of a "conservative agenda." This sent 
the wrong message to many voters who identified as being more moderate. A seiz­
ing of the middle also offers an explanation as to why the nonincumbent party is 
often put in the position of running a "me-too" campaign: '"We can do the same job 
as the incumbents, only better." 

This is not to suggest that all candidates are actually alike. Candidates, as 
political activists, usually do have political philosophies and positions that can be 
labeled as more or less conservative, or more or less liberal. But as political entre­
preneurs, they are forced to mask them during campaigns to seize the middle. Once 
elected, they may try to support their philosophical inclinations ~o long as they can 
still position themselves to maintain their majority support in the next election. 

President Clinton ·~ extraordinarily high favorable rating after six years in 
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Figure 3.3 Political Entrepreneurs Move Toward the Middle 
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office was attributed to his having taken control of the political center by, among 
o ther policies, reforming federal welfare programs (made easier by a booming 
economy), supporting the death penalty, and providing addit ional funds for police 
protection. While many liberals in the Democratic Party felt he had betrayed basic 
party commi tments going back lo the New Deal , they had no alternative. 
Republican felt many of their issues had been taken away from them, but could 
not cri ticize him too harshly without sounding "too far right." 

3. Candidates will constantly monitor public opinion through polling. They 
will make slight modifi "at ions in the direction of their opponents' positions on 
those issues for which the opposing candidates are preferred in the polls. When 
polls tell a candidate that they would lose the race if the election were held today, 
they cannot afford to do nothing. They must change their position to attract more 
voters . In order to successfully sell themselves in the political market, political 
entrepreneurs try to mal.e position adjustments as subtly as possible to avoid the 
charge of •·political opportunism." Political opponents are always quick to seize on 
shifts of position to question the integrity of each other. That is, they question 
whether tho e they are running against are just "waffling" or, in a more sinister 
fashion, not being hone'>t regarding their actual positions. Position adjustments 
also tend to blur the di!-tinction between candidates, which presumably no one 
wants. 

The positions of paries will not be identical. ln part this is because political 
entrepreneurs are not able to identify the median positions perfectly, since public 
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opinion, and the median voter, are moving targets. Also, since there are many non­
voters, candidates may stake out positions that they believe will appeal to the 
median of the population that is expected to vote. In some instances, a candidate 
may stake out a position to appeal to the median of a group that includes a set of 
nonvoters precisely because he or she hopes to increase voter turnout by appealing 
to that group. 

4. Political candidates will prefer to speak in general rather than specific 
terms. Voters (and candidates for public office) are inclined to agree on the ends 
much more than on the means to achieve those ends, or in some cases the feasibi li­
ty of reaching the ends. For instance, voters across the political spectrum agree that 
an expanding economy is preferable to a contracting economy. They agree that low 
unemployment rates are preferable to high unemployment rates. There is also a 
consensus that lower taxes are preferable to higher taxes, and that a good educa­
tional system is preferable to a bad educational system. However, there are great 
differences between how those we might label "conservative" and those we might 
label "liberal" think these goals might be accomplished. Conservatives tend to pre­
fer pursuing them through less governmental intervention and private means, while 
liberals are more likely to perceive a positive role for government in seeking what 
they perceive as public goods. Candidates wi ll therefore be more likely to talk 
about the ends, on which there is more of a consensus, than the means, on which 
there is wide disagreement. 

Voting and the Political Marketplace 
If politicians are the entrepreneurs of the political marketplace, voters are the con­
sumers, looking out for their best interests by voting for the candidates promising 
them the most benefits. As noted above, many people who are eligible to vote do 
not. The key que tion is: What motivates a person to vote? There is a cost to vot­
ing, and the probability of a single voter determining the outcome of an election is 
extremely small. Therefore, the marginal costs of learning about the issues and the 
candidates' positions, registering to vote, and going to the polls may exceed the 
marginal benefit of voting. If, however, the candidates have staked out contrasting 
positions on certain issues and there are indications the election will be close, the 
marginal benefi t of voting increases and voter turnout also rises.ts In essence, it 
appears that individuals do make a cost-benefit analysis of their interests in resolv­
ing to vote. And in addition to the benefits hoped for from a candidate's promises, 
voters also receive the psychological "benefit" of knowing they have performed 
their civic duty. 

A concern in the formation of public policy is whether people make informed 
choices when they vote. We can expect voters to gather information about candi-
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dates that will influence their decisions about whom to vote for as long as the bene­
fits of gathering additional information exceed the costs . Often, though, voters 
decide that it is not co<>t-effective to gather information . Anthony Downs labels the 
shortage of information gathered on the part of the public that does vote " rational 
ignorance," which is the decision not to actively seek additional information 
because people find the marg inal cost of its acquisition exceeds the marginal bene­
fit of possessing it. 1 his feeling of excessive marginal cost, in turn, can arise 
because information g,1thering is more complicated for public choices than for pri­
vate choices. There are several reasons for this. 

In the political market, voters must evaluate and select a package deal. This is 
unlike the commercial marketplace, where in buying apples or shirts you can 
decide to buy one item more or one item less; that is, you can engage in making 
decisions at the margin. When you place an additional item in your shopping bas­
ket, you register a clear plebiscite for its production. However, when you vote in a 
political election your vote is registered not for a s ingle item supported by the 
political entrepreneur. but for the entire package of issues the candidate or party 
supports. Like many voters, you may vote for a candidate because of his or her 
support for a particular issue that is of intense interest to you, such as defense 
spending. You are likely to find several other items in the candidate 's bundle that 
you really do not want. 

Voting occurs infrequently and irregularly, in contrast to buying in the com­
mercial marketplace, where consumer choices are registered frequently and repeti­
tively. In the commercial market, consumers communicate very effectively when 
they cast millions of votes every day to producers by deciding to buy or not to buy 
the products offered. But the electorate does not have the opportunity, or perhaps 
the inclination, to vote "requently enough to send a clear signal to political entre­
preneurs regarding its political desi res. Voters typically get to vote for candidates 
only every two, fou r, 0 1 six years. This makes it difficult to find candidates who 
will support public wants reliably for their entire term and over the range of issues 
that often emerge after the election. It is impossible to know in advance whether a 
candidate will support a particular position on issues that were not foreseen at the 
time of the election. It ii. also impossible to know the final shape of future bills to 
be voted on by representatives. 

This means political entrepreneurs are relatively free of control by the elec­
torate. The main control voters have is in elections in which an incumbent is run­
ning for reelection, where they can retrospectively sanction or reject the candi­
date's record in the voting booth. Voters can use indicators that provide clues about 
how someone might vote on unanticipated issues, such as claims by a candidate 
that he or she is "conservative" or "moderate" or "Republ ican." But picking some­
one based on a label is a very inexact system . 
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The infrequency of elections also requires that many different choices be made 
at the same time. The many candidates and the many different issues at the local, 
state, and national levels inevitably lead to great complexity for voters trying to 
make infonned choices. 

There is also little incentive for voters to be informed. The political realities 
noted above make it difficult for the best-intentioned voter to evaluate candidates and 
issues with confidence. The cost of acquiring useful information is very high. For 
example, suppose the government suggests it is necessary both to spend billions of 
dollars on a savings and loan bailout to protect confidence in the U.S. banking sys­
tem, and to provide aid to a foreign government to provide assistance for a presi­
dent's continued leadership there, and that those expenditures will require a cutback 
in unemployment compensation for U.S. workers laid off from their jobs. How can 
the average voter obtain information to make a rational choice in such a situation? 

Some voters will decide to remain rationally uninformed because they decide 
that the costs exceed the benefits of being fully informed on these issues. Others 
may choose to become free riders, not only by refusing to gather any information 
but also by not even voting. If the choices of those who vote are beneficial to the 
nonvoters, the nonvoting free riders will benefit without incurring any costs. More 
likely, the political entrepreneurs will soon discover who the nonvoters are and 
ignore those items in the package that would most benefit them. 

Many voters reduce the cost of gathering information for themselves by rely­
ing on the "brand names" in the political marketplace: Republican and Democrat. 
Brand names are at least as important in the political market as in private markets. 
They provide infonnation regarding general public philosophies. The packaging of 
a candidate as well as factors like incumbency also provide brand-name informa­
tion regarding quality. An incumbent has a track record that can be evaluated and 
has a brand-name identification usually not found among challengers. Voters tend 
to support incumbent reelection bids just as consumers tend to develop brand-name 
loyalty to products they buy in stores. 

In conclusion, there are important differences between the political and the pri­
vate marketplaces. Communicating demands in the political marketplace through 
the process of infrequent voting is more problematic than communicating them on 
a daily basis through the process of buying and selling. In this area the political 
marketplace is less efficient than the private marketplace, due in part to the way the 
political marketplace is designed. 

Since any one person's vote is unlikely to affect the outcome of an election, 
there is less of an incentive for the average person to stay informed than if his or 
her vote would likely affect the outcome. This increases the power of special inter­
est groups, because unorganized voters have more diffuse interests and are less 
likely to become informed. 
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Interest Groups: Added Muscle in the Policy Market 
An interest group is a collection of individuals with intensely held preferences 
who attempt to influence government policies to benefit its own members. Because 
their interests are strongly affected by public policies in a particular area, their 
members keep themselves well informed regarding legislation in that area. This 
contrasts with the general voter, who is often uninformed on many issues because 
the cost of acquiring information is deemed too high relative to its benefit. And if a 
proposed policy will confer benefits on one group while imposing costs on another, 
both affected groups will probably organize, one to support and the other to oppose 
the policy. For example, teachers will be well informed about tax Jaws and pro­
grams that support public education or hurt it. Members of the teaching profession 
usually know much more about the laws affecting education than does the general 
public, so as individual~ they make informed voting decisions and through teacher 
organizations they lobby for or against specific laws. 

The existence and importance of special interest groups lie in the principle of 
rational ignorance. Individuals, and members of groups, are more likely to have 
incentives to seek information concerning candidates ' stands on issues that affect 
them personally. They are more likely to try to influence other people to adopt their 
positions, to take an active part in campaigning for candidates supporting their 
interests, and to vote. Political entrepreneurs seeking election thus try to court spe­
cial interest groups at the expense of the general welfare. And thus special interest 
groups are likely to have significant effects on policy decisions in areas where they 
think they have the most to gain or lose by the outcomes. 

The high costs of running modem campaigns, necessitated by television adver­
tising and so forth, makes political candidates more eager for offers of campaign 
contributions from spec al interest groups. The more the general public is unin­
formed, the more likely cost to a politician for supporting special interest group 
policies, related to the benefit of the campaign contribution, diminishes. 

There are limits on the influence of special interests, though. Politicians seek­
ing election or reelection typically take money from interest groups in return for 
supporting positions favorable to those groups. Although they need contributions 
to mount successful campaigns, they may be wary of accepting money from groups 
whose positions may be unacceptable to unorganized voters. Interest groups 
themselves are aware that it may be best not to press legislators in causes to which 
the unorganized voters are hostile. Thus legislators often vote as the unorganized, 
but interested, voters want, and congressional decisionmaking often takes into 
account the wishes of voters who are not members of interest groups. This can 
even diminish the possible number of special interest groups, since by not antago­
nizing unorganized voters it encourages them to remain unorganized.19 
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Special interest groups propo e and support legislation they perceive as impor­
tant to their interests; in general, voters who are not members of such groups are 
not likely to oppo e such legislation or to lobby politicians against it if they do not 
think it will affect them adversely or at all. As an example, assume that a state pro­
poses to reduce the budget for its stare-supported university system because of a 
shortfall of tax receipts. The state may propose a reduction in the faculty and staff, 
to be accompanied by an increase in tuition for the students. Since the faculty, 
staff, and students will bear the brunt of this decision, they may form an interest 
group to propose an increase in taxes within the state to be used not just to avoid 
layoffs , but also to maintain low tuition and even increase faculty and staff 
salaries. In other words, this interest group is petitioning the state to raise the 
wealth of its members at the expense of general taxpayers. They are demanders of 
a transfer of wealth from the state. 

The suppliers of this wealth transfer are the taxpayers, who probably will not 
find it worthwhile to organize to oppose having their wealth taken away by the 
state university system. General taxpayers probably will be less well informed 
about this legislation than members of the special interest group. But even if they 
are well informed, they will have to calculate the costs and benefits of opposing 
the legislation. Say that if the tax increase passed, the average taxpayer would have 
to pay out approximately $2. But he or she might have to spend $ 10 to defeat the 
proposal. Thus, even those knowing of the legislation and aware that its passage 
would cost them money would probably conclude it was not worth the cost of 
opposing it. 

The role of special interest groups in the making of public policy cannot be 
overemphasized. In a large and complex economy such as that of the United States, 
a high number of interest groups is to be expected. Many of the interest groups 
overlap. There are, for example, woman's rights groups, minority rights groups, 
religious groups, physician groups, lawyer groups, farmer groups, and so forth. 
And special interest groups are responsible for much of the misallocation of public 
resources. However, legislation drafted for the benefit of special interest groups is 
not necessarily bad. Much of it may even benefit the general public. In the example 
above, education is a public good and the citizens of the state may be well served 
by having a good state university system for the general population. The point to 
be stressed is that the costs and benefits of being informed on certain issues and the 
marginal costs and marginal benefits for lobbying for or against those issues are 
different for members of a special interest group than they are for the general pub­
lic. It is this difference in the allocation of the costs and benefits of being informed 
and taking an active political stance that usually influences the type of legislation 
proposed and implemented. 
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James Madison denounced interest groups ("factions," he called them) as 
being the cause of instability, injustice, and confusion in democratic politics. He 
defined factions as "a number of citizens ... who are united and actuated by some 
common impulse of passion, or of interest, adverse to the rights of other citizens, 
or to the permanent and aggregate interests of the community. "20 Since that time, 
every interest group has claimed to represent the national interest rather than a 
parochial interest. And each group has looked suspiciously at every other interest 
group as aggregations of conniving, self-seeking individuals. 

Mancur Olson accepts the Madisonian standard model of human nature, which 
i.ays that individuals know their self-interests and act rationally to further them.21 
He conc ludes that collective goals are seldom rationally pursued. If, as noted 
above, broadly dispersed interests find it difficult to organize for political action, 
then in all likelihood small, narrow interest groups will engineer a redistribution of 
benefits toward themselves and away from the dispersed interests. However, since 
individuals discover the benefits of group organization for themselves, a stable 
society gradually accumulates an increasing number of special interest groups. 
Each will have a disproportionate political influence on the areas of its needs. The 
implications for society are ominous, in that special interest groups redistribute 
national wealth to themselves, which reduces society's overall efficiency. In other 
\\Ords, special interest groups seek to preserve their benefits at the cost of general 
economic stagnation.22 

For example, neither Herbert Hoover nor George H.W. Bush wanted a depressed 
economy, but there were many in their constituencies who were financiaJly secure 
and not threatened with unemployment. Many in this more affluent element pre­
ferred those conditions to taxing and spending policies to reduce unemployment and 
stimulate economic acti\ ity, which they feared might reduce their status. 

The Bureaucratization of the Polity 
The legislative branch of government passes laws and approves specific levels of 
public policy spending. The actual implementation of the laws and the actual dis­
tribution of funds are delegated to various agencies and bureaus of the executive 
branch. Bureaucrats, like politicians and the average voter, have a variety of inter­
ests. 

In reality, bureaucrats are often attacked for being unresponsive to the public 
they serve. Still other cri tics complain that politicians make their bureaucracies too 
responsive to special interest groups instead of a llowing them to impartially 
administer the programs -·or which they were created. 

Bureaucrats are the unelected U.S. government officials tasked with carrying 
out the program approved by Congress and the president. Many laws are passed , 

.. 
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that are more symbolic than substantive insofar as they indicate the "intent" to 
ensure automotive safety, guarantee safe working conditions, or protect the envi­
ronment. for example, without specifying exactly how to accomplish these goals. 
Bureaucrats must use their administrative authority to give meaning to vague plati­
tudinous legislation and determine how the law will actually be applied. 

Those working in bureaus tend to be supportive of the legislature's goals. They 
also prefer a growing budget. which usually correlates with opportunities for pro­
motion and higher salaries for themselves. In public bureaucracies there are no 
incentives to minimize budgets. Instead, bureaucrats try to maximize the sizes of 
the ir agencies through high salaries and the perquisites of office, power, and 
patronage. Within these organizations, in fact, a person's prestige and authority are 
measured by the number of personnel under his or her authority. (Even if bureau­
crats did operate very efficiently, the general voter would be unaware of this due to 
the principle of rational ignorance.) Therefore, bureaucrats compete with other 
bureaucrats for a larger share of the available funds. Bureaus typically do not end 
each fiscal year with budget surpluses, but rather spend all their revenues before 
the end for fear of appearing not to need as much money in the future. Bureaucrats 
try to increase the size of their agency by influencing politicians who provide their 
budget. This leads them to typically exaggerate their claim of a mismatch between 
their responsibilities and their limited resources. 

They may indeed be providing efficient services to the special interest groups 
that were responsible for the legislation creating the bureaus, and they may even be 
serving the public that is their clientele efficiently. But they must aJso answer to 
the legislature that funds and oversees them. It should be noted that in doing this, 
bureaucracies have significant information advantages over the typical legislator, 
who must be concerned with literally hundreds of different programs. And bureau­
cracies themselves provide the information the legislators need to oversee the 
bureaus. 

Those who criticize bureaucracies for being less efficient than private firms 
mi ss a fundamental point of the purpose of a bureaucracy. Typically its existence is 
the result of some market failure-a situation in which market competition could 
not resolve some issue or issues. Consequently, it cannot be measured by normal 
market criteria. Many government bureaucracies provide services for which there 
is no competition. For example, there is only one place to get a driver 's license or a 
zoning permit. 

Public bureaucracies associated with high national purposes of the state, such 
as the milit ary, the Central Intelligence Agency, or th e Federal Bureau of 
Investigation , are gene rally held in hi gh regard as patriotic public servants. 
Ironically, the members of the largest governmental bureaucracy, the military, often 
do not even cons ider themselves bureaucrats. Bureaucrac ies associated with 
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domestic regulatory or redistributional programs that adversely affect the more 
privi leged members of society are generally condemned as being wasteful and 
inefficient, while the individual bureaucrats tasked with enforcing those policies 
are usually held in contempt as incompetent bumblers. 

A Critique of Rationa l Choice 
Rational choice theory began as an explanation of how a rationally self-interested 
person behaves in the marketplace. To the extent that individuals choose what they 
most prefer among potential choices in the market, they are engaging in rational 
behavior. lt claims a scientific objectivity in alleging that it is descriptive of how 
people actually behave in markets without making any value judgment about that 
behavior. As a model of decisionmaking, the logic of rational choice has wide­
spread application throughout the social sciences and has found increasing applica­
bility in the policy sciences. Its strength is to be found in its illustration of how to 
make efficient choices and in the model's ability to explain individual as well as 
group behavior. Rational egoism, as a general rule, may be perfectly acceptable in 
the market. There is no reason for the individual contemplating a choice between 
purchases to be comm tted to any particular political philosophy. Democratic 
fo1ms of government require that rational man/woman be concerned not just with 
hi~ or her own personal well-being, but to concern him- or herself with the general 
welfare of the community of citizens. The invasion of narrowly self-interested eco­
nomic rat ionality into the political thought and behavior of individuals overwhelms 
and ravages democratic politics. 

Universal rational egoism assumes that individuals will act just as rationally, 
and just as self-interestedly, m political arenas as in economic markets. ln econom­
ic thinking there is a strong bias in favor of free markets, with a great concern that 
any government intervention will reduce efficiency. This same bias against govern­
ment is evident in the thought of many policy scientists who have adopted rational 
choice thinking. Supporters of the rational choice model claim the analysis 
describes government and political behaviors as they are, free from any wishful 
notions about how they s11ould be.n Nevertheless, the conclusions of public choice 
have a clear bias in favor of free market principles and limited government. Critics 
point out that rational choice disregards the role that cu lture plays in modifying 
and restricting decisionmaking. Rationality can mean different things in different 
cultures.24 

Social choice theory !.hows that if individuals actually behave the way the the­
ory describes, all collect ive voting mechanisms are subject to manipulation in 
which the popular will may be thwarted. In other words, whoever controls the vot­
ing order can determine the results. Even bureaucracy is interpreted as being 
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rationally concerned primarily with increasing its budget and power. The conclu­
sion is that most government agencies are not in the public interest. The obvious 
implication for anyone suspicious of government is that all bureaucratic organiza­
tions and budgets are too large, so budgets may be cut without fear that the affected 
agencies cannot still carry out their responsibilities. The main problem for "respon­
sible" government, then, is little more than to rein in out-of-control agencies. 

The average citizen has a modest interest in policy issues, but the costs are too 
high relative to the benefits for him or her to become well versed on either the spe­
cific issues or the policy positions of elected officials. Politicians have a positive 
incentive not to inform the voters on specific policy proposals, but only to speak in 
general of the goals of "peace and prosperity." Rather than speaking to the public 
about policy issues, they can be expected to espouse ethical principles and humbly 
acknowledge their own moral rectitude while castigating that of their opponent. 
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Citizens are usually rationally ignorant and not well positioned to monitor public 
policies in a manner a!-sumed by democratic theory. Political elites formulate poli­
cies in a way that maximizes their benefits in the theory. 

In the rational choice model, which is descriptive of what is. without passing 
judgment, politics is little more than a game in which all participants seek to maxi­
mize their benefits whi le treating the cost as a negative extemality to be transferred 
to the commons (all ta~ payers). The world of politics as viewed through the lens of 
rJtional choice is almost unrecognizable to the student of liberal democratic 
thought. There is no doubt that the economic calculus of public choice (rational 
egoism) explains one facet of the human psyche. This explanation has grown, and 
is accepted, to the point that it threatens to crowd out other approaches. 

Rational choice theory has a difficult time explaining altruistic behavior. Why 
do individuals who perceive no benefit to themselves for helping others neverthe­
less do so? Rational choice theory would not predict that individuals would engage 
in "good Samaritan behavior." Nor do rational choice theorists have an easy expla­
nation for collective ac, ion for the general welfare. For example, even though the 
cost of collecting infonnation and going to the polls to vote outweighs the likeli­
hood that the vote will have any influence on the outcome of the election, millions 
of people do go to the polls. 

Finally, many cognitive psychologists argue that individuals usually do not 
have complete informal on and therefore cannot ascertain the ''best" choice from a 
ra ional perspective. As a result, individuals are more likely to seek a minimum 
level of satisfaction (rather than the maximum) from their decisions. This is 
re ·erred to as "satisficing." 

On the positive side a contribution of the theory has been to suggest to policy­
makers one avenue to develop public policies. We agree that a competitive market 
can allocate resources efficiently and without any guidance from government. At 
the same time, we recognize that the market has several weaknesses. The market is 
unJble by itself to cope with business cycles and unemployment, income inequali­
ty, or the consequences of a concentration of market power and money. A market 
does not protect the commons. The market is incapable of providing public goods. 
Many of society's most urgent public policy issues-urban decay, pollution, the 
social unrest that is attributable to poverty-are to some degree the result of some 
market shortcoming. 

Many market imperfections can be treated by policies that make use of the 
market's mechanisms. Policymakers increasingly attempt to take the incentives of 
the free market into account when designing public policy. Privatizing government 
operations is one such effort to use the profit motive to increase efficiency. 
Deregulation of some industries, such as airline and trucking, is an example. The 
effort to use market mechanisms to control pollution is another example. As noted 
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earlier, many critics of this approach feel that to pennit businesses to pay a fee to 
pollute removes the moral stigma from the act. The right to pollute is reduced to 
any other market good that can be bought or sold. In the case of the tragedy of the 
commons, each individual acts rationally in their self-interest, with the result being 
collective irrationality. The bar-ic consequence of public choice is that of "rational 
man, irrational society. "25 

Adam Smith, writing in an earlier age, thought of economics as a part of moral 
philosophy. It never occurred to him that economics might be thought of as value­
free (see Chapter 5). On the contrary, his theory was based on the desire to improve 
the situation of the masses. As he wrote in Wealth of Nations: "Consumption is the 
sole end and purpose of all production; and the interest of the producer ought to be 
attended to, only so far as it may be necessary for promoting that of the 
consumer. " 26 

Robert Heilbroner has pointed out that economists today claim to engage in 
value-free scientific thinking because the prestige associated with pursuing a sci­
ence resembles the grandeur of religious pursuits in an earlier age. He holds that all 
"economic analysis is shot through with ideological considerations whose function 
is to mask the fullest possible grasp of some of the properties of a capitalist social 
order."27 The social sciences cannot achieve the rigor (or objectivity) of the natural 
sciences as long as the worth of the individual is valued. Nonnative values regard­
ing the worth of life, health, and human dignity permeate public issues. In fact, as 
members of a social order. it is impossible for us to describe this order without 
using the feelings of attachment and identification that make us a part of the fabric 
of society. A nonideological being could not exist as a sentient member of society. 

This is as it should be, especially in public policy, since its purpose is to pro­
mote the general welfare. The next two chapters explore the relationship between 
the individual and society. 

Conclusion 
Markets fail to produce ideal outcomes in the best-attainable allocation of goods 
and services. Democratic governments are asked to intervene to correct the defi­
ciencies of market outcomes, but must do so through the institutions of representa­
tive democracy, wjth voting procedures, political entrepreneurs, and interest 
groups serving as intennediaries. 

The process is one in which individuals in politics act, as people are assumed 
to do in the marketplace, on the basis of their preferences based on their views of 
their rational self-interest. Rational public choice theory offers an explanation 
regarding how individuals act in the political marketplace. It should be seen as a 
view about how the system actually works and not how the system should work. 
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In some ways the government is even less efficient than the private market­
place. This is particularly true in limiting voters to infrequent elections and in 
requiring the political "package deals" achieved through logrolling. 

The principle of the median voter results in the "middle ground" of the elec­
torate being critical in any election. Since both candidates in a two-way race must 
compete for the median voter 's posi tion and portray their opponent as being an 
extremist and "out of touch with the mainstream," campaigns usually fail to pro­
duce any bold initiatives for change. Rather they eschew substance in favor of 
efforts by candidates to tar their opponents with negative symbols. 

The voting paradox also allows political entrepreneurs to take almost any posi­
tion on an issue and claim that this was supported by a majority. Consequently, 
"'hoever controls the voting agenda on several related items will have a powerful 
influence on the voting outcome. 

Special interest groups are organized voters who see their self-interest bound 
up with a specific issue, are informed about it, and are therefore inclined to vote 
based on that issue. The general population of potential voters, following the prin­
ciple of rational ignorance, is likely to be uninformed about and indifferent to most 
political issues. Special interest groups, then, have a political influence out of pro­
portion to their numberi., although politicians are reluctant to antagonize the gener­
al voting population needlessly because they too have the potential to mobilize and 
retaliate through their own interest groups. 

The accumulation over time of legislation for the benefit of special interest 
groups redirects public resources toward those groups at the expense of the unor­
ganized and less-likely-to-vote general public, particularly the poor. This may 
result in further movements away from the ideal of government correction for mar­
ket failures. 

Rational choice thinking is a valuable tool for policy scientists. An overempha­
sis on the model can legitimize an approach to public policy that treats all issues 
and positions as of equal value. In such a scenario the role of policy scientists is 
reduced to tabulating wins and losses for different groups. 

Questions for Discussion 

I . What is public choice theory? How does it help in analyzing public behav­
ior and policy? 

2. How can democratic voting behavior lead to undemocratic results? How 
can this be squared with the idea of justice? Is there a solution to this prob­
lem? 
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3. Why do political candidates move to the center in a single-peaked two­
party system? Why are parties more likely to have more fixed ideological 
points in multiparty systems? 

4. Why do candidates prefer to campaign on general terms rather than specific 
issues? Conversely, why do candidates reduce an opponent's general stands 
into specific positions? 

5. What is the idea of rational ignorance? How can this be squared with the 
democratic ideal of an informed citizenry? 

6. The democratic ideal also contains the concept of each citizen having an 
equal voice in government. How then can special interest legislation be jus­
tified? 

7. Are there ways to make government bureaucracies more concerned about 
the efficiency of their programs? 

8. Why must policymakers be concerned with the use of common resources? 
How can policymakers best regulate the usage? 
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Notes 
1. The adaptation of this theory from economics to political science began with 

William Riker at the Uniwrsity of Rochester in the 1950i.. But it has developed most broad­
ly in the Virginia state un versity system, especially at George Mason University, Virginia 
Tech, and the University of Virginia, and is sometimes referred to as the Virginia school. 
Ja'lles M. Buchanan Jr., an economist from George Mason University, won a obel Prize 
for his work in this area ( 1 )86). 

2. See William H. Riker. Liberalism Against Populism: A Confro/lfation Between the 
Theory of Democracy and rhe Theory of Social Choice (San Francisco: Freeman, 1982). See 
al ~o William C. Mitchell . Go1•emment As It Is (London: Institute of Economic Affairs, 
1988). 

3. Abraham Maslo\.\, ·'A Theory of Human Motivation.'' Psychological Re1•iew 50 
( 1943): 370-396. 

4. As an economic te rm, efficiency is defined as max imi zing output with g iven 
rei.ources (costs). It implie~ the impossibility of gains in one area without losses in another. 

5. Robert B. Reich, The Resurgent Liberal and Other Unfashionable Prophecies 
(New York : Vintage Books 1989), p. 259. 

6. For an excel lent summary of rational self-interest, see Henry Demmert , 
Economics : Understa11di11~ the Market Process (New York: Harcourt Brace Jovanovich, 
199 1 ), pp. 4-6. 

7. Opinions regarding what motivates individual choices are often raised in public 
policy discussions. There b an often heard contention that there are no truly altruistic acts. 
Un~elfish acts, such as volunteering to work in a soup kitchen to feed the hungry, make peo­
ple feel morally correct by giving them a clear conscience. Thus actions are altruistic only 
at a superficial level. On closer examination, the motivation to act ·'altruistically" is really a 
mo ivation to achieve the se lf-satisfaction of thinking of oneself as being a good person. 

To derive satisfact ion from helping others does not make one selfish. The unselfish 
person does derive satisfact ion from helping others, while the selfish person does not. The 
truly selfish person is unconcerned about the suffering of others. It is sophistry to conclude 
that, because an individual finds satisfaction in helping to feed the poor, she or he is self­
ish. If we ask why someone gains satisfaction from volunteering to work in a soup kitchen, 
the answer is that the individual cares about other people, even if they are strangers; the 
volunteer does not want tht•m to go hungry, and is willing to take action to help them. If 
the ndividual were not this kind of person, he or she would receive no satisfaction in help­
ing others; this fee ling of sati sfaction is a mark of unselfishness, not of selfishness. See 
James Rachels, The Eleme1 ts of Moral Philosophy (New York: McGraw-Hi ll, 1986), pp. 
56--60. 

8. Rachels, Eleme/lfs of Moral Philosophy, pp. 5-6. 
9. Usually about two-thirds of those eligible to vote are registered in local elections. 

Thu5 a political entrepreneur may win an election with the support of only about 20 percent 
of those eligible to vote, which reduces any legitimate claim to a mandate. See Norrnan R. 
Luttbeg, "Differential Voting Turnout in the American States, 1960-82," Social Science 
Quarterly 65 (March 1984): 60- 73. See also, "Elections," in U.S. Cens us Bureau, 
Staflstical Abstract 1996 (~ashington, D.C.: U.S. Government Printing Office, 1996), pp. 
267-292. 

IO. There is lirtle disagreement with Richard Fenno's statement that candidate goals 
include reelection, influence within Congress, and good public policy. See Richard Fenno 



RATIONAL PUBLIC CHOICE 105 

Jr., Congressmen in Committees (Boston: Little, Brown, 197 3). This is not to suggest that 
politicians seeking election or reelection are motivated by greed. Politicians may seek 
power, not as an end in itself, but as the means for implementing their visions of good pub­
lic policy. But e lection is a prerequisite to the achievement of good policy, and therefore 
must be an immediate goal. 

11 . H. R. Haldeman, The Haldeman Diaries: Inside the Nixan White House (New 
York: G. P. Putnam's Sons, 1994), p. 221. Other presidents have also made military deci­
sions with an awareness of potential voter reaction. President Abraham Lincoln was willing 
to shift troop deployments during the Civil War in a way that strengthened his chances for 
reelection. Troop units from states in which his reelection chances were c lose were either 
moved to the rear of battlefronts or out of the fighting altogether to reduce thei r casualties 
and the reasons that families and friends from those states would have to oppose Lincoln. 
Troops from states where his reelection chances were either very high or very low were 
moved to areas where the fighting was heaviest and the like lihood of casualties the greatest. 
See Gore Vida l. Lincoln {New York: Ballantine Books, 1984). Robert Tollison's research 
supports Gore Vidal's position. See Robert Tollison, Deud Men Don't \!Ote (Fairfax. Va.: 
Public Choice Center, George Mason University, 1989). 

12. This is distinguished from a Pareto optimum, which is a situation in which it is 
impossible to make any Pareto improvement, that is. when it is impossible to make any per­
son better off without making someone else worse off. Under unanimity rules, the individ­
ual being made worse off would veto any change. 

13. Another obvious dilemma that arises with majority rule is that minorities have an 
incentive to break majority coalitions in order to become a part of new majority coalitions. 
Accordingly, in the sate llite dish example, the forty-nine villagers excluded from the win­
ning coalition might try to reform the coalition b) persuading at least two members of the 
majority to join them in return for a side payment. Under majority rule, the search for new 
coalitions always continues while existing coalit ions try to firm up their support. 

14. The transitivity axiom states that if preferences are transitive, then all the alterna­
tives can be placed in order whenever there are more than two choices. Therefore, if a is 
preferred to b, and b is preferred to c, then a is preferred to c. This permits ranking alle rna­
tives from the most to the least preferred. 

15. Kenneth Arrow, who won a Nobel Prize in economics in 1972, produced an excep­
tional proof of the impossibility of formulating a democratic process for reaching a majority 
decision that ensures transitive and nonarbitrary group choices. See Kenneth Arrow. Social 
Choice and Individual Values {New York: John Wiley, 195 1 ). 

16. It is not clear that the net benefit to society would be greater by transferring the 
fund s from closed bases to higher salaries and weapons systems. See Richard Halloran, 
"Pentagon Fights for Budget Cut {Yes)," New York Times. April 30, 1989, p. ES. 

17. This assumes that the voters have single-peaked preferences, so that as they move 
away from their most preferred position in any direction, their utility of outcome consistent­
ly falls. 

18. See Yoram Barzel and Eugene Silberberg, " Is the Act of Voting Rational?" Public 
Choice 16 (Fall 1973): 5 1-58. 

19. See Arthur T. Denzau and Michael C. Munger, ''Legislators and Interest Groups: 
How Unorgan ized Interests Get Represented ," American Political Science Review 80 
(March 1986): 89- 106. 

20. James Madison. The Federalist no. 10. 



106 PUBLIC POLICY 

21. Mancur Olson, The Rise and Decline of Nations (New London: Yale University 
Press, 1982). 

22. By intensifying distributional struggles and encouraging the primacy of political 
competition , special interest groups siphon a society's talents and energies away from the 
production of goods and focus them instead on winning the distributional contest. Olson 
claims that the postwar economic miracles in Germany and Japan were due in part to the 
purging of all special interest groups as a result of the war, which opened the way to rapid 
growth. Countries like the United States and England found their special interest groups 
sti ll viable at the end of the war and experienced slower growth in the postwar era as a 
result. 

Olson's solution would be to save democracy from its own excesses by reducing spe­
c al interest groups' influence on the political process. He hopes that schools and mass 
media will create a widespread antipathy to special interest groups and bring about a cultur­
al change. Perhaps society could then achieve the ideal of a state devoid of special interest 
politics and continually remain adaptive and innovative. 

But the proposed sy~tem, lacking interest group mediatton, would effectively cripple 
democratic institutions. Without interest groups, which are the breeding grounds for demo­
cratic opposition independent of state power, the strength of representative democracy 
would be weakened. Special interest groups shape social values. Group morality is defined 
and refined through their workings. 

23. See James BuchJnan. "Politics Without Romance: A Sketch of Positive Public 
Choice and Its Normal ve Implications," in Alan Hamlin and Philip Pettit, eds., 
Contemporary Political Theory ( ew York: Macmillan, 1991 ), pp. 216-228. See a lso 
William C. Mitchell , Government As It Is (London: Institute of Economic Affairs, 1988). 

24. Ellen Coughlin, "How Rational Is Rational Choice?" Chronicle of Higher 
Education. December 7, 1994, p. A 16. 

25. See Brian Barry and Russell Hardin, eds .. Rational Man and Irrational Society? 
(Beverly Hills: Sage, 1982 . 

26. Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations, edit­
ed by Edwin Cannan (New York: G. P. Putman 's Sons, 1877; originally published in 1776), 
p. 060. 

27. Robert Heilbroner, 'The Embarrassment of Economics ," Challenge: Tire 
Magazine of Economic Affairs, November-December 1996. 



CHAPTER 4 
Ideologies and Institutional 

Constraints: Pub I ic Pol icy 
in the United States 

Public policy in the United States must be considered in context of the peculiarities 
of its political institutions and its culture. If politics is the art of the possible, it is 
also a truism that the problems that get on the agenda and the viable policy options 
will be detennined by the culture and institutions of the society. The framers of the 
Constitution fragmented power rather than concentrating it. The system of checks 
and balance , separation of powers, and federalism was the result of choice and the 
political realities of the time. By providing for a limited government and guaran­
teeing certain individual liberties, the framers also provided a channel through 
which public opinion may constrain policy. 

National crises, such as the Civil War, the Great Depression, and World War ll, 
have changed the parameters of the struggle over policy. More recently, opinion 
has been divided over whether the system created in 1787 can still provide for 
effective government in the twenty-first century. Many critics of the system pro­
pose schemes to streamline institutions and encourage a concentration of power. 
Others praise the work of the framers and the virtues of inefficient government as 
extolled by James Madison in The Federalist no. 10. This chapter examines the 
origins of this debate and how the conservative bias among the delegates to the 
Constitutional Convention wa reflected in the Constitution; the role of federalism 
and its impact on policymaking; and U.S. political culture and public philosophy 
and its impact on public policy fonnulation . Finally, it looks at how public philoso­
phy is related to political attitudes and peculiarly "American" values. 

Ideology and Public Policy 
An ideology refers to a structure of interrelated values, ideas, and beliefs about the 
nature of people and society. It includes a set of ideas about the best way to live 

107 



108 PUBLIC POLICY 

and about the most appropriate institutional arrangements for society. As such, it 
invariably includes a belief that society can be improved. Ideologies include an 
image of the good society and the means for achieving it. Therefore, supporters of 
an ideology believe that if their plan is followed and the appropriate policies are 
adopted, the society will be improved. Ideologies thus provide a perceptual lens 
through which to view politics by helping to organize thoughts and evaluate poli­
cies, programs. political parties, and politicians. Ideologies are a device to simplify 
the complex ities of political reality and therefore are never completely accurate or 
inaccurate descriptions of political reality. 

The term ideology was first used during the French Revolution to describe a 
view of how society should be organized that was '>Cparate from religious views 
that were becoming increasingly controversial. Today, the term often is used to 
refer to the outlook of iPdividuab with rigidly held beliefs. In fact, the mainstream 
of U.S. politics has never been rigidly ideological: only the far right and far left are 
concerned with a correct ~et of values and behaviors for their members. Those pas­
sionately committed to an ideology are not likely to make good policy scientists, as 
they often cannot dispa%ionately examine a problem without confusing it with 
their ideological goals. Ideologues find it difficult to compromise. because an ide­
ology carries with it a commitment to try to change the society in the dire.:tion of 
their ideology. Policyma1<ing becomes more difficult when issues are cast in ideo­
logical terms, because the policy problem becomes transformed into a "conserva­
tive" or " liberal" principle that cannot be compromised. 

In the United States more people have consistently identi fied themselves as 
conservative rather than liberal over the past twenty years.I People in the United 
Sta;es often describe themselves as liberal or conservative even while they prefer 
to think of themselves as pragmatic, political moderates who decide issues on their 
merits rather than through any ideological set of values or beliefs. Many people 
who call themselves liberal or conservative only accept a certain part of that ideol­
ogy Many Americans who accept the conservative view that the role of govern­
ment in the economy should be reduced, want greater government involvement in 
the regulation of social is:-.ues, such as gays in the military. Conversely, others who 
view themselves as accepting a liberal position of more government intervention in 
the economy, feel the government should have a smaller role in the area of person­
al morality. Many who are conservative on social issues may be liberal on econom­
ic issues and vice versa. This is not necessarily logically inconsistent. It suggests 
that political ideology in he United States is rather Ouid. It also suggests that an 
ideology is somewhat mal eable to the political environment in which it exists. 

A liberal o r conservative orientation does not determine political postures for 
most people. but it is a useful means for self-identification and articulation of poli­
cy positions. The more informed people are, the more likely they are to have policy 
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positions consistent with thei r ideological orientation. Since the 1980 presidential 
e lecrion, the Republican Party has i.trengthened its identification with a conserva­
tive ideology. Ideological awareness has grown in the United States in recent presi­
dential elections, with a stronger association between ideological self-identifica­
tion and voting patterns. 

Most Americans, in fact, do not organize their thoughts systematically or con­
sistently. For example, a voter may want tax cuts but would like the government to 
increase funding for Medicare. Many Americans view their position on one issue, 
such as tax cuts, in isolation from their view on another issue, such as their desire 
for more defense spending. Some attentive voters have difficulty finding candi­
dates who reflect their view on a wide variety of issues, because the government is 
involved in an ever-wider variety of public policies. 

Political entrepreneurs, including legislators, lobbyists, special interest groups, 
and party activists, are more likely to be ideologically committed. They often try to 
mobilize public opinion toward their ideology, but find that more voters may react 
negatively when such appeals seem too far out of the mainstream. For example, the 
Republican leadership turned back an attempt to make opposi tion to late-term 
abortions for party candidates a prerequisite for receiving campaign financial assis­
tance. The "conservative" leadership learned the hard way that they drove many 
voters, especially women, out of their party by appearing to oppose any dissenting 
views. Political parties must make some accommodations with voters and ad hoc 
coalitions to maintain viability. This stands in stark contrast to many countries 
whose political parties are organized around competing political phi losophies and 
ideologies. In those countries, political parties are more disciplined and political 
struggles take on the form of a protracted :onflict. 

evertheless, most voters are not at the "dead center" of a political spectrum. 
Rather, they have a tendency to be a " little more conservative" or a " little more lib­
eral.'' Political entrepreneurs therefore try to use ideology as an organizing strate­
gy. It is imperative to understand the main ideologies in the United States and how 
they influence public policy. 

Today, ideological controversy is a part of the debate on the whole variety of 
public policy issues, from whether gay marriages should be recognized by law, to 
how 10 reduce the flow of drugs into the country, what the nation's international 
trade policy should be, and how to improve the educational system. 

Should the government be less involved in our lives? Would it be bette r if peo­
ple were forced to rely more on themselves and the market for their well-being? 
How should the government provide for economic growth and price stability? 
Should the government adopt a more restrictive immigration policy? How can we 
stop urban decay? Ideological controversy and debate are very much a part of our 
political process. 
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Two Major Ideologies 
There are several different theories that try to describe how governments should 
behave (normative theories) or how they actually do behave (positive theories). 
The two major ideolog es are actually theories or perspectives from which to judge 
government policies. 

Liberalism 
Liberalism is an ideology committed to a set of policies that have as their common 
goal greater freedom for individuals. The term "liberal" first acquired its modem 
political connotation from the Liberales, a Spanish party that supported a version 
of the French constitution of 1791 for Spain.2 Liberal thought has two central 
ideas. The first is the opposition to arbitrary authori ty and its replacement with 
more democratic forms of authority. The second idea is a desire for greater overall 
freedom for the individual Early liberalism emphasized freedom fro m arbitrary 
au thority. It began with support for freedom of conscience and a demand for reli­
gious toleration. 

The spirit of this rational liberalism can be traced back to John Locke and his 
Two Treatises of Gol'emment (1690). Locke's philosophical rationalism, common 
sense, and liberal spirit are reflected in the work, which stresses individual "natural 
rights," labor, property, and reason. Locke's treatises contain the basic doctrine of 
liberalism. Later economic liberals stressed the observation made by Locke that the 
fint requisite for national economic growth was the protection of private property. 
Because unless people had a right to property, the incentive to work would dissolve 
and production would fall. 

Adam Smith. the founder of modem economics, is often considered to be the 
greatest of the economic liberals. Smith published Wea/ch of Nations in 1776 in an 
effort to refute the mercantilists, who argued that the true wealth, or power, of 
nations is not determined by the amount of gold that a nation acquired, but by the 
amount of goods and services produced by the society. Rather than focusing on the 
role of the state as the mercantilist!> did, Smith focused on the role of the individ­
ual Smith argued that interference with market forces by the government must 
lead to inefficiencies and reduced growth. The government, by directing economic 
resources toward one industry, must necessarily draw those resources from other 
areas, which are then underfunded. 

There was concern that permitting everyone to follow his or her own self-inter­
est would lead to chaos throughout society. Smith argued that the discipline of 
market forces would lead not to lower production resulting from the zero-sum rela­
tionships perceived by the mercantilistf, but to benefi ts for both parties to a trade, 
or they would not consummate the agreement. The most efficient manufacturers 
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will survive and the inefficient will go under. The invisible hand of market forces 
can regulate the market far beuer than the government. 

Thus the idea that society should be free from government interference. 
Thomas Jefferson, who was a classical liberal, summed up the sentiment with his 
famous phrase, "That government governs best which governs least." This view 
was well suited to a new country that had just thrown off the shackles of arbitrary 
interfe rence by King George Ill in political and economic decisions of the 
American settlers. A young vigorous nation with resources and room to expand 
provided an excellent foundation for an ideology of freedom from economic or 
political control. 

Because of their experience wi th monarchial government, both Smith and 
Jefferson saw government as a threat to individual well-being. Jefferson said, "The 
care of human life and happiness, and not their destruction, is the first and only 
legitimate object of good government." Classical liberals were fearful of the heavy 
hand of government and sought to "free" the individual from state oppression. 

Classical liberals had greater faith in the influence of markets than in the influ­
ence of governments. Both Smith and Jefferson thought that their theories would 
lead to an improvement in the well-being of the nation 's citizens. Liberalism 
emphasizes a human being's reasonable nature, which leads to cooperation (such 
as in the social contract) and to competition in a constructive way. If society is set 
up correctly, we may all gain from competition. Conversely, classical liberals 
focused on abusive uses of power by the state. Jefferson's Declaration of 
Independence catalogued a list of abuses of the British government. Unlike the 
mercantilists, who viewed competition as zero-sum, liberals saw competition as 
constructive and positive-sum, that is, mutually advantageous. If two individuals 
meet in the market and one has brought grapes but prefers apples, and another has 
brought apples but prefers grapes, then both can benefit through an exchange. 

The classical liberal view had a strong bias in support of the market whenever 
a choice was lo be made between the two. Classical liberalism also became associ­
ated with a preference for democratic forms of government. Democracies were 
preferred because, by weakening centralized power, individual freedom was made 
more secure. Democratic forms of government with eparation of powers and 
checks and balances can be more easily thwarted in any policy that requires deci­
sive centralized decisionmaking. 

The industrial revolution resulted in the rapid urbanization of Europe, rapid 
population growth due to better living and health standards, and the destruction of 
the landed aristocracy and the petty nobility, who were made irrelevant by the 
changes. The aristocracy was replaced by new elite comprising manufacturers, 
financiers, merchants, and government officials. Jeremy Bentham ( 1748-1832) 
was an observer of the changing conditions and a principal commentator on utili-

111 



11 2 PUBLIC POLICY 

tarianism. Bentham joined the two threads of liberalism together by applying the 
concepts of utility and the marketplace to politics and the tasks of democratic gov­
ernment. He is well known for his observation that "nature has placed mankind 
under the governance of two sovereign masters, pain .md pleasure" and his utility 
principle of the greate~t good for the greatest number. However, Bentham did not 
identify utility with selfishness. for he says that the "first law of nature is to wish 
our own happiness; and the united voices of prudence and efficient benevolence 
add,-Seek the happiness of others.-seek your own happiness in the happiness of 
others. "~ 

Bentham proposed that politics and law should provide a maximum of free 
choice and libeny for all. He believed that education, free speech, inclusive repre­
sentation and an expanJed suffrage. and the regular accountability of the governors 
to the governed-that s, politics !Jattemed after the model of the free economy­
were necessary to prO\ ide good government. His theory first combined economic 
liberalism with positivr political action. 

In the mid- I 800s. more challenges were raised about this antistate view of lib­
eralism. The goal of liberalism was individual freedom. But it was becoming 
increasingly c lear that economic progression had brought about si tuations that 
could reduce individual freedom. For example, although political power was 
decentralized and pushed out of the marketplace, market power was becoming 
increasingly centralizeJ. Liberals had expressed great faith in freedom of con­
tracts (agreements between two consenting panics without government interfer­
ence). If one pany does not like the agreement, one does not sign the contract. This 
might not be a viable option when the bargaining power between the two parties is 
highly unequal. What if a powerful corporation offered a very-low-wage contract 
to a poor person desperate for a job to provide for his family? The contract might 
require a twelve-hour work day and even carry a clause in which the individual 
agreed never to join a union as a condition of employment. Does the person in 
urgent need of a job reall} have a choice? Corporations also claimed the right 
under laissez-faire to share lists of troublesome workers who might have agitated 
for higher wages, thus blacklisting anyone who objected to low wages. Classical 
liberals believed that w~·ges would find their own natural level, even if it was at a 
M..ilthusian subsistence level. 

The growth of the modem corporation and industrial technology transformed 
the world of Adam Smith, who had not conceived of the organizational power of 
large corporations. Great inequalities in the employment market made one person's 
economic freedom another's oppression. The market in commodities such as child 
labor, impure or adulter..ited foods, and slum housing led some to conclude that 
government regulation could expand freedom, especially of the poor. Some "mod­
em liberal" political and economic writers began to suggest that in such a circum-
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stance it was time for the government to be brought back into the marketplace to 
protect people from the inequities in the system. Modem liberals began to support 
wage and work-hour legislation, the right to unionize, and worker compensation. 
Other economic liberals defended the tenets of laissez-faire capitalism, transform­
ing the means of liberalism into ends and transforming their liberalism into conser­
vative ideology. 

John Stuart Mill inherited the liberalism of Adam Smith and Thomas Jefferson 
as taught by his father, James Mill, a noted political economist (and friend of 
Bentham's). In 1848, Mill wrote his treatise Principles of Political Economy, 
which gave liberalism a new meaning. He argued that liberalism had been an 
important force in the destruction of arbitrary centralized power, and had provided 
the very foundation for democratic revolutions and reforms while invigorating 
individual liberty in Europe and the United States. But liberty that merely sanc­
tioned the amassing of wealth was insufficient, according to Mill, who also wanted 
moral and spiritual progress. He thought that the state should take some action to 
correct market failures and to nudge social progress along. For example, the state 
should allow for individual freedom in most cases. And parents should be ordinari­
ly free to raise their children as they see fit. However, there was a parental duty and 
a moral obligation for parents to educate their children. This moral obligation was 
to the children and also to society. This obligation of the parents to educate their 
children took priority over their rights to raise their children as they saw fit. The 
state had a right to use its coercive authority to require the education of the chil­
dren. However, since some parents cannot afford the cost of educating their chil­
dren, the government is obligated to provide grants to make the education of poor 
children possible. Mills's views on education were similar to his views on other 
areas of social welfare. 

In his later years, Mills became increasingly willing to tolerate, or even 
require. government involvement in a number of social issues. The question was 
always when to permit government intervention, and how far the intervention 
should be tolerated. The Progressive period in the U.S. experience (roughly 
1890-1920) signaled the willingness to use government and social institutions to 
improve the human condition. 

John Maynard Keynes further contributed to the willingness of liberals to reg­
ulate the economy for the general welfare. His analysis showed that laissez-faire 
principles could lead to economic chaos and that government intervention could 
provide much needed order. Keynes believed that the state needed to be active to 
provide an improvement in society's condition (see Chapter 5 for a further expla­
nation of his views). 

Vaclav Havel, president of the Czech and Slovak republics, is often quoted as a 
modern liberal theoretician. He worried about the danger in placing too great a 
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dependence on the market, which can result in tragic social consequences for the 
market and the individual. Moving from too powerful a state (communism) to too 
weak a state can risk creating a backlash that could usher in authoritarian rule. He 
advises moderation: 

The market econom} is as natural and matter-of-fact to me as air. After all, it is a 
system of human act ,vity that has been tried and found to work over centuries .... 
It is the system that best corresponds to human nature. But precisely because it is 
so down-to-earth, it i;; not, and cannot constitute, a world view, a philosophy, or an 
ideology. Even less does it contain the meaning of life. It seems both ridiculous 
and dangerous when ... the market economy suddenly become a cult, a collec­
tion of dogmas, uncompromisingly defended and more important, even, than what 
the economic system is intended to serve--rhat is, life itself 4 

The philosophy of John Rawls fits the modern liberal view of the proper rela­
tionship between liberty and equality. His ftrst principle is that each person is to 
have an equal right to the most extensive total system of basic liberties compatible 
with a similar system of liberty for all. His second principle is that social and eco­
nomic policies should be arranged so that they help the least advantaged at least as 
much as the most advantaged. 

What can one conclude about liberalism today? First, modern liberalism keeps 
the same end of the free individual that has always guided this ideology. The 
means to the end have changed, but the goal of increasing human freedom remains 
the same. Liberalism a~serts that the individual is more important than the state. 
But though economic man/woman is based on rational egoism , political 
man/woman must be concerned with the broader welfare. The state is created to 
serve the individual and his or her well-being. Modern liberalism does caJJ on the 
power of the state, but it is in the interest of expanding freedom for all , although it 
may mean that some have less freedom to do as they please. The market is useful 
as an efficient and peaceful process to bring people together in mutually advanta­
geous trade. However, there are some things the market does not do well. In those 
cases, government must step in to promote societal goals and, whenever possible, 
try to use market incentives to achieve them. 

Conservatism 
Conservatism has different aspects in the social sciences. Temperamental con­
servatism describes a cluster of attributes that most people exhibit in all societies. 
The major elements in the conservative temperament include habit, inertia, fear of 
the unexpected, the need to be accepted, and fear of being alone. These traits are 
often found among some of the more marginal groups in society, such as the poor, 
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the elderly, or the ignorant.5 A conservative temperament is given a high "value" in 
the gathering of knowledge and transmitting the culture from generation to genera­
tion. The maintenance of law and order would not be possible without this conser­
vative inclination. This sentiment is also necessary for individuals to accept the 
division of labor and the wage structure as being better than any other system 
devised. 

Closely related to temperamental conservatism is situational conservatism, 
which is the natural and culturally determined disposition to resist dislocating 
changes in the traditional pattern of living. Basically, situational conservatism is a 
general opposition to changes in the social, economic, political, or cultural order. 
The fear of change is the distinguishing characteristic of conservatism. In the polit­
ical-economic arena it becomes a fear of those who would plan to change the world 
or to " improve" it by sacrificing the accepted societal values, institutions, and 
habits of living. Although the more affluent are prime candidates to be content with 
the established order in the society, persons at all socioeconomic levels may lament 
change in the status quo. For reasons that range from the instinctive to the prag­
matic , many will find the security of the established order preferable to the 
unknown of change. The maxim " Better the devil that you know, than the one you 
don't" sums up this view. 

Political and economic conservatism is the result of conservatives of tempera­
ment and situation being thrust into political issues. The most general meaning of 
the term conservatism refers to political conservatism (or the "right"). Political­
economic conservatism refers to the attitudes that venerate the inherited patterns of 
morality and existing institutions, and are distrustful of the competence of popular 
government to provide chan'ge that will improve on the status quo. Politico-eco­
nomic conservatives can be counted on to oppose liberal proposals for reform. Not 
surprisingly, such conservatism draws its major support from those with the great­
est interest in the existing order. 

Like liberalism, modem conservatism has undergone an evolution from "clas­
sical conservatism." Edmund Burke, a contemporary of Adam Smith, is the epito­
me of conservative thinking in the late eighteenth century. Burke agreed with 
Smith that a free market was the best economic system. And he was in sympathy 
with the American colonies and opposed sending British troops to put down the 
rebellion. 

The liberalism of the American Revolution was a seminal event in Europe. 
Liberal ideas appeared to be sweeping the continent, influenced by philosophers 
Jean-Jacques Rousseau and Thomas Paine. The application of liberalism in 
America was not difficult once the British withdrew, since there was no embedded 
aristocracy to contend with. Democratic government fell easily into place. But in 
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France, a re volution based on "liberty, equality, and fraternity" met with fierce 
resistance fr :>m the aristocracy and the Roman Catholic Church, which received 
state support . The revolutionaries dealt with the intransigence with the guillotine in 
an effort to sweep aside all institutions. 

Burke v.atched in horror. His Reflections on the Revolution in France ( 1790) 
began as a discussion of the French Revolution but expanded into an examination of 
the nature of reform and revolution and was to become the standard work of modem 
conservatisrr. Underlying Burke's philosophy was a deep pessimism that is visible 
throughout his writing. Burke realized that the French Revolution was. not merely a 
French affair; it was a revolution in beliefs and theory. He called for a European 
crusade to er JSh this new wild, enthusiastic revolutionary spirit by force of arms. He 
believed that no monarchy would be safe before the tyranny of the multitude. 

Burke opposed the individualism represented by the new philosophy. He saw 
society not i,1 terms of equal individuals but of unequal groups with long-standing 
interests. People are not basically rational as Locke had written; they are only part­
ly rational aitd are generally guided by their emotions and passions. It was to con­
tain humanity's irrational passions that society had evolved institutions, traditions, 
and moral standards, such as the aristocracy, churches, and rules of morality. If 
these were swept aside, the result would be chaos and tyranny of the masses far 
worse than a 1y injustice suffered before the revolution. Therefore these institutions 
were to be c?nserved, even if they were not perfect. They had evolved over hun­
dreds of years of trial and error and people had adapted to them. Burke was not 
opposed to c 1ange, however; it was just that he thought change should occur grad­
ually, allowing time for people to adapt. A state without the ability to change would 
not have the ability to "conserve" itself. The mission of conservatism had not been 
to defeat revolutions but to avert them. 

Burke bdieved that the characteristic essence of all property, "formed out of 
the combined principles of its acquisition and conservation, is to be unequal."6 The 
touchstone o f modem conservatism is that its outlook is more pessimistic regard­
ing the ratior al side of humanity 's nature than is the outlook of liberalism, whether 
classical or modem. Conservatives emphasize the limits of rationality and the view 
that for most people, their ntellect is subordinate to their emotions and passions. 
They tend to emphasize human inequality as a given and that the unequal distribu­
tion of prope "ty naturally follows from this fact. 

The poli ical and economic conservative is typically the prisoner of the pres­
sures for change in the social process. Those proposing change keep the social 
process in motion, while the conservative reacts. When the pace of change is 
pushed by market forces through multinational corporations, computers, and 
automation, the conservative position illustrates that support of a social revolution 
can coexist\\ ith opposition to political reform. 
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The first principle of government for the conservatives is to protect property 
and maintain order. They retain the view of classical liberals that after it performs 
this function, government should have little regulatory authority that would impede 
the acquisition of property. Government should have an increased role, however, to 

encourage respect for tradition. For example, conservatives would like to see gov­
ernment take action to get prayer into schools, restrict abortion, and limit gay and 
lesbian rights. Modem conservatives are also traditional concerning questions of 
women in the military and affirmative action. 

Milton Friedman, a modern conservative and Nobel Prize-winning econo­
mist, argues in favor of Adam Smith 's principle of laissez-faire. President Ronald 
Reagan in the United States, and Margaret Thatcher in Britain, attempted to 
apply this aspect of classic liberalism, now frequent ly called neoconser vatism. 
They advocated free markets at home and in international trade, and minimal 
state interference otherwise except in the area of national security. Reagan com­
plained that a progressive income tax was improper and denounced policies 
designed to reduce inequalities as ··social engineering." The top tax rate in the 
United States was reduced from 70 percent in 1980 to 33 percent in 1986. Critics 
denounced that rolling back governr:ient regulations resulted in giving away nat­
ural resources and relaxing environmental protection standards, contributing to 
the growing inequality in the distribution of income and wealth in the nation (see 
Chapter 6). For modem conservatives individual liberty is to be overwhelmingly 
preferred to equality. Modem conservatism continues today as a combination of 
the ideas of Edmund Burke and Adam Smith's idea of laissez-faire , although 
the problems balancing individual freedom in the market and state interests 
remain. 

By the late nineteenth century it became apparent that the free market had sev­
eral problems identified earlier by Smith. The market system produced oligopolies 
and monopolies, which reduced competition. Individual consumers did not benefit 
as Smith had hoped, when sellers could collect monopolistic rents. Inequalities in 
the marketplace produced great inequalities in the distribution of wealth. Left to 
market forces, stratified class positions were increasingly inherited. Affluent par­
ents provided their chi ldren with the advantages that come with class: excellent 
educational opportunities and connections to jobs and inheritances to provide suc­
ceeding generations with appropriate privileges. At the lower end of the socioeco­
nomic ladder, it became difficult for those at the bottom to acquire the means nec­
essary to achieve upward mobility. Recurring sharp fluctuations in the business 
cycle hit the poor and working class the hardest. 

As a philosophy committed to the defense of the status quo and the leadership 
of certain groups within the society, conservatism is an important ideology in the 
United States. Conservatism is thriving in the realm of ideas with a certain set of 
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core principals. Clinton Ross iter has noted that the persistent themes of the 
philosophers of modem conservatism include the following: 

The exis1ence of a universal moral order sanctioned and supported by organized 
religion. The obstinately imperfect nature of men, in which unreason and sinful­
ness lurk always behind the curtain of civilized behavior. The natural inequality of 
men in most qualities of mind, body, and character. The necessity of social classes 
and orde1 s, and the consequent folly of attempts at leveling by force of law. The 
pn mary 1ole of private property in the pursuit of personal liberty and defense of 
the social order. The uncertainty of progress and the recognition that prescription 
is the chi :f method of such progress as a society may achieve. The need for a rul­
ing and ~erving aristocracy. The limited reach of human reason, and the conse­
quent importance of traditions, institutions, symbols, rituals, and even prejudices. 
The fall it ility and potential tyranny of majority rule, and the consequent desirabil­
ity of diffusing, limiting, and balancing political power.7 

Rossiter also notes that there is a conservative preference for liberty over equality 
as reflected n Burke 's philosophy. Conservatism in the United States is a jumble 
of disparate rnswers to persistent questions about where to draw the line between 
the rights of the individual and the demands of the community. Conservatives gen­
erally suppo1 t government action to protect the status quo or promote the interests 
of those whc tend to be among the more affluent. Conservatives also are inclined 
to favor a decentralization of power. 

Competing Perspectives of Analysis 
The ideologi1;al perspective" provide an indication of how individuals holding par­
ticular views would try to ~ork to change society. The social sciences also suggest 
competing theoretical viewpoints that prove useful in analyzing public policy. The 
pluralist and elite models, and variations on them, offer a myriad of insights into 
individual and collective political action and the deep-seated tensions within socie­
ty. The two theories examined here adopt different units of analysis and logic of 
social action; they have different interpretations of data. They are often put forward 
as discordant approaches to analysis. However, there are so many compatible ele­
ments in both approaches that a synthesis of the two combining several aspects of 
each can strengthen our analytic efforts. 

Pluralism 
Pluralism is a theory of government that attempts to reaffirm the democratic char­
acter of U.S. society by asserting that public policy is the product of competition 
and negotiati m between groups. It begins with the view that individuals acting in 
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their self-interest engage in political action in an effort to obtain some benefit from 
the government. Individuals must compete with each other in the effort to shape 
policy outcomes. Pluralism, or group theory, accepts that there are shortcomings in 
traditional democratic theory, which emphasizes individual responsibility and con­
trol. Pluralism itself emphasizes the tendency of individuals with common interests 
("factions," in James Madison's terminology) to form groups to push their 
demands on government. Competing groups make demands on government 
through political institutions. Individuals are important to the extent that they act 
on behalf of group interests. 

The pluralist view of the world is one in which multiple centers of power com­
pete to shape policy outcomes. Power in the United States is diffused between 
many groups and is fluid. The decentralized nature of politics guarantees group 
access to power. Competition between interest groups helps to protect individual 
interests by placing checks on the power groups can accumulate and preventing 
them from abusing the power they do achieve. Public policy at any given time 
results from the equilibrium achieved among the competing groups. The legisla­
ture, in this theory, acts as a referee of the group competition and records the victo­
ries of different groups in the fonn of statutes.s If the competing interest groups are 
roughly balanced, the policy that results roughly approximates the preferences of 
society in general. Overlapping group membership helps maintain the balance by 
preventing any single group from moving too far from societal values. Public poli­
cy tends to move in the direction of groups whose influence is growing and away 
from those whose influence is waning. 

From the pluralist perspective, the state has no role other than to reflect and 
respond to the demands of participants in the political system. The government 
provides the representative mechanism through which groups press their demands 
for policy outputs. Although pluralism does not require a small state, many suggest 
that a minimal amount of government intervention is most compatible with the 
model. The government 's role is primarily to be an umpire between the competing 
groups, interpreting and enforcing the rules agreed upon. As Milton Friedman says, 
" the role of the government ... is to do something that the market cannot do for 
itself, namely, to detennine, arbitrate, and enforce the rules of the game. "9 

Group theory does not deny that individuals by themselves have little power or 
influence. Individuals play only a limited role, by voting or working in interest 
groups. And even though the right to participate is open to everyone, active partici­
pation is heavily biased toward the most affluent members of society, who are also 
the better educated with higher-status occupations.IO The poor make up a much 
smaller part of the activist population and their perceptions are not communicated 
with the clarity or urgency of the more affluent. 
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"leopluralists challenge the earlier pluralist idea that power is decentralized 
and that nc single interest dominates the government. II Charles Lindblom holds 
that corporate officials in reality are a set of policymakers parallel to elected offi­
cial~ who act wi thout the restraints of legislators. Elected officials are in fact very 
solicitous cf corporate officials and their desires, because failure to accommodate 
them may ead to consequences, such as unemployment, that government officials 
are unwilli lg to accept. The result is that the bias within the system and the special 
status of b1 siness are decidedly in favor of the affluent. The neopluralists provide a 
bridge to tlte elite theory. 

filitism 
..!Elitism is based on the s raightforward empirical observation that despite the plu­

ralist vision of diffuse and fluid power centers with open access, the reality is very 
different. Power is concentrated in elites drawn from business and financial centers 
of the society. The basic unit of analysis is not the individual or an organized inter­
est group, but the small layer of elites who control powerful institutions, primarily 
financial, but also including governmental and military organizations. Elites, being 
rat onal and self-interested, use the resources to maintain order in society by man­
agmg a cc>nsensus that represents their interests-which is to say, the status quo. 
The elite• in governme·lt try to structure the debate to quash any problem that 
would threaten their hold on power or that would significantly redistribute power. 
This mod !I does not perceive the state as the neutral umpire of the pluralists' view. 

This 1iew accepts the idea of interest group competition that results in legisla­
tion. But .he issues invo ved in such instances are not central to the welfare of soci­
ety. The .!lite model holds that most election issues deal with a middle level of 
power. P uralist politics by focusing on the competition at the middle level, tends 
to miss the critical issues at the top, and neglects the issues at the bottom. Middle­
level pol tics is often svmbolic, while the critical issues are not open to electoral 
challengt ~ but are agreed on through elite collaboration. 

Every political system has inherent biases concerning who has access to it. For 
tl:ie Unit•:d States, Founding Fathers supposedly produced a system based on the 
notion t iat "all men are created equal." But according to eli te theorists, the 
machine -y of government was not (and is not) open to all men (and certainly not to 
a I wom:n). There were built-in mechanisms designed to make it difficult for most 
groups to gain access o the government or to make changes in the way it func­
tioned. " herefore, the dea that U.S. government reflects "the will of the people," 
as popularly understood, is inaccurate in the view of elite theory. 

Elit•: theory holds that most government decisions are made by a minority elite 
tnat has enormous power. Elites derive their power from the control of key finan-
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Case Study: Elites, Interests, and the 
Tension Between Capitalism and Democracy 

A standard argument against democracy that 
has concerned conservatives of all stripes as 
well as elites is that in a true democracy 
there would be nothing to prevent the mass­
es from u'ing their democratit majority to 
take away the property of the relatively few 
haves and redistribute it to the have-nots. 
The concern is that the tyranny of the 
majority could incite unscrupulous politi­
cians to sell out to the mob"s rage for eco­
nomic equality by using the tax system to 
confiscate the property of those who have 
more. 

The framers of the Con~titution were 
determined that this would not happen in the 
new republic. They put together a system of 
separation of powers. checks and balances, 
and federalism to safeguard individual liberty 
and property rights. Many of the 
Constitution's other key provisions, such as 
the indirect election of the president and sen­
ators (prior to the Seventeenth Amendment) 
and the appointment of judges for life, were a 
determined effort to limit democracy. Adam 
Smith had gone so far as to charge that gov­
ernments were really instituted to defend the 
rich against the poor. 

The transfer of power away from more 
democratic forms can also occur through 
bureaucratic shifts. One mechanism of gov­
ernment that can manage the tension 
between democracy and capitalism is the 
creation of boards that are part of the nation­
al government yet insulated from the elec­
toral process and even largely from the con­
trol of politicians. ln fact, the structure can 
even be justified on the notion that it should 
be immune from the pressures of competing 
self-interested pressure groups, especially 
since many lack the "expertise" to be 
involved. However, the chairman of such a 

board is nominated only after extensive con­
sultation with the elite members of the par­
ticular community-for example, in the 
financial community, the chief executive 
officers of major banks. 

The U.S. Federal Reserve Board (the 
"Fed") is the prime elWtlple of this varia­
tion on the principle of popular control over 
government, which renects the fear of too 
much democracy and the need to protect 
one of the primary government functions 
from it. The Federal Reserve is largely 
insulated from democratic control. It 
should be noted that comparable mecha­
nism!> occur in many central banks in 
Europe. The Federal Reserve controls mon­
etary policy-that is. the money supply­
and through it determines some of the most 
important questions of the political econo­
my. Its policies have a tremendous innu­
ence on economic growth, price stabiliza­
tion, and levels of employment. Individual 
access to the legislature is completely lack­
ing with regard to the Fed. It is shielded 
from public control in part by its own offi­
cial secrecy. 

The Federal Reserve wa~ created in 1913 
as an independent agency. It is integrated into 
the group of over 5,000 Federal Reserve 
member banks with national charters and 
twelve district banks. Major state banks are 
also members. The Federal Reserve banks are 
private. for-profit institutions. Its board of 
governors comprises seven members, who 
serve staggered fourteen-year terms as presi­
dential appointees with the advice and con­
sent of the Senate. The chairman of the 
Federal Reserve Board is appointed by the 
president, with Senate approval, and serves a 
four-year term. 
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cial, communications, industrial, and governmental institutions. Power flows not 
from the el te individuals themselves, but from the positions of authority they have 
in large institutions. Their power and privileged po itions originate from the 
immense v1ealth of large corporations and the significance of those corporations 
for the ove·all national economy.12 

Suppo ters of this view that elites and not the masses govern the United States 
make a strong case that it is the elites who have access to and largely determine the 
public pol cy agenda, because they have the real authority over the major institu­
tions that shape the live~ of the masses. Elite theory holds that elites govern all 
societies, not ju t the United States. Alexander Hamilton explained the existence of 
elites in tt e following wJy: "All communities divide themselves into the few and 
the many. The first are the rich and well-born, the other the mas es of people. The 
voice oft ie people has been said to be the voice of God; and however generally 
this maxi10 has been quoted and believed, it is not true in fact. The people are tur­
bulent and changing, they seldom judge or determine right." 13 The privileged aris­
tocracy in preindustrial Europe has been generally superseded by wealthy capi tal­
ists of th ! present time. The common thread is that elites in every era tend to 
believe that what is good for them must be good for all. 

Elite theory accepts upward social mobility that permits nonelites to become 
elites, because this openness provides stability by reducing the potential of revolu­
tion from below. lndi\ iduals who might supply the revolutionary leadership 
become r art of the elite. and in the process :issimilate the values of the ruling class 
they are joining. Privileged elites have a vital interest in the perpetuation of the 
system 01 which their entitlements rest. Upward ocial mobiliry means that even 
potential members of the elite share a consensus on the need to preserve the system 
by disco 1raging changes that would jeopardize the elites' position.14 Competition 
thus occurs over a rather narrow range of issues and usually concerns means rather 
than end ;.I~ 

Con .ensus among U.S. elites is built around the sanctity of private property, 
limitatio1s on government authority, and the economic virtues of a capitalist cul­
n1re. In this view, public policy does not result from the popular will so much as it 
mirrors he concerns and values of the elites. Public policy changes and innova­
tions result from shifts in el ite positions. Since elites tend to be very conservative, 
because of their overriding interest in preserving the system, changes tend to be 
increme1tal rather than radical. Major changes take place only when the security of 
the basic system is jeopardized. Then elites may move swiftly to institute the 
reforms required to preserve the system and their privileged position within it. 
Elite th !Ory does not argue that elites are unconcerned about the welfare of the 
masses, only that the general welfare of the masses depends on the actions of the 
elites. 1he masses rarely decide issues but accept the symbolic "democratic" insti-
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tutions of voting and party membership, which gives them a means to identify with 
the system.16 Thus public policy decisionmaking is limited to issues that do not 
imperil the elites. They organize the po licy agenda so that certain kinds of deci­
sions are eliminated from it. 17 

The theory holds that the masses are largely submissive, and indifferent to and 
poorly informed regarding policy issues. Elites, having more at stake and holding 
their positions of power, are more active and well informed. Elites generally con­
trol the communications process, which means that information generally flows 
from the eli tes to the masses. Elites will more frequently influence the masses than 
the masses will influence the elites. 

El ites fmd some issues more acceptable than others, based on how the issues 
are perceived and presented to those with the real power. The net effect of this, 
according to Roger Cobb and Charles Elder, " is that new demands, particularly 
those of disadvantaged or deprived groups, are the least likely to receive attention 
on either the systemic agenda of controversy or the institutional agenda. "18 El ite 
theory as a tool of analysis would seem to closely conform to the conservative ide­
ology. 

Plural Elites 
Both the e lite and pluralist models have merit. Elite theory recogni zes that the 
power of elite is not inherent in themselves, but fl ows from the ir positions of 
authority in large institutions. Different groups in society may have interests that 
di verge from each other as the pluralists claim . But the e lite leaders of these 
groups, whether in politics, banking, manufacturing, insurance, construction, and 
so on, will typically have more in common with each other than with the organiza­
tions from which they derive their power. They may cooperate or be in conflict 
wi th other groups. Stratified interaction will take place primari ly between the elite 
members of the organizations, who speak and negotiate on behalf of their members 
and are expected to keep them in line. Elites in tum must deli ver at least enough to 
their followers to maintain their acquiescence.19 

U.S. Government: The Decline in Confidence 
Confidence in the political institutions responsible for the formulation and imple­
mentation of public policy has declined. In 1964, 78 percent of the U.S. public 
indicated that they could "trust the government in Washington to do what is right 
always or most of the time." By the mid- 1990s, only about one in four Americans 
expressed such trust.20 Trust in all government institutions declined, including the 
presidency, Congress, the judiciary, and the military. After the terrorist attacks in 
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2001, trust in government increased; in fact, 83 percent of Gallup Poll respondents 
indicated at least a fai r amount of trust in the government's ability to handle inter­
national problems.21 Many countries, including Canada, the United Kingdom , 
Belgium, Denmark, Italy, Japan , Spain, and Ireland, have also experienced a 
decline in ::onfidence.22 lf the growing distrust was a peculiarly U.S. phenomenon, 
the search for the cause would be easier. However, the fact that many other coun­
tries have oeen similarly affected suggests a more complex problem. 

The l nited States v. as born in a revolution against oppressive and arbitrary 
elitist monarchial power The major issue that divided the Founding Fathers was 
clearly drawn between those who wanted a strong government and those who were 
wary lest the country exchange foreign royal oppression for local elitist oppres­
sion, and therefore believed that the less government the better, while Alexander 
Hamilton believed, along with many of the more affluent, that the country needed a 
strong ce 1tral government to support fledgling commerce. The Constitution pro­
vided a decided break from European monarchies and cast government in a pro­
gressive political direction based on broad institutions and active popular participa­
tion. Thf compromise was a government of institutions that would sacrifice 
efficienc~ and speed of decisionmaking in favor of a more deliberative democracy 
to protec the liberty of a beleaguered minority. As James Madison wrote in The 
F1'derali. t no. 10, extensive debate would be necessary before government could 
move. PL blic opinion polls are not easily translated into government policymaking. 

Alth mgh confidence has declined in some institutions, like Congress, respon­
dents tn ically believe their own senators and representatives deserve reelection.23 
S..ipport 1as declined for medicine and schools, but people are satisfied with their 
own physician and loc;1l school Majorities want the federal budget balanced but 
oppose cutting programs like Social Security or Medicare.24 Some of the dissatis­
faction i > clearly related to how distant people feel from government. This results 
in a hig 1er level of satisfaction with local government compared to the national 
governn 1ent. 

Ancther factor in satisfaction with government in the United States may be 
related to when the polls are taken. Government increased its scope of activity as a 
direct result of the Great Depression, World War II, and the attendant rise of the 
welfare state. After the government dealt successfully with such issues by taking 
on the r!sponsibility of providing jobs, a minimum wage, and Social Security, con­
fidence in government reached its zenith. Since polling began in earnest after 
World 'Nar H, confidence in government reached its highest in 1964, when, as 
mentioned above, 78 percent of the people indicated that one could "trust the gov­
ernmen t in Washington to do what is right always or most of the time." 

Part of the blame for the growing cynicism can be laid at the door of the nega­
tive ca npaigning that constantly attacks the character and integrity of political 
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opponents. Despi te a pervasive condemnation of negative advertising in cam­
paigns, it is used increasingly, because it has been found to be very effective in 
influencing perceptions regarding the political opposition. Members of Congress 
are often portrayed and perceived as cynical, self-promoting, and concerned prima­
rily with their own reelections rather than with the welfare of the polity. The lower 
the regard in which politicians and po litics are held by the public, in part as a result 
of negative campaign ads, the more voters respond to attack themes in those ads. 
However, because of a backlash against negative campaigns, candidates try to dis­
guise their attacks as issue-related campaign advertising. The backlash against 
politicians produced by a politics that depicts government as the root of the prob­
lem illustrates that such methods cannot help but damage faith in and the effective­
ness of political institutions. This is not to suggest that candidates should not attack 
their opponents' positions on such issues. Campaigns must try to simplify politics 
to focus voters' minds and distinguish between the various candidates' positions on 
suc h issues as health ca re, education , o r energy and the env ironment. 
Consequently, campaigns must be loud and raucous (and expensive) to capture the 
attention of voters and stimulate them to vote. Low-key, low-budget decorous cam­
paigns do not arouse people out of their lethargy to vote. 

The staging of politically inspired spectacles for photo opportunities or script­
ed interviews, especially by the president, may get air time on the evening news, 
but a lack of substance is not lost on the public. Symbolic politics rather than seri­
ous policy has become the standard fare. The growing perception that money from 
special interest groups heavily influences political decisions has increased the gap 
between the politicians and the public. The numbers of those voting in presidential 
elections declined from 64 percent of eligible voters in 1960 to 49 percent in 1996. 
The staging of photo opportunities by candidates and negative campaigning reflect 
the increasing importance of the media in U.S. politics. Politicians have learned 
that the media are critical in getting elected, and in getting reelected. Endorsement 
by a political party is not as important as favorable press coverage of oneself and 
negative coverage of an opponent. The rising importance of the mass media has an 
almost inverse relationship to the decline in the influence of political parties. By 
the use of investigative reporting, politicians have become more vulnerable to crit i­
cal media coverage. 

Political struggles are increasingly carried on outside the electoral process, 
which discourages popular participation in elections. Through investigative report­
ing and leaks of potentiaJly damaging information intended to negate election 
results , political power is splintered, denying elected officials a secure political 
base to effectively pursue policy initiatives. Those dissatisfied with the electoral 
results increasingly attempt to make public any negative information regarding 
elected or appointed government officials by leaks to the media. The subsequent 
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Case Study: At'.ack Politics 

The break-in at th! Democratic national head­
quarters known as Watergate is sometimes 
pointed 01.1t as th! first example of a steady 
leakmg o" revelations of misconduct leading 
to further invest gations and indictment, in 
this case 1esultin~ in the indictment of several 
federal official and ullimatcly forci ng 
Richard 'Jixon to resign. In thl' Watergate 
example, however, there was evidence not 
only of a burglarr. but also of the payment of 
large sums of m Jney from the White House 
to buy the ~ilencl of those who carried out the 
break-in. Subseqc1ently, the Iran-Contra affair 
revealed violations of the Bol.md Amend­
ment, which pro 1ibired the selling of arms to 
Iran. Anns from the U.S. military inventory 
were secretly sold to Iran and t11e funds that 
were received, 1 ather than being returned to 
the TreJsury, .vere diverted to fund the 
Nicaraguan contras, against the specific 
instructions of Congress. Seven! high-rank­
ing member!. Jf the George H. W. Bush 
adminis tration became subjec to criminal 
prosecutions for their role in the affair. 
President Bush pardoned several administra­
tion off:cials b<·fore leaving office, charging 
that the Democ -ats were trying 10 criminalize 
policy differences. 

Members of both political panics subse­
quently attach d prominent members of the 
opposite party in an effort to weaken their 
opponents. Rerublicans drove House Speaker 
Jim Wright, Democratic Whip Tony Coehlo, 
and Ways and Means chairman Dan 
Rosten.wwski from office for financial mis­
deeds. Repub ican forces alsv scuttled the 
nomin«tion of Lani Guiner as assistant attor­
ney general fo r civil rights by characterizing 
her as 1 rad1ca liberal. Those who orchestrat­
ed the attack readily acknoNledged their 
effort Jnd ind cated that they had a score to 
settle with the Democrats for their opposition 

to the nomination of Robert Bork and 
Clarence Thomas to the Supreme Court. 

After the Republican takeover of both 
houses of Congress in 1994. Republicans 
such as Senator Alphonse D' Amato of New 
York made clear their intention to embarrass 
President Clinton by drawn-out hearings on 
possible wrongdoing over investments known 
as Whitewater. Republican charged that an 
earlier independent counsel appointed to look 
into Whitewater had not been aggressive 
enough. A new independent counsel, a well­
known Republican activist, was appointed to 
pursue the allegations more aggressively. 
There was dai ly coverage of the investiga­
tion, which focused on charges leveled 
against First Lady Hillary Clinton. The offi­
cial investigations were aided by unofficial 
legal. political, and joumalistic attacks fund­
ed by Richard Mellon Scaife, heir to the 
Mellon banking fortune, \\ho gave millions to 
conservative foundations to challenge the 
Clinton White House. 

Republicans arc not immune to charges 
of corruption or wrongdoing. Recently, House 
Majority Leader Tom DeLay was protected 
by his fellow Republican lawmakers. House 
Republicans adopted an indictment rule in 
1993 that required the resignation of any 
House member indicted of a cnme. DcLay 
loyalists (including House Speaker Dennis 
Hastert) pushed through a rule change to 
ensure DeLay's posnion. much to the conster­
nation of House Democrats. 

Despite these events, there is no reason 
to believe that the level of political corruption 
today is greater than before 1970. However, 
the increasing use of negative campaigning, 
attack politics, and damaging press leaks con­
tributes to voter anger toward government 
and undermines tbc legitimacy and efficacy 
of government. 



IDEOLOGIES ANO INSTITUTIONAL CONSTRAINTS 127 

investigation often arouses hostile attitudes toward the individual or the political 
party targeted. Supporters become passive under the attack, lest they be viewed as 
favoring the alleged misconduct. Embattled supporters are strongly tempted to 
abandon a beleaguered politician, especially if the charges appear to be substan­
tive. These tactics prevent an electoral winner from enjoying the fruits of their vic­
tory. The result is weakened government. 

A partial explanation for the decline in confidence in government since 1964 is 
that its string of successes that came out of the Great Depression and World War II, 
particularly the commitment to maintain fu ll employment, led to a level of confi­
dence that was unrealistic to maintain. Confidence may decline even though per­
formance remains the same if the government is engaged in more controversial 
areas of policymaking, such as the environment, health and safety, or race and gen­
der. Even if the public generally approves of policymaking in these areas, there is 
likely to be a greater sense of government trespass into areas best left to private 
choice. 

The framers of the Constitution were products of the Enlightenment, with the 
result that individuals were given control over such aspects of decisionmaking as 
religious questions. Government was to be more limited. The preamble to the 
Constitution superbly states the purpose and raison d 'etre of democratic govern­
ment: to establish justice, to ensure domestic tranquillity, to provide for the com­
mon defense, to promote the general welfare, and to secure the blessings of liberty 
for present and future generations. This list has been used to ju tify government 
policymaking, with promotion of the general welfare having the greatest applica­
bility. 

Today, however, the U.S. government's effort to "promote the general welfare" 
lags behind that of many other governments in providing a basic level of educa­
tion, health care, housing, or income. Clearly there is less consensus on what it 
means to promote the general welfare in the United States than there is in many 
other advanced countries. 

Voters make many inconsistent demands on their political representatives. 
Candidates, taking the pulse of the U.S. electorate through polling, assess what 
will have the greatest appeal and then offer a package deal of policies to the voters 
in which the inconsistencies are muted. And voters are inclined to respond without 
scrutinizing the incompatible nature of their demands. For example, polls indicated 
that in the late 1990s most Americans supported increased government spending on 
health care, while they opposed any tax increase to pay for it; in fact , they were 
inclined to vote for candidates favoring tax cuts, which made it more difficult to 
eliminate budget deficit . In a like manner, Americans have reacted enthusiastical­
ly to the declining price of gasoline by consuming more of it, while at the same 
time indicating a desire for reduced dependence on oil from the Middle East. Yet 
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the) oppose any increase in taxes on gas consumption that would reduce demand 
for oil from the Middle East and could be used for research on alternative fuel s. 

The lmpa :t of Institutions 
The Founding Fathers were aware of contradictions in voter preferences that dis­
couraged political candidates, as entrepreneurs, from considering long-range goals 
when seeking election. They were also concerned to protect the citizenry from the 
arbitrarim ss of dictatorial authority, with which they were all too familiar from 
dealings \lith the British monarchy. The institutional design of government put in 
place by he framers of the Constitution provides important pathways for policy 
developm ent. Key institutions provide focal points for examining public policy in 
the United States. The most conspicuous feature of the U.S. political system is 
institutional fragmentation and decentralized sources of power. 

A major reason for frustration in dealing effectively with society's problems is 
the basic design and evolution of the Constitution, which was purposely designed 
to make governing difficult- not to simplify political choices but to complicate 
them. R2ther than entrusting political leaders with sufficient control , it hinders 
them with insufficient authority. The members of the Constitutional Convention 
agreed ti" at the Continental Congress had erred in the direction of being too weak 
and pow•!rless when it wrote the Articles of Confederation, which unified the exec­
utive and legislative powers; individual liberty had not been threatened, but the 
national government was totally dependent on the states to validate and ratify all 
its actio11s, and could not control the competitive impulses of the states that worked 
agains t the common national interest. It had also become apparent that the 
European powers sought to exploit the competition between states regarding over­
lapping ::!aims on western territories and trade and tariff policies in order to weak­
en the n !W nation. 

The failure of government under the Articles of Confederation to meet these 
and oth1:r challenges "'as the reason for the 1787 convention, held in Philadelphia. 
The delegates agreed on the need to develop a new form of national government 
that cm Id act with more vigor and dispatch. And while there were disagreements 
on many features of the proposed government, there was no disagreement on the 
princip e of separation of powers-the notion that the powers of government 
must b<· separated into legislative, judicial, and executive branches. They believed 
that th s separation- "fragmentation" is probably a better description-would 
make < tyrannical concentration of power inconceivable. James Madison also 
expres~ ed concern that a legislature could not be counted on to act for the common 
good ""hen competing issues were presented.25 Ultimately, checks and balances 
were introduced, designed to prevent any power from becoming the undisputed 
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dominant force. Thus governmental power was divided among the three branches, 
and each branch was to be given authority to prevent encroachments on its power 
by the others. As Madison said in his famous maxim, "Ambition must be made to 
counter ambition."26 

At the time of the Constitutional Convention, every state with the exception of 
Pennsylvania had a bicameral legislature, so the compromise, although barely 
adopted, was a well-known concept throughout the states. The Senate was intended 
to be more independent of public control than the House, so members were g iven 
longer terms. Also, senators were to be appointed by the state governments rather 
than elected directly by the people, in an effort to restrain too much democracy. As 
a compromise, to enhance its status, the House of Representatives was given exclu­
sive power to originate revenue bills. The compromise conciliated the small states 
by allowing them to dominate in the Senate, and conciliated the large states by 
allowing them to dominate in the House. 

The executive branch, which was to administer and execute the laws adopted 
by the legislature, was treated in a rather cursory manner, but there were fears here 
too. Benjamin Franklin worried that a unified executive had the potential to drift to 
monarchy because of a natural human tendency to prefer strong government. The 
Constitution says little about the powers of the presidency. Chief executives have 
relied on the clause that declares "the executive power shall be vested in a presi­
dent" to expand their authority. The Constitution does not even define "executive 
power," which has allowed presidents to claim that their actions fall within the 
realm of inherent executive powers not precisely spelled out. The framers of the 
Constitution clearly designed the institutions of government to slow the policy 
process, through the system of checks and balances, in the belief that this would 
help reason to triumph over passion. 

Over time, presidential power has expanded. Congress has responded to a 
more assertive presidency by defending and extending its own authority through 
more specific instruc tions on how public monies can be spent. Indeed, it is 
Congress that has created and authorized the funding of various important agencies 
of the government, such as the Securities and Exchange Commission, the Federal 
Reserve Board, the Interstate Commerce Commission, and other regulatory bodies. 
Presidents have consistently sought greater autonomy in dealing wi th these agen­
cies. But every grant of additional authority to the president has been accompanied 
by protections ensuring congressional ability to shape the actions of the agency 
involved. 

Because the Founding Fathers wrote obscurely about the nature of the federal 
court system, some argue that they did not want a strong judicial branch. However, 
the Constitution makes explicit the authority of the judicial branch to resolve dis­
putes between state and federal laws. The federal courts' responsibility is to deter-
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mine which power is exclusive to the federal government, which is exclusive to the 
states, and .vhich is shared by both. The Constitution also directs the federal courts 
to resolve jisputes between citizens of the different states. This authority grew 
over time t ecause, as the U.S. national economy developed, citizens turned to the 
federal court system to resolve many disputes. Judicial review, or the authority to 
declare a law unconstitutional, is not directly mentioned in the Constitution, but it 
is implied. Although the court system is structured in a loose hierarchy with lower 
courts subject to Supreme Court decisions, it often does not work that way in reali­
ty. Differir g and conflicting decisions often emerge from parallel courts. Litigants 
therefore "district shop" to find courts that may be more favorably disposed to 
the.r concc·rns. Lower courts are frequently accused of deliberately misapplying or 
misinterpr! ting higher-court rulings. And the Supreme Court hears a smaller por­
tion of the rising tide of cases addressed at the lower levels. 

The l .S. government has expanded in ways that would have astounded the 
Founding Fathers. However, the survival of the key features of their des ign­
decentrali zation, separation of powers, checks and balances, and limited govern­
ment-aflinns the permanence of their effort. This fragmentation defies the effort 
to bring nore orderly and empirical approaches to the policy process (see Figure 
4. ). 

Federali!m and Fragmentation 
One of t ie greatest ob'itacles faced by the framers of the Constitution was the 
knowledge that, regardless of the design of the document, they had to obtain ratifi­
cation from the state legislatures for it to go into effect. Consequently, it was 
understo )d that the states would have to retain significant autonomy regardless of 
other go 1erning arrangements. The difficulty, then, was to strengthen the national 
government so that it could carry out its will in certain necessary areas while reas­
suring the states that they would retain all their essential powers. The delegates 
crafted 1 system of federalism because that was the most they could hope the 
states w mid accept. It was recognized that under the Articles of Confederation the 
states h<.d ultimate authority, leaving the national government bereft of energy for 
meaningful policymaking. As in other a reas of constitutional de bate, the 
Federalists were not able to agree on a precise relationship between the national 
and stat ! governments. 

A major concern of the delegates in Philadelphia was to design a national gov­
crnmen with enough power to protect private property and provide economic sta­
bility.27 Ait!iough they accepted the principle that government has a responsibility 
to prot<ct everyone's rights to life, liberty, and property, it is clear that property 
"leld a preferred position. On the one hand, they wanted to place the protection of 
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Figure 4.1 The Fragmentation of Power in the U.S. Government 
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property and commerce in the hands of the national government to protect them 
from state legislatures. But on the other hand, they wanted to ensure that the 
national government would not itself jeopardize commerce or private property. The 
delegates also specifically forbade the states to tax imports or exports, to coin 
money, to enter into treaties, or to impair obligations and contracts. 

The Federalists were also concerned about the possibility of power being frag­
mented between the national government and states, since they had observed the 
threats to property and national unity that could occur when authority was too 
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decentralized. While they feared the tyrannical rule of despots, they had also expe­
rienced thf difficulties of a government that lacked the ability to act because it had 
insufficient power under the Articles of Confederation. State governments ran up 
huge debt; to finance the Revolutionary War. In the aftermath, the states raised 
taxes to repay the debt, which threatened many farmers with bankruptcy and fore­
closures. Farmers frequently faced jail for their inability to pay their debts. The 
threat of urned resistance over issues of debts and taxes led to Shays' Rebellion. 
The rebellion, led by Daniel Shays, a Revolutionary War veteran, on behalf of 
beleaguer.:d farmers , never seriously threatened the government, but raised alarm 
over the i rndequacy of the Articles of Confederation to maintain internal order. In 
The Fede -a list no. I 0, Madison expressed his concern over the threat from those 
who wou ld nullify debts, contracts, or taxes when he decried "a rage for paper 
money, fer an abolition of debts, for an equal division of property, or for any other 
improper or wicked project." Therefore, Article 6 of the Constitution was added, 
which co1tained the supremacy clause, stating that the Constitution and the laws 
of the national government made in pursuance of its provisions are the supreme 
law of tte land. The authority of the national government was expanded at the 
expense ::> f the states ""hen the federal government began to deal with interstate 
commerce, economic development and recessions, and successive crises caused by 
wars and military activity. 

The Constitution's distribution of political power between the national govern­
ment ancl the states would make it difficult for government at either level to threat­
en property rights. The fragmentation of authority would make it very difficult for 
any poLi ,ical interest to gain control of sufficient levers of power to produce any 
public p J!icy adverse to the interests of the propertied class. By definition, a feder­
al arrangement would make any unified policy very burdensome to achieve. But 
the actu al balance of power between the national government and the states has 
been de.ermined by political realities rather than through law or political theory. 
For the first seventy years under the Constitution, the national government was 
very ter tative in exerting its authority. There were sectional differences between 
the Sou.h, which opposed effective national government, and the industrial North, 
which Hanted greater national control of trade and tariff policies. Thus, U.S. eco­
nomic development resulted in regional economies with competing and diverse 
interest> over taxes, tariffs, and regulatory policies. 

States have not retreated from the competition for power, however. Many fed­
eral po icies rely on states to implement the programs. States have power through 
the dual banking system and many regulations imposed by states. They have 
become more rather than less active in passing environmental legislation, con­
sumer Jrotection, and occupational health and safety laws. States also often com­
pete with each other to attract business and investment to their jurisdictions, by 
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Case Study: The U.S. Senate-Undemocratic and Becoming More So 

The U.S. Senate is one of the least-represen­
tative legislative bodies in the Western world 
and is becoming more so. A basic principle of 
democratic representation is the equality of 
each person's vote. The Senate ts designed to 
provide equal representation of states rather 
than the constituencies of the states. The 
result is that an ever-smaller minority of the 
electorate elects a majority of the senators. 
Each state 1s represented by two senato~. yet 
California has sixty-six times as many people 
as Wyoming. and Texas has nineteen times as 
many people as Montana, for example. 

From the eighteenth century to the pres­
ent, the ratio of large- to small-state popula­
tions has grown from nineteen to one, to 
sixty-six to one. Today, half of the Senate can 
be elected by only 15 percent of the U.S. pop­
ulation. And the problem will get worse, 
because almost all of the population growth 
in the foreseeable future is projected to be 
concentrated m a few already populous states 
(e5pecially CaJifomia). The result is minority 
rule. For example: 

• The Republicans controlled the 
Senate from 1980 to 1986. During 
that penod, Republican senators as a 
group received fewer votes nation­
wide than did Democratic senatorial 
candidates. If the Senate were elected 
based on population, the Democratic 
Party would have controlled it 
throughout Ronald Reagan's eight 
years in office. 

• In order to pass his 1993 budget 
package, President Bill Clinton had to 
submit to demands by senators from 
comparatively underpopulated states 
Montana, Arkansas. and Louisiana to 
lower the gasoline tax. 

• Clinton's 1993 domestic stimulus 
program, which was targeted at met­
ropolitan areas in large states like 
California, was killed by conservative 
Republican and Democratic senators 
from comparatively underpopulated 
states like Oklahoma. 

The Senate was created at the Constitu­
tional Convention to i.atbfy small states, like 
Rhode Island, that demanded equal represen­
tation. In The Federalist no. 22, Alexander 
Hamilton criticized the equal representation 
of the states under the Articles of Confedera­
tion as one of the worst defects of that sys­
tem. Allotting representation on the basis of 
statehood rather than population, he wrote, 
"contradicts the fundamental maxim of 
republican government, which requires that 
the sense of the majority should prevail." 

In the 1960s, the Supreme Court struck 
down malapportioned state legislatures as 
unconstitutional, arguing that they violated 
the principle of one pe~on. one vote. In 1963 
the Supreme Court rejected state arguments 
that they coulrl mimic the structure of the fed­
eral legislature and have one house not based 
on population. The Court declared in Gray i·. 

Sanders that "the conception of political 
equality from the Declaration of Independ­
ence to Lincoln's Gettysburg Address to the 
15th, 17th, and 19th Amendments can mean 
only one thing-<>ne person, one vote." Thus 
the Supreme Court ruled that the structural 
principle underlying state senates was unjust 
and unconstitutional. 

Source · Michael Lind, "75 Stars." Mother 
Jones, January-February 1998, pp. 44-49. 



134 PUBLIC POLICY 

offering tax exemptions, suspending regulations, and providing loan guarantees 
and even dtrect tax subsidies. 

Political Parties 
Political parties play a critical role in modem democratic society. In fact, mass 
political p.trties first developed in the United States with the election of 1800. Even 
before that, Alexander Hamilton wanted support for a natjonal bank and tried to 
forge a cc alition across the constitutionally separated branches of the executive 
and Cong1ess. The checks and balances between the branches of government made 
competition an inherent part of the constitutional order. Hamilton's effort to join 
together v•hat the Constitutional Convention had separated provided the foundation 
of the Federalist Party, the first political party in the United States. The political 
party devdoped into an "indispensable instrument that brought cohesion and unity, 
and hencf effectiveness, to the government as a whole by linking the executive and 
legjslativ•! branches in a bond of common interest. "28 In fact, however, "What the 
Constitut on separates our political parties do not combine. The parties are them­
selves composed of separated organjzations sharing public authority. "29 A unified 
national government, in which the executive and the Congress are controlled by the 
same political party, has not always guaranteed cooperation, but it has given a 
strong irr petus toward building a coalition to bridge the gap between those institu­
tions and provide an effective vehicle for policy adoption and implementation. 

The emergence of the Federalist Party brought into being a countervailing 
coalition of political interests. Thomas Jefferson led this coalition, composed pri­
marily o' agrarian interests , to oppose the merchant/financial interests of Hamilton 
and the Federalists. Jefferson was the champion of those opposed to a strong 
national government. They became known as the Jeffersonian-Republicans, to 
indicate their opposition to the Federalists led by Alexander Hamilton, who sup­
ported t 1e monied interests who wanted a strong national government to protect 
them from the "excesses of democracy." The Federalists referred to Jefferson 's 
emerging political party as the Democratic-Republicans, in an effort to link them 
pejorati ;ely with the excesses of democracy. The Jeffersonians accepted the term 
as an indication of thetr faith in the ability of rational people to manage their own 
affairs .vithout government intervention. They dropped the "Republican" part of 
the labd and began calling themselves "Democrats." This is the oldest political 
party ir the United States still in existence. The Federalist went out of existence 
by 1820. In the early United States, because of the extension of suffrage to a large 
and relatively unorganized electorate, parties became the vehicle to mobilize voters 
to go to the polls. But in order to mobilize the electorate to get the vote out, party 
elites have had to make concessions on a routine basis. 
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In fact, as E. E. Schattschneider notes, "Decentralization of power is by all 
odds the important single characteristic of the American major party; more than 
anything else this trait distinguishes it from all others. Indeed, once this truth is 
understood, nearly everything about American parties is illuminated. "30 
Nonetheless, he states that "the rise of political parties is indubitably one of the 
principal distinguishing marks of modern government. Political parties created 
democracy; modem democracy is unthinkable save in tenns of parties."31 

A political party 's main goal is to elect governmental office holders united 
under a given label. The party serves to link the elites in governmental institutions 
and harmonize their views to the broad outlines of a public policy agenda. Parties 
also serve to link individuals to government and at minimum give people the feel­
ing that they can affect policy decisions and that they are not completely power­
less. Of particular importance is the political party's effort to provide an antidote to 
the rational ignorance of many potential voters. Party labels evoke powerful mes­
sages about the general posture parties might take on many issues, thereby reduc­
ing the amount of specific infonnation required of voters. 

Political parties also serve as a collection place for different interest groups. 
Parties must represent overarching values and goals that are widely shared across 
the nation. By aggregating separate interest groups into one party, each group must 
moderate its demands to hold the coalition together to win elections. By cooperat­
ing, such groups can hope to get some of their demands met. The best-known 
example of providing a coalition of different interest groups that together com­
manded a majority was the Democratic Party coalition constructed by Franklin 
Roosevelt in 1932. It consisted of many groups, several of which overlapped: 
Catholics, Jews, organized labor, blacks, Irish, Italians, Poles, and farmers. As long 
as it held together, the Democratic coalition was unbeatable. It was responsible for 
most of the progressive legislation of the twentieth century, including labor legisla­
tion; social welfare legislation, including Social Security; and progressive econom­
ic policies. Starting about 1970, the coalition began to erode. 

The Republican Party, beginning with President Ronald Reagan, formed a 
coalition of several economic and noneconomic conservative groups, such as the 
Christian Coalition, Southerners, the gun lobby, and antiabortion groups. But the 
Republicans have had difficulty in maintaining this coalition, because of the strong 
ideological fervor of some of the groups, leading them to resist compromising with 
other coalit ion members. For example, the antiabortion groups and many from the 
Christian Coalition want to require pledges of support and insert platfonn planks to 
provide a litmus test for candidates on the abortion issue as a requirement for 
receiving campaign finance assistance. The issue continues to roil through party 
membership. 

The single-member, simple-plurality, winner-take-all electoral system of the 
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United Stat !S is tremendously significant for the political process. It means that the 
candidate '~ ith the most votes wins the election and that the winning margin is 
immaterial. This system encourages political parties to appeal to as broad a spec­
trum as pm sible to win a plurality of the votes. Parties with broad appeals squeeze 
out narrow y focused paries. Ultimately the system encourages as few parties as 
possible (the minimum number being two) to compete for the vital center. More 
recently, a~ noted above, conservative elites in the Republican Party have tried to 
mobilize pJblic opinion in favor of a distinctly more conservative stance, instead 
of shifting the party to a more centrist position. 

At dif .erent times in U.S . history, critical elections in response to some pro­
nounced S•~t of issues, such as war or economic crises, resulted m new coalitions 
under the Janners of the two political parties. These new ruling coalitions permit­
ted a part} to pursue a coherent set of policy agendas for a period. But as the crisis 
faded, the coali tions tended to decay as well. While coalitions last, they may sig­
nificantly influence the roles that elites play within them. 

Outside the parties, nterest groups mobilize to hopefully advance their inter­
esB, and at minimum to protect them. Corporations may use their resources to con­
tribute to electoral candidates directly as well as through professional or trade 
as ociations. They may addi tionally be represented by professional lobbyists who 
represent several different corporations or businesses in general , such as the 
National \ssociation of Manufacturers. Over 3,000 corporations have representa­
tives in \ lashington, D.C., wi th over 500 professional associations and over 400 
additiona groups representing foreign business interests.n While there are approx­
imately I ::JO labor organ zations represented, labor has not been a credible threat to 
business nterests in the United States. 

The overrepresentation of some groups compared to others is clearly a matter 
of econo n ic resources. For example, a study in the mid- l 980s noted that while 
individm Is occupying managerial and administrative positions made up only about 
7 percer t of the population, business associations with representatives in 
\\ashini,ton , D.C., at:counted for over 70 percent of the interest groups. 
Conversdy, nonfarm workers made up slightly over 40 percent of the population 
but comprised only about 4 percent of the interest groups.33 

The QWERTY Phenomenon 
In Paul Crugman 's work Peddling Prosperity, he points out that the layout of the 
keyboard on a personal computer has the same arrangement as that of an old-fash­
ioned ty )ewriter from the nineteenth century.34 Why do we still have this keyboard 
arrangernent? It is not the most efficient arrangement of keys in terms of finger 
movemf nt. The QWERTY arrangement was designed for early mechanical type-
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writers. It was an advantage to have typists type more slowly to reduce the tenden­
cy of keys to jam. Improved designs, electric typewriters, and eventual ly electronic 
keyboards made the problem of jamming keys a thing of the past. It would make 
sense to shift to other keyboards with a more efficient design. But it was too late. 
Typists had learned on QWERTY keyboards, and manufacturers continued to make 
QWERTY keyboards because that is what typists knew. The QWERTY layout 
became " locked in" despite the advances in technology. Krugman and other econo­
mists found that stories of this phenomenon are pervasive in the economy. Many 
technology choices have a striking resemblance to the QWERTY tale. For exam­
ple, Bill Gates and his associates developed the DOS and later the Windows soft­
ware system and sold it to IBM. Since IBM was the major manufacturer of com­
puters, all other systems had an incentive to be "IBM compatible." Although there 
were other operating systems with similar capabilities, the Microsoft operating sys­
tem became Jocked in. 

This led many economists to adopt a whole new way of thinking about eco­
nomics. The approach led many to reject the idea that markets invariably lead the 
economy to a unique best solution. Rather, the outcome of market competition may 
depend on historical accidents. Such accidents of history force us down pathways 
created by earl ier events. This "path dependence" limits our freedom to choose, 
and where we end up depends on what happened along the way. What does this 
have to do with public policy? Probably a g reat deal. The Founding Fathers 
designed a constitution that, despite fl aws observable in perfect hindsight , is the 
o ldest written constitution continuously in force. On the one hand, its longevity 
attests to the benefits and effectiveness of crafting such a document to represent 
the collective political will of the American people and maintain a republican form 
of government. 

On the other hand , there is a great frustration in dealing effectively with soc1-
ety'.s problems that stems from the basic design and evolution of the Constitution. 
By dece ntrali zing powe r and authority, the Fo unding Fathe rs designed the 
Constitution to make governing difficult . The result has left political leaders weak 
and unable to make binding decisions. Popular participation in the U.S. system is 
encouraged by means of picking candidates through petition drives, primary elec­
tions, and party caucuses. Since money is essential to running campaigns, and 
political parties cannot provide it in significant amounts, candidates must develop 
independent fundraising capabilities. In this system, "all politics is local" in that 
individuals must organize and run campaigns on local levels. This permits politi­
cians to ignore or even oppose their party 's positions on the national level. 

In Europe, parliamentary democracies function much differently. The constitu­
tional systems of Europe centralize power. In the United States, the judiciary is a 
powerful check on presidential and congressional actions. In Europe, courts cannot 
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overturn acts of parliament. In Europe, candidates for office are chosen by party 
leaders, w rrich makes successful candidates accountable to their parties. 

At the heart of the low esteem in which the government is held in the United 
States is i1s inability to deal effectively with issues in which there is a clear nation­
al consen ms. For example, public opinion polls have indicated for the past two 
decades that a clear preponderance of people support stricter gun control laws, but 
only recently has any progress been made in th is area. Also, for the past decade, a 
significant majority of the American people have felt that the government is not 
sufficient y supportive of affordable housing and health care, high-quality educa­
tion, and protection of the environment, although leaders of both parties solemnly 
profess tteir grave concern with these problems. 

The potential veto points found in the separation of powers, checks and bal­
ances, and federalism, among aspects of the U.S. system, make it extremely diffi­
cult to n spond to many felt needs of the public. Once the basic constitutional 
paramete rs are set down, the state is resistant to further change. 

How.!ver, democracy is not a static political order. Rather, it is an ideal that we 
must constantly pursue. As Anthony Downs stated: "Democracy is a dynamic 
p1ocess of governance and even of living in general, not a static institutional con­
struct. Supporters of democracy must continue to change its specific meaning and 
forms, \\ ithout destroying tts fundamental nature."3S Democracy is something we 
must strive for, although, like perfection, it will never be finally achieved. A demo­
cratic so:iety that does not constantly explore new possibilities for further democ­
ratizatio l will tend to ~olidify the existing power relationships of the society. The 
elites will try to "freeze" the power relationships by manipulating voters through 
campaign contributions. and opportunistic politicians. 

Democratic governments vary greatly from each other because each system 
re flects its own unique political, social, economic, and cultural values and has 
evolved through its own distinct historical experience. However, despite the differ­
ences, all have been forced to address the changing interpretation of three core val­
ues central to democratic government: the right to vote and participate in a mean­
ingful \\ ay in government, individual liberty, and equality. 

We have a democratic form of government and a capitalist economic system. 
The eve lution of a democracy joined with a capitalist political economy can devel­
op in many different \lays. A capitalist economy, like a democracy, can never stand 
still. It nust constantly grow through processes of creative destruction, or stagnate 
and decay. Historically, capitalism and democracies have been thought to mutually 
rei nfor< e each other, since liberal democracies have originated only within capital­
ist ecor omie!>. The state i!. required to carry out the minimalist functions of enforc­
ing cortracts, maintaining civil order, protecting private property rights, and issu­
ing and controlling money, all of which are essential for market capitalism to 
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function well. Otherwise the state should remain aloof and neutral in the competi­
tion between individuals in their own self-interest. Market capitalism does not 
require a partic ular form of a po lit ica l system to carry out these fun ctions. 
Accordingly, authoritarian political systems such as those found in Singapore or 
Chile may also exist in a capitalist framework. 

Voting and Citizen Participatbn 
Although Thomas Jefferson, writing in the Declaration of Independence, stated 
that it was self-evident that "all men are created equal" and that governments 
derive "their just powers from the consent of the governed," the framers did not go 
so far as to perm it a ll adult citizens to vote. That right was restricted to citizens 
who were a lso male property ho lde rs. Jn the debates a t the Consti tutiona l 
Convention, proposals to explicitly broaden the franchise were fi rmly resisted 
based on the notion that if the less deserving intruded their needs to the political 
process, it would degenerate into mob rule. If the conflict is limited to the more 
"gentlemanly" disagreements among the more fortunate, proper order and decorum 
are maintained. 

The members of the political community most benefiting from this arrange­
ment were eager to lock in these state functions as an essential requirement o f 
''democratic government. ., Privileged ind ividuals and groups attempted to defend 
themselves and the state from further democratization. They maintained that 
extending the franchise to new individuals and groups would undermine good gov­
ernment.36 The rising tide of democratization with the principle of citizen part ici­
pation drowned the opposition. One barrier after another was swept away before 
the onrushing tide: property quali fications, slavery, poll taxes, and gender restric­
tions. Removing legal barriers to the franchise left informal constraints in place 
until the last quarter of the twentieth century. 

Liberty Versus Equality 
The sixteenth-century Enlightenment left a legacy that held that all individuals by 
vi rtue of their membership in the human community possess natural rights, includ­
ing the right to liberty, which refers to the ind ividual's right to freedom from gov­
ernment interference with private actions. A second natural right developed by 
political philosophers during the Enlightenment was the indi vidual's right to 
equality, which emphasized a disposition toward the po litical and social equality 
of all citizens. Thomas Jefferson held that liberty and equality were not incompati ­
ble rights for those pursuing egalitarian or libertarian goals. 

However, it is widely held today that there is an inescapable tradeoff between 
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1he~e two democratic principles.37 For example, in the United States, where liberty 
is achieved at the cost of significant economic inequalities, !he racio of the pay of 
chief exec Jtive officers to that of the lowest-paid full-time worker in their compa­
ny is over 125 to I. In J.lpan, a country with more egalitarian governmental poli­
cie5, it is : 5 to I. 

The Impact of Increased Voting Rights on the Equality Principle 
The incre1se in voting n ghts has influenced the interpretation of the principle of 
equality. )emocratic governments are agents by which private conflicts are trans­
feJTed to the political arena and made into public con fli cts.JX The democrat ic 
method consisls of an institutional arrangement for political dec is ions in which 
individuab are given 1hc power to decide by winning a competitive struggle for the 
people's vote.w In this heory, the political process is an agent of socialization of 
di putes >etween special interests. When voting was limited to adult male property 
holders, 11ost American~ were merely bystanders observing the debaces between 
!he elite political contenders. And political struggles between elites could ignore 
the diset franchised, who were unable 10 affect the outcome. With each enlarge­
ment of the franchise , successive groups of bystanders were eli g ible to get 
involved in political quarrels. In fact , the bystanders had the power through their 
votes to determine the outcome of political disputes. 

In a iy conflict, tho'Se who are winning would like to limit the scope of the con­
flict to t 1e participants already involved, to ensure a favorable outcome. It is in the 
interest of those who are losing to enlarge the scope. to involve the bystanders on 
their be 1alf. In fact, the franchise was first enlarged when Thomas Jefferson, as a 
leader of a group of elites, found it necessary to push for an expansion in the name of 
a fuller liberty and equality for all. Had the Federalists been successful in maintain­
ing a linited franchise. it is very doubtful that Jefferson would have been elected. 

Sin ce the inclusion of by~tanders can change the outcome, the best time to 
imit the \cope of the conflict is at the very beginning of the l.truggle, by mobiliz­

ing on< 's own forces to get a quick resolution before the opposition has time to 
mobili;e new forces f1voring its position. Throughout U.S. history there has been a 
contim ing battle between the effort to privatize or limit, and the struggle to social­
ize or •:xpand, the scope of political and social conflict. Many arguments are used 
to try 10 limit the scope of conflicts or even to keep the nonpropertied or poor out 
of the political arena altogether: the right to privacy, individual freedom, private 
enterp ise, limited government , states' rights, and individual liberty. 

A~. the franchise was expanded to include the poorer members of society, they 
gainec potential political influence. Political e lites were forced to compete for their 
votes to gain a legislative majority. To form winning coalitions, political parties 
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had to take into consideration the interests of the less affluent and support their 
"general welfare." In time, a series of programs emerged, beginning with Franklin 
Roosevelt's New Deal, that , taken together, constitute the welfare state. A welfare 
state is a principle under which the public policy of government is to provide eco­
nomic and ocial benefits for each citizen. The welfare state provides public assil.­
tance to those without the ability to relieve their problems of unemployment, 
income insecurity, inaccessible health care, physical and mental disabilities, old 
age, and property losse due to natural disasters. 

In fact, the welfare state is a natural result of extending the franchise and 
democracy's equality principle. Once lower-income people also had the power to 
vote, they possessed at least one tool , previously an exclusive privilege of wealth, 
that gave them political influence to benefi t themselves. The effect has been to 
reduce the large income inequalities that result from unregulated markets. This is 
accomplished primarily through a redistribution of wealth that takes place through 
taxes and income transfers toward lower-income individuals. The overall effect is 
to increase economic equality slightly. 

The welfare state has not resulted so much from the pursuit of philosophical 
principles of social justice as it has been a natural consequence of the universal 
right of suffrage and the economic vagaries of market capitalism. Providing ci ti ­
zens with individual liberty to pursue their economic self-interest necessarily 
reduces economic equality. And in a capitalist political economy, economic differ­
ences breed political inequalities. Once there is economic inequality, those with 
more are in a stronger position to further reinforce their preferred position in rela­
tion to those who are less well off. 

However, policy decisions to increase economic equality through welfare state 
policies must by necessity constrain certain liberties. Taxes reduce the amount of 
money available for consumption and transfer that authority to the government. 
Regulation of working conditions, health and pension programs, environmental 
pollution, and minimum-wage rates constrains the liberty of business owners. 

Prior to giving the vote to ever-larger shares of citizens, the affluent property 
holders had a great deal of liberty, while the disenfranchised had very little. Laws 
in the eighteenth century permitted business owners to collude to hold wages 
down, while worker associations were outlawed. Labor laws in England prohibited 
a worker from moving from one parish to another to take advantage of higher wage 
rates. 

Thus the poor, also being politically powerless, had a very qualified form of 
liberty. Those with money and property were not surprisingly the first to attain the 
ballot. The affluent have viewed with apprehension the broadening of political 
inclusion as weakening their power. An increase in liberty for ihe poor by encour­
aging their political participation may come at some expense of the heretofore 
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unregulated liberties of the wealthy, even though total freedom is increased. 
Howeve·, the distribution of income and wealth in the United States and other 
countrie; shows that the top and bottom quintiles remain surprisingly steady in 
their sha ·e of economic resources. That is, the regulatory interference with individ­
ual liberties has not significantly reduced economic inequality. 

There are many notions used to legitimize and encourage expanding the scope 
of politi•:al conflict: "whistle blowing," unions, political alliances, civil rights , 
equality, and justice. These tend to socialize conflict and invite outside intervention 
on behalf of those engaged in such struggles. A whistle blower by definition is 
someone who witnesses illegal or unethical behavior by superiors within an organi­
zation and therefore finds it necessary to go outside the organization for support to 
stop the behavior. 

The Prin :iple of Liberty 
While tht· Constitution was a democratic document by the standards of the time, 
few toda~ would maintain that a system that permitted barriers to voting based on 
property 1Jwnership and racial and gender considerations was a democratic system. 
Central tc the idea of a democracy is a nation's commitment to the values of equal­
ity and to 'e rance. No one would concede today that any nation that permitted slav­
ery, or did not guarantee the right to vote, was democratic. That issue was notably 
settled by a military conflict, because the Constitution was not able to provide a 
peaceful resolution of the issue. A nation approaches the democratic ideal to the 
extent tha t the people h we control over the government, in what The Federalist 
no 51 calls .. a dependence on the people." The ability of the people to change the 
government through elections is their ultimate power. However, without an intelli­
gent and .veil-informed public, this power cannot be exercised wisely. This was 
Jefferson'; implication "'hen he wrote: " If a natton expects to be ignorant and free, 
in a state of civilization, t expects what never was and never shall be. "40 Therefore 
the democratic ideal is more closely approached to the extent that public control is 
meaningfL 1, informed. and skillfully engaged rather than symbolic or manipulated. 

We W•>Uld also point out that unemployment in the United States was consid­
ered primarily a personal problem (the more affluent usually judged unemploy­
ment the 1atural result of a debilitating character weakness, laziness, or other 
immoralit) ). Under the best of circumstances it was a personal tragedy. However, 
since government was presumed to have no control over personal morality, it was 
not in eith< r case a social problem over which it was thought to have responsibility. 

The Great Depression and the election of Franklin Roosevelt did much to 
change tho5e views. The response of the New Deal included public work programs 
to create jc•bs, provide unemployment insurance, and establish a bewildering vari-
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ety of other government programs. As a result, unemployment came to be consid­
ered a social problem and the responsibi lity of the government to resolve. The 
Employment Act of 1946 states clearly that it is the obligation of the national gov­
ernment to try to create the conditions that will result in full employment. All dem­
ocratic governments accept the obligation to conduct business-friendly policies to 
aid an expanding economy and full employment. Likewise, a government would 
not be considered democratic today if it did not accept responsibi lity for the eco­
nomic well-being of its citizens. 

The traditional capitalist economic system survived in the Uni ted States as a 
result of the alleviation of those problems that capitalism handles poorly by the 
intervention of the Keynesian welfare state. Capitalism cannot resolve the prob­
lems of poverty, unemployment, income insecurity, and environmental pollution. 
Welfare state spending increased employment during periods of economic down­
turns. The welfare state legitimizes the capitalist system among those at the bottom 
of the ladder by softening the rough edges of the system. 

Conclusion 
An ideology is a set of beliefs about values and the role of government. In the 
United States today, liberalism and conservatism dominate the dichotomy of politi­
cal views and values. Other ideologies, such as communism or libertarianism, exist 
on the fringes and do not exert significant influence. Although most people do not 
identify strongly with an ideology, they do nonetheless indicate a general tendency 
to view politics from a slightly more liberal or more conservative perspective. 
Strongly held ideological convictions make it more difficult to objectively evaluate 
policy issues or to reach a compromise. 

Classical liberals were concerned primarily with the notion that the best way to 
increase individual freedom was by protecting the individual from government. 
Classical conservatives were more concerned with preserving those institutions, 
such as the family and religion, that had grown over time and therefore had a cer­
tain legitimacy. In the liberal view, governments should contract while the private 
sphere should grow. By the mid- I 800s it became clear that although government 
authority had receded in many areas, corporate influence grew to replace the vacu­
um left by the state. As large corporations grew, they influenced many aspects of 
the social and economic welfare of individuals. As a result, modem liberals began 
to reject laissez-faire capitalism and concluded that the government could protect 
and enlarge individual freedom by regulating and engaging in social welfare pro­
grams. Conservatives remained distrustful of government intervention in the econ­
omy and worried that too much would reduce the disciplines of the marketplace. 

Two perspectives often utilized by policy scientists to analyze the world of 
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public policy are the pluralist model and the elite model. The pluralist model 
assumes that multiple centers of power compete to influence public policy. Power 
in pluralist groups is wielded by those who occupy the top positions in those 
organizations. The second model holds that elites occupy the critical po itions of 
power i11 society. They manage conflict to ensure that political debate and policy 
changes do not threaten their positions. 

Government failure to provide a clear direction in policy formulation and 
implementation has caused an increase in frustration and dissatisfaction among the 
electora e. Politicians have exploited the lack of direction by campaigning on 
antigovernment platforms. which further reduces the credibility of government 
institutic ns. 

U.S. public policy has been profoundly influenced by the institutions of gov­
ernment created by the Founding Fathers. The separation of powers, checks and 
balances federalism, and limited government are a testimonial to the success of the 
framers' efforts to make government cumbersome and difficult to control. These 
barriers also contribute to the inefficiencies in policymaking that many find so 
frustrating. The barriers to the formulation and implementation of new policy 
options r!flect a bias against change. 

Political parties were developed to overcome the separation of powers and 
checks and balances put in place by the framers . The decentralized, winner-take-all 
pluralisti : system of the United States forces political parties to fight to position 
themselves in the center of the spectrum. 

Democracy in the U.S . political system is something that we must seek, 
although we never finally achieve it. The major tension in the political debate in 
the United States is between liberty and equality. 

Questions for Discussion 

1. What are the shared values of U.S . political culture? 
2. E>.plain why many classical liberals are called conservatives today. 
3. Thomas Jefferson was a classical liberal and would be considered a liberal 

today. Why? 
4. What political in<>titutions are most responsible for defeating coherent pub­

lic policy today? 
5. Why were decentralized parties a natural outgrowth of the impact of the 

fomers ' design? 
6. W 1y is democracy something that must be forever pursued? 
7. Is there a natural tension between liberty and equality? Why? 
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CHAPTER 5 
Economic Theory as a 
Basis of Public Policy 

Some knowledge of the nature of economic forces and economic theory is a pre­
requisite for thoughtful public policy analysis. It is impossible to comprehend the 
significance of policy choices without some understanding of the economic theory 
underlying market capitalism. Adam Smith's Wealth of Nations is based on the 
concept that the nation-state is a collection of people bound together in a shared 
responsibility for one another's mutual well-being. But the idea of a "national pur­
pose" to promote the general welfare has come under increasing strain in recent 
years. 

Though not every public policy of the government involves questions of 
resource allocation, many do. In Chapter 1 we saw that microfailures in the econo­
my bring about situations that force government intervention to prevent free riders 
and to produce certain public goods. Individuals organize to distribute the costs of 
public goods among those people who receive the benefits. Cost sharing is neces­
sary through government purchases to realize an ideal suppl y of a public good. 
Other failures, such as externalities, force government intervention to influence 
production or to determine who pays for certain goods. Members of society on 
occasion may decide that they are unhappy with the market determination of what, 
how, or for whom that society 's goods are being produced. Government is also 
asked to intervene when real markets deviate from the ideal markets envisioned in 
classical economic theory. 

The failures of the market provide specific j ustifications for government inter­
vention through public policy. The trend of government growth and involvement in 
the public sector has increased dramatically in the United States since the 1930s. 
Until then, the government was limited primarily to the basic functions of provid­
ing for defense, administering the system of justice, and providing a postal service. 
Since the Great Depression, and largely because of it, the federal government has 
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become i waived in a whole range of new activities, including public works, envi­
ronmenta l regulation , education , health care, income redistribution through 
income-ti ansfer programs like Social Security, and Medicare. Significant growth in 
governmt nt has not happened just at the federal level. State and local governments 
have bec:>me even more important than the federal government as sources of 
employmi:nt and production. 

Does economic theory have anything to say about what role the government 
should ha ve in policies that affect the public sector? Can economic theory suggest 
what effect public versu!> private spending will have on the economy, job creation, 
and socia well-being? ls it supportive or negative? Can it suggest what kind of 
policies should be used in certain situations? This chapter will explore these ques­
tions. 

Adam Smith and Classical Optimism 
The year 776 was pivotal, for the Declaration of Independence and also for the 
publication of Adam Smith's Wealth of Nations. Both were basic manifestations of 
the movement away from authoritarian monarchical fonn s of governmental con­
trol , and tc•ward individual liberty. The American Revolution attacked not only the 
political control of the American colonies by England, but also the system of eco­
nomic aut 1ority that made this control inevitable. The colonists-and English 
entrepreneJrs- had already experienced what Smith argued: state domination of 
the economy inhibited new opportunities for increasing production and profits. 

The supporters of mercantilism, with whom Smith took issue, advocated gov­
ernment re.~ulation becau!.e they believed that the pursuit of one's own self-interest 
would produce chaos in ">ociety and less wealth for everyone. The mercantilists 
viewed competition as a zero-sum scenario in which more for one by necessity 
meant less 'or others. In 1776 Smith challenged that notion. 

Adam :imith ( 1723- 1790), a professor of moral philosophy, naturally saw eco­
nomics as < branch of moral philosophy with a calling to improve the condition of 
humanity, c specially that of the poor. Writing in the latter half of the eighteenth 
century, he recommended a system of natural liberty in which the individual would 
be free to p u sue his or her own interests. By pursuing one's self-interest, each per­
son maximi les benefits for herself or himself or for other individuals and for socie­
ty as a whole. 

He began by challenging the notion that economic trade was a zero-sum 
exchange in which, if some were better off, others must necessarily be worse off. 
He maintained that if Jim wants something from Kevin that Jim cannot make him­
self, he must produce something Kevin wants in order for them both to agree on an 
excholllge in which both "better their condition." Both benefit because they agree to 
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give up something that has less value to themselves personally than the products 
they receive. Thus the total welfare has been enhanced. Smith showed that in free 
competitive markets, exchange can have positive-sum results, where both parties 
are better off than before the exchange. 

Smith, whose writing was clear and frequently amusing, stated in a famous 
passage: "It is not from the benevolence of the butcher, the brewer, or the baker, 
that we expect our dinner, but from their regard to their own interest."' According 
to his theory, self-interest and competition will eliminate two kinds of waste: unre­
alized trades and inefficient production. Conversely, it will encourage mutually 
beneficial trades and efficient production. 

Smith had none of the illusions of later classical economists that associated 
wealth with morality. As a moral philosopher he intensely disliked and distrusted 
what he referred to as the "unsocial passions" of greed and self-interest exhibited 
by merchants who would try to enlist government to give them more power: 

To widen the market and to narrow the competition is always the interest of the 
dealers .. .. The proposal of Any new law or regulation of commerce which comes 
from this order, ought always to be listened to with great precaution, and ought 
never to be adopted, till after having been long and carefully examined. not only 
with the most scrupulous, but with the most suspicious attention. It comes from an 
order of men, whose interest is never exactly the same with that of the public, who 
have generally an interest to deceive and even to oppress the public, and who 
accordingly have, upon many occasions, both deceived and oppressed it.2 

And therein lies the problem. How could a society in which merchants driven by 
greed and given free rein not result in great inequalities and injustice as merchants 
raise prices to exact the greatest profit possible? Smith noted that people of the 
same trade seldom are in one another's company even on social occasions, "but the 
conversation ends in a conspiracy against the public, or in some contrivance to 

raise prices."3 He pointed out the concern of merchants only for their own self­
interest: "Our merchants and master-manufacturers complain much of the bad 
effects of high wages in raising the price, and thereby lessening the sale of their 
goods both at home and abroad. They say nothing concerning the bad effects of 
high profits. They are silent with regard to the pernicious effects of their own 
gains. They complain only of those of other people."4 

Smith said that greed and competition are the driving forces of production.s 
Further, all goods have two prices: a natural price (today referred to as a normal 
price) and a market price. He defined the natural price as the price that would 
have to be realized to cover the costs of production, with a small amount left over 
for a profit. He defined the market price as the price the product actually brings in 
the marketplace. Whenever the market price deviates from the natural price, it will 
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be driven hack in the direction of the natural price as if by an invisible hand. Every 
entrepreneJr attempting to accumulate profits is held in check by other competitors 
who are also trying to attain a profit. This competition drives down the price of 
goods and reduces the revenue earned by each seller. In a market unrestrained by 
governme.lt , the competition between entrepreneurs erases excessive profits, 
employers are forced to compete for the best workers, workers compete for the 
best jobs (usually defined in terms of wages and working conditions), and con­
sumers co npete to consume products. Consequently, producers are forced to 
search for 1he lowest-cost production methods. Finally, resources are distributed to 
their most highly valued use, and economic efficiency prevails. 

Accorc ing to Smith, the owners of business tend to reinvest their profits, there­
by consum ng little more than the workers. The entrepreneurs inadvertently share 
the produc1· of all their improvements with the workers, though they intend only 
" the gratification of their own vain and insatiable desires." He continued: 
" [Business owners] are led by an invisible hand to make nearly the same distribu­
tion of the necessaries of life which would have been made had the earth been 
divided intc equal portions among all its inhabitants. "6 

BecauS•! reality deviates from the market ideal, society experiences significant 
inequality and waste. Smith conceived of the idea that order, stability, and growth 
are intrinsic characteristics of capitalism. In the classical view, the economy is a 
self-adjusting market: it will adjust itself to any departure from its long-term 
gro-wth trenj. The market is self-regulating in that, if anyone 's profits, prices, or 
wages depa 1 from the levels set by market forces, competition will quickly force 
them back. Thus the mark et, which 1s the apex of economic freedom, is also an 
uncomprom ising taskmaster.' In a competitive economy, assumed by Smith, mer­
chants are v ctims of their own greed. 

Smith c pposed mercantil ist government intervention as a hindrance to the 
unfettered v1orkings of se,f-interest and competition. Therefore, he has become 
ident fied w th a laissez-fa re economic philosophy, which is the basic philosophy 
of conserva1ive-minded individuals today. His commitment to freeing individuals 
from the he~ vy hand of monarchial rule through a commitment to liberty as bene­
fi ting the ge1eral public, -was a very liberal position to take in his day. Smith is a 
classical lib !ral because he tned to free the individual from the heavy hand of 
monarchial c ppression and mercantilist policies to control the economy. This liber­
alism was in contrast to the mercantilism of the day, which held that government 
should contml the economy for the interest of the state. Liberals today see the pos­
sibility in democratic governments to provide active leadership to increase freedom 
in the societ) by solving social problems and helping the needy. By that definition, 
Smith would be a liberal in today's political environment, because his support of 
laissez-faire )Olicies was at that time not value-neutral, but designed to help those 
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who were less well off. His sympathies were clearly on the side of consumers 
rather than producers when he wrote, "Consumption is the sole end and purpose of 
all production; and the interest of the producer ought to be attended to, only so far 
as it may be necessary for promoting that of the consumer."8 

Smith did see a significant although limited role for the state. He advocated 
three principal uses of government: the establishment and maintenance of national 
defense, the administration of jLstice, and the maintenance of public works and 
other institutions that private entrepreneurs cannot undertake profitably in a market 
economy. 

Smith's classical economic view was optimistic. According to its principles, 
the economy would continue to expand through growi ng production based on 
increased investment in machinery. Machinery strengthened the division of labor 
that was so beneficial in expanding economic output, improving the productivity of 
the workers. It saw the market system as an enormous power for the buildup of 
capital , primarily in the form of machinery and equipment, which would provide 
jobs and result in elf-sufficiency for all. It predicted that any slowdown in the 
economy would be only temporary and self-correcting. 

Smith was confident that the system would generate economic growth. The 
purpose of this growth was to improve society's welfare by extending consumption 
opportunities " to the lowest ranks of the people." Smith believed that free market 
forces would bring about an agreeable, mutually acceptable solution to the problem 
of individual self-interest within society as long as individuals were free to pursue 
their goals in a political and moral environment where everyone had equal basic 
rights that were acknowledged by all. This aspect of Smith's views is not usually 
emphasized, but in fact he was explicit in his judgment that self-interest could be 
destructive if it was not moderated with justice. He condemned capitalist "rapaci­
ty," and his disdain for opulence was captured in his statement that, '·with the 
greater part of rich people, the chief enjoyment of riches consists in the parade of 
riches, which in their eyes is never so complete as when they appear to possess 
those decisive marks of opulence which nobody can possess but themselves."9 He 
noted that civil "government is in reality inst ituted for the defense of the rich 
against the poor, or of those who have some property against those who have none 
at all,"10 and that ''all for ourselves, and nothing for other people, seems, in every 
age of the world, to have been the vile maxim of the masters of mankind."" 

It should also be noted that Smith did not endorse the view that the unequal 
distribution of income was inherently just. He clearly indicated that coercion influ­
ences wages agreed on between capitalists and workers. Capitalists want to pay as 
little as possible and possess a stronger bargaining posi tion when dealing with 
workers. The legal system during Smith 's time also favored capitalists by permit­
ting cooperation among manufacturers to hold wages down while prohibiting 
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unions. ~:mith clearly broke with mercantilist views favoring a large working class 
that wou d be paid as little as possible to provide an incentive for hard work. 

Smith also disagreed with the view that traits associated with individuals in 
different social classe~ were inherent in people's makeup, but attributed them 
instead to their positions in society. He held that " the very different genius which 
appears D distinguish men of different professions, when grown to maturity, is not 
upon ma11y occasions so much the cause as the effect of the division of labor."12 He 
openly S) mpathized with the working class over the manufacturing class and sup­
ported higher wages: "It is but equity, besides, that they who feed, c loathe and 
lodge the whole body of the people. should have such a share of the produce of 
their own labour as to be themselves tolerably well fed, cloathed and lodged."13 In 
regard to raising wages of workers, he wrote: "No society can surely be flourishing 
and happ~·. of which the far greater part of the members are poor and miserable."14 
Smith argued against policies that worked against the poor. For instance, he criti­
cized the 1662 Settlement Act, which prevented workers from moving from one 
parish to < nother to take advantage of employment opportunities. 

Smith warned that the model would not work in the face of monopoly. He was 
particularly opposed to monopoly in all its fonns and all laws that restrained com­
petition. He charged that monopolists, "by keeping the market continually under­
stocked, b 11 never full supplying the effectual demand, sell their commodities much 
above the natural price, and ra ise their emoluments, whether they consist in wages 
or profit. f reatly above their natural rate. The price of monopoly ... is upon every 
occasion the highest which can be squeezed out of the buyers."15 Smith recognized 
that when entrepreneurs became monopolists they were no longer the victim of 
market for ;es, but could control them to some degree, a point not lost on socialists 
of the nineteenth century Smith's writings support the conclusion that he favored 
the workings of market forces and laissez-faire policies as preferable to govern­
ment support of mercantilist policies that oppressed the poor. He left the door open 
for governinent policies tc alleviate economic inequalities. 

Classical Malthusian Melancholy 
Despite Smith 's vision of ho-w the natural forces of a self-regulating market would 
lead to a co1stant improvement in the living conditions of the labor force, there was 
a nagging ;oncern about the numbers of workers whose conditions were no t 
improved b 11 a market economy. The problem concerned the nature of what Smith 
tenned effe : tual demand and its association with the distribution of income. ln a 
nutshell , th< problem is that since capitalists produce only for consumers with the 
money to buy, production will mirror their demand. Businesses will produce every­
thing for those with money, and nothing for those without. It is one thing to argue 
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that the market process is efficient. It is quite another to defend a system that pro­
duces nothing or almost nothing for the many, who after all make up the bulk of the 
population. The pure free market system ignored those in poverty, and indeed made 
it difficult for the poor to share in the benefits of an expanding market economy. 

This anxiety was soon raised by the socialists, who perceived that things were 
not as universally rosy as Smith believed. Karl Marx was among the most famous 
of those to analyze the problem and offer a solution along socialist lines. But oth­
ers tried to defend the market approach, with less than satisfactory results. Among 
these was Thomas Malthus (1766-1834), who was the first to suggest a resolution 
within a market economy framework. A minister by vocation, Malthus found the 
problem of poverty to be essentially moral in nature and therefore not susceptible 
to resolution by government policy. In his view, natural forces were at work and 
capitalists need not feel any pangs of conscience regarding wages that maintained 
their employees at subsistence levels. 

Another economist, David Ricardo, argued there is a natural law of wages that 
tends toward the minimum necessary to sustain life. Thi occurs on the one hand 
because any increase in wages above subsistence results in workers procreating, 
and more mouths to feed means their wages in effect fall back to a subsistence 
level. On the other hand, if the price of food rises, workers then will force their 
wage rates up to pay for the necessities of their existence, thus maintaining a sub­
sistence level. Either way, there is a natural wage rate that always tends toward the 
level of subsistence, which Ricardo termed the iron law of wages. 

The conclusion for Malthus was inescapable: the population would grow until 
it was contained by "misery and vice." Assisting the poor would only transfer more 
resources to them and enable them to have more chi ldren, ultimately to the point of 
starvation . Providing the poor with assistance would divert wealth that should have 
been invested and slowed economic growth. Therefore it would be futile to look 
for social causes and cures for poverty. According to Malthus, if the "lower class­
es" do not want to be poor, all they have to do is to have fewer children. The bur­
dens associated with poverty are a natural punishment for the failure of the lower 
c lasses to restrain their urges to procreation. Their only salvation is lite rally 
dependent on their moral reform, not government assistance. The clear implication 
is that the causes of poverty are not to be found in the structure of society, such as 
the greed combined with monopoly power that had worried Adam Smith. 

A very important public policy implication of the Malthusian analysis is that 
no government assistance should be provided to the poor. On the contrary, a 
Malthusian view sees tragedies such as the miseries of poverty, famine, plague, and 
war as natural means of punishing and increasing the death rates of those who do 
not practice moral temperance. If it were not for these " natural" checks on popula­
tion growth, the increasing number of poor would soon outstrip food production, 
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which in 1urn would lead to their starvation. Malthus wrote that we should encour­
age the orerations of nature in producing this mortality: 

And if we dread the too frequent visitation of the horrid forrn of famine, we should 
sedulously encourage he other forrns of destruction, which we compel nature to 
use. Ir stead of recommending cleanliness to the poor, we should encourage con­
trary habits. In our towns we should make the streets narrower, crowd more people 
into th ! houses, and court the return of the plague. In the country, we should build 
our vi lages near stagnant pools, and particularly encourage settlements in all 
marsh) and unwholesome situations. But above all, we should reprobate specific 
remedies for ravaging diseases; and those benevolent, but much mistaken men, 
who h~ ve thought they were doing a service to mankind by projecting schemes for 
the tot< I extirpation of particular disorders. If by these and similar means the annu­
al monality were increased ... we might probably every one of us marry at the 
age of puberty, and yet few be absolutely starved.16 

Not surpri~ ingly, Malthus recommended the abolition of the poor-laws that provid­
ed meager relief in England at the time. Thomas Carlyle, after reading Malthus's 
pessimistic analysis, called political economy "the dismal science." He was on ly 
partially ccrrect, since Malthus's analysis was dismal- but only for the poor. 

Malthu sian analysis proved to be extraordinarily reassuring to those in search 
of moral justification for ">elfishness. It calmed their doubts and fears by asserting 
that the chase after wealth primarily served the interests of society. Perhaps more 
important, t claimed that the affluent, as well as business leaders, need not concern 
themselves with an undue sense of social responsibility for the conditions of the 
po0t , since workers were the causes of their own miserable fates. By inference, the 
comerse was also true- the affluent were morally superior to the poor. The doc­
trine of lais >ez-faire holds that the free market system has within itself the capacity 
to best reso ve economic problems on the basis of justice and fairness for all partic­
ipants. By reinforcing the commitment to a doctrine of laissez-faire , Malthus 
devised a superb justificat on for the affluent to deny any responsibility for a seri­
ous economic problem. The effects of this reassuring and convenient theory on the 
affluent made Malthus one of the most influential economic thinkers of his century. 
The fact tha his theory wa"> ba ed on his personal pondering and was not subject to 
empirical vt rification did not cau e any serious objections at the time. But sub e­
quently it le.j to the scathing attack on market economics by Karl Marx. 

The Haunti ng Specter of Karl Marx 
The writing~ of Karl Marx ( 1818-1883) posed a different view of market econom­
ics than those of either Adam Smith or Thomas Malthus, and led to a radically dif­
ferent propo ;ed solution for society's problems. Marx disagreed with the capitalist 
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assumption that politics and economics could be separated. To the mercantilists, 
the state was a powerful force to direct the economy. To the classical liberals, the 
state was a threat to economic freedom. To Marx, the state was not independent of 
the economic structure. The real purpose of the state was to serve the interests of 
the wealthy owners of capital. 

Marx was impressed with the ability of a capitalist economy to automaticaJly 
allocate resources efficiently with no direction from the government, and to be 
extraordinarily efficient in producing goods and services. As Marx and his col­
league Friedrich Engels commented, "The bourgeoisie, during the rule of scarce 
l 00 years, has created more massive and more colossal productive forces than have 
all preceding generations together."17 Capitalism transformed the world : 

The bourgeoisie, by the rapid improvement of all instruments of production, by the 
immensely facilitated means of communication, draws all nations, even the most 
barbarian, into civilization .. .. It compels all nations, on pain of extinction, to 
adopt the bourgeois mode of production; it compels them to introduce what it calls 
civilization into their midst, i.e., to become bourgeois themselves. In a word, it 
creates a world after its own image.18 

Capitalism swept aside all former relationships and "left no other bond between 
man and man than naked self-interest."19 

Marx viewed history as a continuing struggle between elites and the masses. 
He thought that the class struggle between capitalists and workers over profits and 
wages would ultimately lead to the end of capitalism. Marx, unlike Smith, saw the 
potential for instability and chaos in the laissez-faire market economy. His intricate 
analysis held that capitalists are able to increase their profits and wealth only at the 
expense of the workers. In his theory of surplus value, he argued that exploited 
labor generates profits, which are squeezed out through the capitalist ownership of 
machinery. 

The significance of Marx for our purpose is that he was among the most influ­
ential thinkers to focus on the weaknesses of the market system. He emphasized 
the importance of the economic and social instability resulting from the tension 
between the opposing demands of capital and labor. In his view, the rapaciousness 
of business results in ever-larger business firms becau:.e small finns go under and 
their holdings are bought up by surviving firms . This trend toward a few large 
firms and the resulting concentration of wealth intensifies the struggle between 
labor and capital, and will eventually lead to a smaJI group of wealthy capitalists 
and a mass of impoverished workers. In the end, the imbalance will be too great. 
resulting in the collapse of the market system. The means of production will then 
be centralized, that is, taken over by the government. Great inequaliti es and 
exploitation will cease. 
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Marxist theory has generated controversy regarding whether a pure market 
economy would collapse from its internal tensions. Critics of Marx point out that, 
despite difficulties in market economies, they have not collapsed. On the contrary, 
those systems that osten ibly have tried to model themselves on Marx's precepts 
have sho~ n the most internal tension and in most instances have come unraveled. 

Marx s contribution primarily rests on his pointing out the dynamic tensions in 
the marke t system. While market capitalism has not collapsed, it has survived in 
part because it has been willing to move away from a laissez-faire mode. In partic­
ular, gove 11ment publjc policy programs have moved into many areas to amelio­
rate the Ii" ing conditions of middle- and lower-income workers. 

The Unea ;y Relationship Between Pol it ics and Economics 
For more t 1an a century following the political and economic revolution represent­
ed by the 1\ merican War for Independence and Smith's writings, the state shrank as 
the domim nt and control ing force in the economy of the United States and much 
of Europe. Economies grew largely with government support, but without political 
interferenc !. It was widely believed that a society would pro per best when left to 
the free play of market forces. The basic policy principle of noninterference, or 
lajssez-fair !, logicaJly flowed from that belief. Market forces would determine the 
flo'W of goc>ds and capital. But economic policy, in the sense of a government's 
commjtmer t to certain objectives for the economy, such as full employment, stable 
prices, or a satisfactory economic growth rate, did not exist. Governments were 
required to raise taxes to provide for national defense, administer justice, and pro­
vide for oth :!r incidental governmental functions. But there was no attempt to influ­
ence the vo ume of economic activity. There was no monetary policy, because the 
amount of currency in circulation was automatically controlled by the amount of 
gold or si lvt·r possessed by the government. The business cycle seemed beyond the 
purview of government. Unemployment rose and fell with the business cycle while 
government looked on from the sidelines, miling no attempt to prevent and very 
little to alle·1iate its effects. The market was supposed to take care of any tempo­
rary djslocations. There was little inclination to tamper with a system that brought 
a growing economy and prosperity to the nation in the early twentieth century. 
Although progress was uneven and subject to periodic spasms, laissez-faire was 
validated by the upward trajectory of the U.S. economy. The idea that the economy 
could or should be "managed" to achieve economic growth or reduce unemploy­
ment would have seemed incomprehensible a century ago. Such perspectives on 
the relationship between politics and economics prevented the development of eco­
nomic policy 
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Despite the diminished role of government in economic matters, however, it 
was recognized that markets are dependent on governments for their existence. 
Democratic societies are based on a social cont ract in which the government is 
given monopoly power on the legitimate use of force in return for the state's agree­
ment to use that power to protect people 's lives and property and to enforce con­
tracts. Smith wrote about the mutual self-interest among parties to trades in a mar­
ket system. However, suc h a system cannot function unless there is some 
instrument that is entrusted to interpret and protect individual and corporate prop­
erty rights. Without such a guarantor, agreed-upon trades cannot be enforced and 
dishonest parties can steal back the items traded, or otherwise not live up to their 
parts of business bargains, with impunity. This would lead to mutual distrust, a rad­
ical reduction in trade, and the collapse of the system itself. Thus the need for gov­
ernment as economic guarantor to establish an environment in which markets can 
function was recognized. 

The classical view just described, identified with Adam Smith, emphasized 
that individuals following their own self-interest will lead to economic order, not 
chaos. Karl Marx, writing approximately three-quarters of a century later, saw eco­
nomic trials and troubles everywhere and predicted the collapse of capitalism. John 
Maynard Keynes, writing still later, was also critical of the problems created by an 
unfettered market system, but aimed his theories not at the collapse of capitalism 
but its reforn1. 

The Realist Crit ique of Keynes 
The economist who most challenged Karl Marx 's pessimistic conclusions regard­
ing the inevitable collapse of the market system was John Maynard Keynes 
(1883-1946). Keynesian theory represents his effort to deal with the chaotic condi­
tions produced by the Great Depression of the 1930s.20 From the outset, Keynes 
rejected communism and agreed with Adam Smith 's preference for free market 
alternatives. 

Conservative critics of Keynes, opposing a larger role for government, charged 
that his views were too radical and threatened the very foundations of capitalism. 
Many denounced him as a socialist. Keynes, however, viewed himself as a conser­
vative trying to defend capitalism against the growing attractions of communism. 
Even before the Great Depression, Keynes had observed that market capitalism 
had imperfections that, if corrected, would strengthen it. In a book titled The End 
of Laissez-Faire, he noted aspects of the unfettered market that lead to reduced 
efficiency and production and suggested how governments might exercise "direc­
tive intelligence" over the problem while leaving "private initiative unhindered": 
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Con rariwise, devotees of Capitalism are often unduly conservative, and reject 
refo1 ms in its technique, which might really strengthen and preserve it, for fear 
that hey may prove o be first steps away from Capitalism itself .... For my part, 
I think that Capitalism, wisely managed, can probably be made more efficient for 
attaining economic ends than any alternative system yet in sight, but that in itself 
it is in many ways e~tremely objectionable. Our problem is to work out a social 
organisation which shall be efficient as possible without offending our notions of a 
satisfactory way of life.2 1 

Key 1es never faltered in his admiration of capitalism. Keynesian theory was 
dedicate.J to the preservation of the capitalist economic system and the position 
of those who were most favored by it. Yet his theory required some tinkering 
with the system by the government. The affluent were highly suspicious of any 
proposal that permitted government control over their interests. And they deeply 
resented the improved status he gave to the "working class" as an essential ingre­
dient in he overall health of the economy. They found especially irritating his 
suggestic n that their own privileges might actually contribute to economic insta­
bility. 

The >evere disturbances of the economies throughout Europe and North 
America shook the very foundation of those economic and political organizations. 
It is difficult for anyone who did not live through the Great Depression to grasp the 
dimensions of the catastrophe. But the statistics are staggering. It wiped out half of 
the value of all goods and services produced in the United States. A quarter of the 
labor fore e lost their jobs; another quarter had their jobs reduced from full to part 
time or had their wages reduced. Over 9 million savings accounts disappeared 
when ban cs failed, and more than I million mortgages were foreclosed. 

The 1 !vel of despair and discontent raised doubts about whether the market 
system could survive. Many of the more affluent who had not been seriously hurt 
by the depression viewed the cris is with serene detachment. They opposed the 
reforms i:roposed by Franklin Roosevelt in the New Deal as a threat to their 
favored st 11us. Roosevelt's reforms were linked to many of Keynes's ideas, though 
more by i 1stinct than by any philosophical commitment to Keynesian theory. The 
federal government entered t11e economic life of the nation through the New Deal 
to assume responsibility for the nation 's economic well-being. There is a general 
consensus that the policies of the Roosevelt revolution not only changed the char­
acter of t~ e national go"ernrnent, but also rescued the traditional capitalist eco­
nomic system in the United States. 

Keyne 's The General Theory of Employment, Interest, and Money, published 
..J in 1936, "'as a much more complex analysis of the market economy than Adam 

Srmth's. Undertaking a macroeconomic analysis, which Smith had not concerned 
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himself with, led Keynes to conclude that laissez-faire was not the appropriate pol­
icy for a s tagnant economy like that of the 1930s. Keynes stated his profound djs­
agreement with the classical tradition in his one-paragraph first chapter: 

I have called this book the General Theory of Employment, Interest, and Money, 
placing the emphasis on the prefix general. The object of such a title is to contrast 
the character of my arguments and conclusions with those of the classical theory 
of the subject ... which dominates the economic thought, both practical and theo­
retical, of the governing and academic classes of this generation, as it has for a 
hundred years past. I shall argue that the postulates of the classical theory are 
applicable to a special case only and not to the general case .... Moreover, the 
characteristics of the special case assumed by the classical theory happen not to be 
those of the economic society in which we actuaJJy live, with the result that its 
teaching is misleading and disastrous if we attempt to apply it to the facts of expe­
rience.22 

/ 

The classical school of economics offered no solution to the problems facing 
the nation during the 1930s. But obviously, the optimistic view that the economic 
problems were temporary, requiring only belt-tightening and waiting for the econo­
my to grow, was not acceptable to most of the population. Keynes asserted that 
classical economists 

were apparently unmoved by the lack of correspondence between the results of 
their theory and the facts of observation-a discrepancy which the ordinary man 
has not failed to observe .... The celebrated optimism of traditional economic the­
ory [is) to be traced, I think, to their having neglected to take account of the drag 
on prosperity which can be exercised by an insufficiency of effective demand. For 
there would obviously be a natural tendency towards the optimum employment of 
resources in a Society which was functioning after the manner of the classical pos­
tulates. It may well be that the classical theory represents the way in which we 
should like our Economy to behave. Bur ro assume that it acwa//y does so is to 
assume our difficulties away.23 

Keynes believed that the psychological and organizational conditions of the nine­
teenth century that permitted laissez-faire notions to work as a policy, in fact con­
stituted a special case that was shanered by World War I. The convoluted and con­
trived system depended on free imports of goods and export of capital made 
possible by peace. It depended also on a delicate class balance between capital and 
labor, and a moral balance between capital and spending. In the 1920s price insta­
bility led to the unjustified enrichment of some and impoverishment of others, 
which cut the moral link between effort and reward. Worker acceptance of modest 
wages depended on the dominant business class producing job opportunities. There 
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was also; psychological balance between saving and consumption in which saving 
was a gre 11 virtue. But increasingly, consumption and material outcomes constitut­
ed the m1·asure of success-and failure. And increasingly, capitalism 's driving 
force was a "vice" that Keynes called "love of money."24 

It was also no longer possible to contend that people pushed into uncompensat­
ed unemp oyment were simply too lazy to get a job, or that they could find work if 
they would only lower their wage demands. Marxists of the day felt vindicated, 
believing hat the depres!.ion was the death knell of the market system. 

If Ke) nes was right in his analysis and prescriptions for curing the iUs of capi­
tali sm, th<·n the attraction of a planned economy as represented by communism 
would atrc phy because people prefer to be employed and self-sufficient rather than 
dependent on the government for everything. His public policy solution was one in 
wh ch bus ness and government would act as partners in running the economy. The 
government would engage in public policies that would create a sufficient demand 
to maintai t full employment, and profits would go to business as they had in the 
past. Gov< rnment was the only party of this arrangement that could pull it off, 
however, since it alone could act in the role of a non-self-interested party. He saw 
governmer t acting as a positive instrument for individual freedom by, for example, 
funding pr•>grams such as education that would help individuals as well as society, 
and for eccnomic freedom by protecting a system whose entrepreneurs could flour­
ish, albeit n a regulated way. Keynes maintained that economic prosperity is the 
only certain guarantee of a liberal political system. 

Keyne ;ian theory was a clear advancement in our understanding of market 
capitalism. Part of his success was also based on the fact that he addressed not only 
pressing pr :>blems of the moment--economic depression and unemployment- but 
also endur ng policy concerns like growth and stability. And, like Adam Smith 
before him he developed a theory that rationalized what was already being done 
out of necessity. Without the Great Depression, Keynes would never have written 
his general theory; but already by the time of its publication, Franklin Roosevelt 
had been e ected and was implementing his New Deal, which was Keynesian in 
prac ice. 

Conser1ative critics of Roosevelt argue that his efforts to stimulate the econo­
my by running deficits did not get the United States out of the Great Depression. 
Rather, the) argue that World War II ended the depression. This misses the point, 
however. Roosevelt 's New Deal deficits were not large enough to offset the reduc­
tion in private expenditures by business, households, and state governments. It is 
true that ;1 was not until World War II that the economy began to come out of the 
depression. But this expansion was caused by the vast increase in government pur­
chases asso< iated with the war that stimulated employment and aggregate demand. 
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This actually reinforced Keynes's theory of the role of government as employer of 
last resort and purchaser of goods to stimulate the economy. 

Keynesian theory supplanted the classical school not only because of its more 
penetrating analysis, but also because the essentials of the classical school support­
ed a basic posture of passivity regarding government public policy. Especially in 
crisis situations such as depressions or wars, it is not a realistic option for govern­
ments to do nothing. A major part of the legacy of Keynes is an understanding that 
government does bear a major responsibility for the overall performance of the 
economy. The questions of economic stability, employment, growth, and inflation 
require government leadership and cannot be left lo laissez-faire inaction and faith 
that the system will resolve all economic problems in its own time. 

Keynes's thinking was almost the opposite of Adam Smith's. Disturbances in 
employment, output, or prices are likely to be magnified by the invisible hand of 
the marketplace. A catastrophe like the Great Depression is not a rare occurrence 
but rather a disaster that will return if we depend on the market to self-adjust. Thus, 
when the economy stumbles we cannot wait for an invisible hand to provide the 
needed adjustments. The government must intervene to safeguard jobs and income. 
The total number of jobs in the economy is determined by macroeconomic vari­
ables, including levels of consumption, investment, and imports and exports. 
Keynes's analysis also made short work of Malthusian perspectives. The poor, he 
made clear, were not poor because they were less moral than the affluent; they 
were poor because of their position in society and impersonal economic forces. 

A critical factor in determining the total number of jobs in the economy, or the 
"employment pie," is the relationship between employment and inflation, which 
constrains the number of jobs that decisionmakers can or should create. Liberal 
Keynesians are more concerned about high rates of unemployment than inflation. 
They are opposed to high interest rates, and prefer fiscal-as opposed to mone­
tary-policy to pursue broad economic goals. Conservative Keynesians are more 
concerned about inflation, and therefore accept higher unemployment to reduce it, 
and are less willing to use fiscal policy (especially deficits) to provide full employ­
ment. 

From the mid- I 930s onward in the United States, a consensus emerged on 
government fiscal policies that accepted mild deficits. The principal goal was the 
achievement of full employment, which was loosely defined as an unemployment 
rate of about 4 percent. At 4 percent, existing unemployment was thought to be 
·'frictional" or "structural" rather than '·cyclical." Frictional unemployment refers 
to the temporary unemployment of new entrants to the labor force or those who 
leave one job while they look for a better one. Structural unemployment refers to 
unemployment due to a mismatch between the skills of the labor force and the jobs 
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available. Frictional and structural unemployment are not considered major prob­
lems. Cyc lical unemployment, which refers to unemployment caused by a lack of 
jobs in the economy due to a general economic downturn. is of serious concern. 

Political leaders of both parties in the United States have long held an over­
whelming presumption that in regard to election and reelection prospects, few 
things are more foolhardy than a tax increase or more helpful than a tax cut. The 
temptatior to run big deficits when the economy is not in recession was reined in 
by Keynesian theory, which held that large deficits would result in higher inflation, 
requiring high interest rates to stop rising prices and bringing about a recession, 
which wo11ld spell disaster in elections. The perceived close connection between 
short-term economic trends and politics produced an arrangement that permitted 
def cits bu kept them within a narrow range. 

Keynes's analysis provided the rationale for governments to adopt public poli­
cies to kee :> inflat ion and unemployment low while encouraging economic growth. 
Govemme lts would have a major macroeconomic role with their state, but there 
should be free trade between states. These policies were embodied in the Full 
Employment Act of 1946. which committed the government to an activist policy to 
stimulate enough growth to keep unemployment low. The 1946 legislation did not 
define precise goals so that policymakers would know what goals to shoot for to 
achieve "full employment," or acceptable levels of inflation or economic growth. 
The Full Employment and Balanced Growth Act of 1978 finally established an 
unemployment goal of 4 percent, an inflation rate of not more than 3 percent, and 
an econom c growth rate of 4 percent. 

At the ;ore of Keynes's disagreement with the classical view was his argument 
that a marl.et economy i~ inherently unstable. The market system could reach a 
position of "underemployment equilibrium" in which the economy could have a 
high level )f unemployment and idle industrial equipment. Keynes stressed the 
importance of aggregate demand as the immediate determinant of national 
income, ou put, and employment. Demand is the sum of consumption, investment, 
govemmem expenditures, and net exports. Effective demand establishes the econo­
my's equili Jrium level of actual output. A recession occurs when the equilibrium 
level of act11al output is le<>s than the level necessary to maintain full employment. 
The basic characteristic of a recession or depression is a decline in aggregate 
demand or >Urchasing power by consumers, business, and government. The result 
is an econo nic downturn caused by a reduction in production and the consequent 
increase in unemployment as employers react to reduce their costs. The signifi­
cance of hi:. theory in relation to classical theory was that it claimed there is no 
self-correcting property in the market system to return a stagnant economy to 
growth and "ull employment. 

If his analysis was correct, the classical nostrum of tightening your belt and 
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riding out the stonn was disastrous. It meant that if demand was established at lev­
els so low that unemployment would remain high and businesses would not be 
willing to undertake new investments, the situation would remain indefinitely in 
that depressed state, unless some variable in the economic equation was changed. 
According to Keynes, political management of the economy was the solution. 
Government spending might well be a necessary public policy to help a depressed 
market economy regain its vigor. According to Keynes, to the extent that there 
were market failure::. leading to insufficient demand, government should intervene 
through fiscal and monetary policies to promote full employment, stable prices, 
and economic growth. Useful government action against recessions came down to 
fiscal and monetary measures designed to expand consumer and investment spend­
ing. This would simultaneously improve the general social welfare by improving 
the position of those who are the most vulnerable in periods of economic stagna­
tion: the unemployed. 

Fiscal policy involves the use of government taxing and spending to stimulate 
or slow the economy, and the federal budget is the means by which fiscal policy is 
implemented. The government can increase or decrease aggregate demand by 
increasing or decreasing its share of taxing and spending. Tax cuts, especially 
when directed toward middle- and lower-income workers, will stimulate demand 
by putting more money in the hands of consumers and businesses. The increased 
spending results in increased employment to meet those demands. Conversely, 
increasing taxes, the least popular of all fiscal policies, is intended to curb spend­
ing and slow an inflationary economy. 

When unemployment reaches its full-employment level (4-5 percent unem­
ployment}, we might expect universal approval. Indeed, when the jobless rate 
declines to full employment, the most highly paid tend to react adversely. The most 
well off fear inflation will be touched off when the economy presses against its 
production possibilities, and that it will cost more to find idle resources and bring 
them online. Inflation occurs when there is an increase in the average level of 
prices for goods and services (not a change in the price of any specific good or 
service). The conventional wisdom that says "inflation hurts us all" is simply not 
correct. Inflation redistributes income and wealth. Thus, while inflation will make 
some worse off, it must make others better off. Inflation acts like a tax in which 
money is red is tributed from one group to another. For illustration, if the 
Organization of Petroleum-Exporting Countries (OPEC) doubles the price of oil , 
the price of a gallon of gas wi ll go up, making the purchaser poorer, but the extra 
price will be transferred to OPEC countries, making others wealthier. Since infla­
tion is an increase in average prices, not all prices rise at the same rate. Therefore, 
not everyone benefits or suffers equally from inflation. There are winners and los­
ers. However, since average prices are rising, average wages must also be rising 
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(keep in rr ind that a higher price to a buyer is also a higher income to a seller). To 
an employer, the higher cost of labor in a tight market represents a higher income 
to the worl~er selling his or her labor skills on the market. As a result, real wages on 
average kt ep up with inflation. In reality, some workers' incomes will rise faster 
than inflat on while other5 may not keep up. The value of assets representing a per­
son's weal .h will also be affected by inflation. For example, in the 1990s, average 
prices incr !ased by 32 percent, but the value of stocks (on average) more than dou­
bled after< djusting for inflation, while those who invested in gold saw the value of 
their asset~ decline by over 25 percent after adjusting for inflation. 

The re ,ulting uncerta nty caused by inflation can inhibit consumption a!ld pro­
duc ion de :isions and reduce total output. Price stability (an inflation rate of less 
thar 3 percent per year) s a very real concern to policymakers, whose choice of 
policy ultir 1ately determines the course of the economy. 

Howe' er, the determination to wring inflation out of the economy by driving 
up interest rates will comistently hit some groups harder than others. Lower- and 
middle-inc•>me workers are much more likely to become unemployed than are the 
more afflU<·nt members o~ the labor force. Stopping inflation by creating an eco­
nomic slo\.\ down does not affect everyone equally: 

Recessi ms are not equa opportunity di~employers. The odds of being drafted into 
the figh against inflation increase steadily the lower an individual \ earnings and 
family income to begin with. The relauve income losses suffered by the working 
heads o· poor families, for example. are four to five times as great as the losses for 
hose ht·ading high-inccme families ... . At every income level, male heads of 
~amilie~ experience greater income losse~ than female heads of familie~. and black 
men suf ·er the most of aJ(.25 

The sp1·nding side of the budget is another fiscal policy tool. An increase in 
government spending is a so an increase in aggregate demand and raises produc­
tion levels. A reduction in spending reduces aggregate demand and reduces infla­
tionary pressures. Government spending now exceeds $2 trillion a year, so changes 
in the federal budget can have a significant influence on aggregate demand. The 
spending surge to pay the costs for the war in Iraq in 2004 significantly increased 
aggregate d1:mand. Combining the surge in national government expenditures with 
the significrnt tax cuts. even when directed primarily toward the affluent, signifi­
cantly incre.1sed the fiscal stimulus in 200 I, 2002, and 2003. 

Legislation has built in what are referred to as automatic stabilizers, in which 
fisclL polic) automatically responds countercyclically to certain economic events. 
For examplo:, when the economy slows down and unemployment rises, tax rev­
enues declir e, while government spending for unemployment insurance benefits, 
food assista11ce, welfare, and other transfer payments rises. The budget defici t rises 
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as a result. Tax revenues and expenditures react automatically to changing eco­
nomic conditions without requiring new policy. These automatic adjustments help 
stabilize the economy. On the other hand, with a reduction in unemployment, tax 
receipts rise at the same time that expenditures for welfare decline, reducing budg­
et deficits. Automatic stabilizers are important because they adjust immediately to 
a rising or falling economy and do not require any policy debate to begin working. 
Therefore the deficit wi ll rise during a recession and shrink during a robust econo­
my, even if there is no change in fiscal po licy. So the same fiscal policy could 
result in a surplus, a balanced budget, or a deficit. 

Monetary policy refers to the use of money and credit controls to shift aggre­
gate demand in the d irection needed to attain economic growth with stable prices, 
such as actions taken by a central bank, like the Federal Reserve (the "Fed") in the 
United States, to control the money supply. These actions in tum control the vol­
ume of lending and borrowing by commercial banks and ultimately by investors 
and consumers. ln a depression, the government should increase the money supply 
to keep interest rates down. This policy might also be matched by reducing taxes 
for workers to increase demand, and increasing government spending to stimulate 
business investments, employment, and demand. 

Some would insist that, although th is is a well-establ ished theory, it does not 
represent what actually happens. It may be argued that business firms borrow when 
they have expectations of making money and not because interest rates are low. It 
can be pointed out that during the recession of 2001 , the Fed lowered interest rates 
to less than 2 percent. The housing market improved as mortgage rates decl ined, 
but business firms did not borrow to increase output without demand. The Fed may 
receive credit if and when there is a recovery, but as John Galbraith has written: 

The fac t will remain: When times are good, higher interest rates do not slow busi­
ness investment. They do not much matter; the larger prospect fo r profit is what 
counts. And in recession or depression, the controlling factor is the poor earnings 
prospect. At the lower interest rates, housing mortgages are refinanced; the total 
amount of money so released to debtors is relatively small and some may be 
saved. Widespread economic effect is absent or ins igni fican t.26 

Some policy analysts disagree over how active the Fed should be in adjust ing 
the money supply relative to changing economic conditions. Some have argued 
that the Fed should be an active policymaker, while others argue for a more pass ive 
role m which the Fed would intervene to apply fixed rules regarding the money 
supply. It is undoubtedly true that the Fed risks making errors in applying discre­
tionary policy. The Fed was accused of following too restrictive a monetary policy 
by raising interest rates excessively in late 2000, tipping the economy into a reces­
sion, which forced it to reverse its policy in 2001. A preprogrammed set of rules 
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would also have a problem of too little flexibility and be unable to adapt to unex­
pected events. 

From Demand-Side to Supply-Side Policies 
In the early 1960s, John Kennedy became the first president to avowedly follow 
the Keynesian approach to shaping public policies. For nearly eight years this 
interventionist approach to policy was so successful in producing an uninterrupted 
expansion of the economy that economics was declared to be a science. The deci­
sion to exttmd the Nobel Prize to include an annual award in the area of economics 
capped thi! newfound prestige. But ironically, Keynesian economics wa about to 
suffer an e1osion in confidence at the moment of its greatest triumph. 

Keyne ;'s concern was with an economy, with high unemployment and low 
demand, th1t would be running well below capacity. Inflation would not be a prob­
lem with such excess capacity. But in the late 1960s inflation began to rise as 
unemployn ent declined. 

The id•!a that unemployment could be too low to be consistent with stable 
inflation is of recent origin. William Phillips ( 1914-1976) analyzed data concern­
ing the rela ionship between unemployment and inflation going back almost a cen­
tury in the United Kingdom.27 He discovered a tradeoff between unemployment 
and mflatio 1, an inverse relationship that became known as the Phillips curve. The 
explanation for the relationship is implied in Keynesian theory and is intuitively 
obvious. L< bor does respond to the market forces of supply and demand. When 
unemployment is high, the competition for jobs by unemployed workers allows 
management to fi ll its labor needs at relatively low wage rates. As the economy 
expands and unemployment declines, management must lure workers with higher 
wage rates. Higher wages for labor will result in higher costs of production and 
ultimately i l higher prices. Policymakers could reduce unemployment by accept­
ing higher i iflation, or they could reduce inflation by accepting higher unemploy­
ment. Presidents of both political parties, until Ronald Reagan, chose to reduce 
unemployment by expansionary monetary and fiscal policies that gave people 
more money to spend. Increased demand meant more jobs. 

Keynesian theory provides policymakers with clear options when the economy 
experiences a serious recession or significant inflation. There is a large area 
between the extremes of recession and inflation, however, such that occasionally 
the econom) may suffer unacceptably high levels of unemployment and inflation 
at the same 1 ime. Dubbed stagflation, it became apparent that conventional policy 
tools might r•rovide only a partial cure in altering the structure of supply or demand 
and tnat the economy might be forced to accept a temporary setback . Milton 
Friedman nc ted that business came to expect government policies to encourage 
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continuous growth that would result in higher income levels. Businesses and indi­
viduals made wage, price, and consumer decisions based on the expectation of 
continued growth and inflation. This offset government job-creation efforts of put­
ting more money into circulation, but it also made inflation worse. High inflation 
finall y resulted in hi gher unemployment, breaking the tradeoff that existed 
between the two. Stagflation can also re ult from an external shock such as an 
increase in the price of oil by OPEC (as in 1979-1980 and 1999-2000), which fur­
ther slows economic growth. Unemployment may also rise due to structural unem­
ployment, such as that caused by the bursting of the dot.com bubble in 2000-2001. 
Policymakers were faced with an unhappy choice. To fight high unemployment, 
they would traditionally reduce interest rates and increase government spending. 
To fight inflation, they would do the opposite. In the environment of stagflation, 
fighting unemployment could exacerbate inflation. 

By the late 1970s, a variation on classical economics began to take shape that 
did suggest a different way for public policy to deal with inflation and economic 
growth. Reagan needed an economic theory that would provide an acceptable poli­
cy doctrine as the intellectual basis for a dramatic departure from previous prac­
tice. The theory of supply-side economics was put forward by a loosely knit group 
of conservatives who claimed to have developed a solution to the problem of 
stagflation. Their approach reopened a debate many thought had been settled by 
the Great Depression when they openly proclaimed their goal to widen the gap 
between economic "winners" and the ''losers" as an incentive to work hard, save, 
and invest. They placed blame for many economic problems on the policies that 
supported a major role for the government in the economy, rather than the pre­
ferred classical approach that favored business and suppliers over consumers and 
the demand side. Cynics labeled supply-s ide programs a return to the "trickle­
down" economics of a bygone era.2s 

Supply-side proponents saw a reduction in taxes, particularly for upper-income 
groups, as a key ingredient to stimulate economic investments. They claimed that 
large reductions in marginal tax rates would stimulate enough economic growth ro 
actually increase tax collections and balance the budget, without spending cuts. If 
correct, it would permit government to cut taxes and spend more at the same 
time-the politicians' equivalent of accomplishing the medieval alchemists' quest 
to tum lead into gold. 

Most political economists accepted the notion that government monetary and 
fiscal policy must be coordinated to either reduce unemployment or reduce infla­
tion. Supply-siders argued that monetary and fiscal policy could be split: permit­
ting government to increase spending to timulate job creation, while simultane­
ously raising interest rates to curb inflation. Despite warnings from mainstream 
political economists, Ronald Reagan proceeded to push supply-side policies in the 
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Case Study: Tie Appeal of Convenient Logic 

The effort to urderstand the world through 
rigorous analysis is essential f we are to 
achieve social p ·egress. Unfortunately, there 
is considerable t vidence that wl at is passed 
off as objective analys is is often largely an 
exercise .n seizir g on those part• of a theory 
most in harmony with our financial and polit­
ical self-intereil. Human beings have a 
remarkable tendc ncy to believe hose things 
most in [1ccorda11ce wi th their self-interest. 
We resist the int -usion of realit) that might 
suggest otherwise. 

Problem-solving techniques taught in 
academic settings usually move fr;)m cause to 
effect. In real-life situations, though. when 
our interests are involved, we o· ten choose 
the remedy that " 'ill require the l<!as1 cost to 
us and that will 1equire the least amount of 
reorganization o · our other self-interested 
beliefs. \\e then ·eason back to 1 cause for 
which ou1 lowest-cost remedy provides the 
greatest congruenc·e. In some cases. this may 
require significant mental gymnast ics. 

By way of i ll ustration, Adam Smith 
wrote hopefully hat natural forces would 
lead to a rearly e11ual distribution of income 
between capitalist; and workers h a market 
economy. And he heartily approved of higher 
wages for workers. The failure of the equal­
ization to occur \ 1as worrisome because it 
raised fundamental ques tions 1bout the 
soundness of Smit i's model. Malthus's view 
that the poor are irimoral and responsible for 
their own fate was a most welcome and grati­
fyi ng reasoning f-om the effect (poverty) 
back to the cause 1 immorality) for the afflu­
ent, berausc it relieved them of any burden of 
conscience conce1 ning subsistence wages. 
And it pro\- ided th•:m with a basis for right­
eous indignation 1l any suggest on of an 
unwelcome obliga ion to transfer financial 

rei.ources to the poor. Subsequently, "social 
Darwinism" was invoked as a self-explanato­
ry justification through adaptation of 
Darwin's law of the i.urvival of the fittest: 
wealth should not be passed from the wealthy 
(or "fit") to the poor (or .. unfit"), as doing so 
would violate a natural law. 

More recently. Keynesian analysis 
showed tllat the causes of unemployment and 
poverty can be found in market forces such as 
inadequate demand, and in economic policies 
that tolerate unemployment to keep a down­
ward pressure on prices. Other studies make 
it clear that economic deprivation in child­
hood, and lack of working-adult role models, 
may encourage poor work habits among the 
young. making it impossible for them to get 
work. Their children in turn are without 
working-adult role models and it becomes 
difficult to untangle cause and effect. 

It can no longer be claimed that poverty 
is caused primarily by personal immorality 
(or that the wealthy are more moral than the 
poor-recall the recent savings and loan 
scandals). And one might reasonably expect 
solutions to be proposed related to the new 
diagnosis of the causes of poverty-for 
example, economic policies that do not rely 
on accepting high unemployment to reduce 
inflation, strict enforcement of equal opportu­
nity laws, or greater efforts to provide educa­
tional opportunit ies to the disadvantaged. 
Unfortunately, all these remedies require the 
affluent to incur a cost, which they find 
deeply disturbing. So more convenient alter­
natives are suggested, based on a view of 
causes of poverty more in keeping with solu­
tions they wish to see implemented. Poverty 
is now blamed on government policy: the 
poor are "victims" of the well-intentioned but 
misguided Great Society programs aimed at 

continues 
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Case Study continued 

helping them. This view alleges that the poor 
have no incentive to work because they are 
the beneficiaries of the welfare programs that 
have been lavished upon them. In other 
words. the poor ha1·e too much! So the solu­
tion to poverty, according to th ~ view, is a 
reduction in public expenditures for the poor 
so they will be motivated to work harder. 

Obviously this is a most agreeable policy 
proposal for the more affluent. And its logic 
is carried a disconcerting step further: ju~t as 
the poor have too much and need to feel the 
miser) of deprivation to spur them to work. 
the wealthy have not been working because 
they have too little. High taxes are identified 
as the reason for a lack of incenuve for per­
formance by the wealthy. A reduction in 

taxes, e!>pecially a cut in the capital gains tax 
would be an excellent motivation for the 
wealthy. And it is claimed that this proposal 
favoring the affluent is motivated by compas­
sion for the poor. It is primarily in the interest 
of the poor because ll is alJegcd to create use­
ful employment for them. 

Thus, in this logic, the poor have too 
much to be motivated. The wealthy have too 
little. Therefore, benefits should be reduced 
for the poor and increa'>ed for the affluent. 

So11ue· Loo~ely adapted from a graduation 
address by John Kenneth Galbra11h titled "Rever..e 
Logic" and reprinted in J . K. Galbraith, A View 
from the StandJ (New York: Houghton Mifflin. 
1987), pp. 34-38 

fond hope that he could cut taxes. increase spending, grow the economy. and 
reduce inflation at the same time.29 

The supply-side tax cuts raised the national debt while an increased demand 
for imports expanded the trade deficit fourfold. Jn 1982-1983 the economy fell 
into the deepest recession since the Great Depression. Productivity growth actually 
declined in the 1980s (to less than 2 percent per year) from levels in the 1970s (3.2 
percent per year). Savings and investment rates also declined significantly in the 
1980s. The tax cuts contributed to unprecedented budget deficits throughout the 
decade. Finally, these policies contributed to the increase in inequality that 
occurred during the decade. 

For all of these reasons, supply-side economics is no longer touted as a viable 
alternative to Keynesian economics. Politic ians learned that supply-side policies 
such as major tax cuts targeting the wealthy provided tremendous political rewards 
despite the broader economic fiasco. Even if the theory did not hold up, many cyn­
ical neoconservative politicians saw supporting more tax cuts for the rich as a 
potentially forceful instrument for campaign financing. 

George H.W. Bush muffled his early cri ticism of supply-side economics and 
pledged "no new taxes" in the campaign of 1988. Bush abandoned a strict reliance 
on supply-side arguments in favor of a call for a "kinder, gentler nation." In his 
inaugural address, however, he noted that "we have more will than wallet," indicat-
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ing that t-e did not envi~ion a larger role for government in securing that kindness 
and gentleness. Within two years, with deficits climbing at a dizzying pace, the 
economy slipping into & recession, and threats of forced spending cuts mandated 
by Gramm-Rudman leg.slation, Bush raised income tax rates on the affluent and 
raised the gasoline tax rate. 

The s:ate of the ecor omy al the end of the Bush administra!ion provided a sig­
nificant b)ost to BiJI Clinton's campaign. Unemployment was at 7.4 percent and 
per capita income was fr.Hing. There was a record budget deficit that year of $340 
billion and a federal debt that had risen lO 68.2 percent of gross domestic product 
(GDP). U S. trade defici s were growing and had fluctuated between $465 biJlion 
and $109 JiJlion during the Bush administration. Although these conditions helped 
Clinton w n the election, he was now forced to govern under them. The size of the 
deficit and the national debt were the key economic problem~ to face Clinton. 
Failure to make progres~ on this front would crush every other policy initiative. 
The defici required action because, as interest payments approached $200 biJlion, 
the government was competing with business in money markets, driving up inter­
est rates. This made it more expensive for U.S. firms to borrow funds for capital 
investments to improve growth. The cost of financing the debt would also prevent 
the admini >!ration from pursuing any other social welfare goals requiring funding. 

o significant programs to improve conditions in education, health care, housing, 
or the env ronment could be initiated under such conditions. With fiscal policy­
makers paralyzed, the power to make economic policy would be transferred to the 
Federal Re ;erve. However, the president and the Fed serve different constituencies. 
The presid!nt's primary concern is with encouraging economic growth and fuJI 
employmer t, while the frd has very limited power in this area and is more con­
cerned wit!- maintaining p rice stability. 

Clintor 's campaign set two basic goals for his first term: to cut the federal 
budget defi ; it in half and to create an economic environment that would create 11 
million ne" jobs. In his campaign for a second term Clinton could boast that the 
economy hitd created 14 miJlion jobs. with two-thirds of those jobs paying wages 
above the rr edian. and an unemployment rate that had dropped from 7 .5 percent to 
5.4 percent. The core inflation rate feJI from 3.7 percent in 1992 10 2.7 percent in 
1996)0 And by early 1998 federal revenues as a percentage of total GDP declined 
to 19.9 perc~nt. The administration 's most important economic policy accomplish­
ment was a reduction in the deficit from $290 billion in 1992 to $ 107 billion in 
1996, a cut Jf 63 percent. In 1992 the U.S. general deficit (the total deficit for aJI 
levels of go•1ernment) was larger in relation to GDP than were the general deficits 
of Japan or Jermany in re ation to their GDPs. By 1996 the deficit was a smaJler 
fraction of CiDP than in any other major industrialized country. It became a small 
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surplus in fiscal year 1998 and grew each of the last th ree years of the Clinton 
administration. 

In 1996 the voters rewarded Clinton by making him the first Democrat reelect­
ed to two full terms since Franklin Roosevelt. The Republ ican Party found it diffi­
cult to attack Clinton's economic record, so they touted the symbolic i ues of the 
"character and integrity" of their candidate, Senator Bob Dole. 

The Decline and Renewal of Keynes 
Parts of Keynes's theories were inconvenient to the accepted o rthodoxy of the 
affluent. Among other things, his analys is suggested that the poor and the unem­
ployed are not less moral than the affluent , but rather that they too frequently fall 
victim to economic forces beyond their control. In fact, he insisted that insufficient 
demand leading to unemployment can be caused by low wages, as well as by a ten­
dency of the affluent to save rather than to consume anJ invest. Such analysis legit­
imized policies that included increased government intervention and a progressive 
tax policy aimed at taking wealth from the affluent and returning it to the circular 
flow of the economy through, among other things, increased public expenditures 
that would bene fit the poor. The anger of the affluent over both the analysis and the 
resulting policies is well known. 

Despite flaws in hi analysis and in his optimism about the impartiality of gov­
ernment, in one sense Keynes has won the debate with the classical school regard­
ing whether or not governments should intervene in the natural processes of the 
market to achieve societal goals in economic and other policy matters. Several fac­
tors that cannot be ignored compel government involvement in a wide range of 
publ ic policy issues and will prevent its withdrawal in the future: 

I. Democratization. Around the world, democratic forms of government are 
increasingly displacing authoritarian forms. One element of democracy is greater 
access to government by interest groups demanding that their needs be placed on 
the policy agenda. 

2. Demands for economic security. As nations have become more prosperous, 
demands have increased for governments to provide protection from the vagaries 
of market forces. Tolerance of economic d isruption declined at the very time when 
the expansion of industrialization and modernization was increasing competition. 
This trend began before the Great Depression, but was legitimized by that enor­
mous crisis. More recently, major businesses have demanded that government not 
Jet them fail , citing the potential damaging effects on the overall national economy 
(to say nothing of the effects on company executives). Government has been pres­
sured to undertake measures ranging from protective legislation, to favorable tax 
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treatment , to busines s loans, to outright bailo uts in the cases of Chrys ler 
Corporat ion and the savings and loan industry. 

It is not surprising that , if corporations can successfully plead their special 
right to subsidies to remain in business, ordinary c itizens will plead their right for 
aid to al eviate the vic.ssitude of poverty through assistance in unemployment 
compensation, health care, educat.ion, food stamps, and Aid to Families with 
Dependent Children, among other programs. 

3. Demands for social 1ustice. The demand for equal treatment before the law 
in the United States and throughout the world reflects the demand that gender, eth­
nic, racia , and religious disc rimination come to an end. There is an unwillingness 
to endure humiliating and degrading treatment at the hands of an elite. Not infre­
quently, the discriminatory practices are protected by the state at the expense of 
victims a11d in favor of those not discriminated against. 

4 . Ur?anization. lncreased urbanization has enlarged the public sector of the 
economy in areas such as public health, police protection, sanitation, and educa­
tion, areas that in a mo re rural society had been left to indiv iduals or private 
groups. 

5. Wa -. Two world wars and a cold war in the twentieth century have resulted 
in a huge increase in government spending on national defense. In the absence of 
appropri i tions for a ""ar o n te rror, and for foreign military o perations in 
Afghanistan and Iraq, the U.S. military budget would have risen by 4 percent in 
2003 rath1:r than the actual increase of 11 percent. The military budget is set to 
continue to grow, but the rate is likely to decline over the next several years, 
because current levels of growth will become politically and economically unsus­
tainable. lhe military budget request for fi scal year 2005 was $421 billion, which 
is over tw1·nty-nine time. as large as the combined spending of the seven " rogue" 
nations (Cuba, Iran, Iraq . Libya, North Korea, Sudan, and Syria), which spent a 
total of $1 ·1.4 billion. If Russia and China were added to the rogue states, the com­
bined budfet would be $ 116.2 billion, or 27 percent of the U.S. budget.JI Spending 
at such lev·:ls will have a '>ignificant impact on the economy. 

6. Teel nology. Governments have been forced to respond to problems created 
by new technologies that require national regulation in such areas as communica­
tion (radi<•, te lephone, and te levision). av iation, legal and illicit drugs, and auto­
mobiles . 

7. Policies in other countries. Governments in developing countries have 
resorted to economic planning in an effort to modernize and achieve living stan­
dards comparable with those of the Western world. Governments elsewhere engage 
in a variety of policies such as education to improve the quality and productivity of 
their labor forces. Many countries, such as Japan and Germany, have industrial 
policies, in which the government acts as a partner with business firms in charting 



ECONOMIC THEORY AS A BASIS OF PUBLIC POLICY 175 

national economic development. These policies are designed to improve the eco­
nomic competitiveness of the countries' firms internationally, thereby improving 
the national economic and social welfare. However, the U.S. government is reluc­
tantly being pushed in this direction just to compete with these countries in interna­
tional trade. 

Moreover, the view popularized during the 1980s that government intervention is 
unneeded and that it is actually likely to be harmful , has come increa ingly under 
question. Social problems such as homelessness, the need to improve education 
standards, and the need to deal with public health problems such as AIDS have 
contributed to this. At the same time, scandals in the banking and the securities 
industries have led to calls for greater government regulatory powers. 

Economic Theory and Political Reality 
The goal of macroeconomic theory is to explain the business cycle with all of its 
variables in a manner that would allow policymakers to achieve the goals of full 
employment, rapid economic growth, and stable prices. Yet too frequently the 
economy appears lackluster, or unemployment or inflation become uncomfortably 
high. Is economic theory inadequate? Or is it simply impossible to control all the 
variables that can influence the business cyc le (such as oil price shocks)? In 
defense of theory, it must be pointed out that since World War II , economic growth 
has had many economic slowdowns, but they have not been as severe or as fre­
quent as the recessions before Keynesian theory. Al the same time, the U.S. econo­
my has enjoyed longer periods of uninterrupted growth since 1945 than before. It 
is also clear that government intervention has reduced the severity of recessions 
and extended the growth periods of the business cycle. The theory has clearly 
helped improve the nation 's economic performance. 

Many economic failures are not failures of economic theory so much as they 
are failures caused by the real world of politicians. It is clear that Keynes, like 
Smith. was too optimistic in his economic views. He assumed that a better under­
standing of the relationship between economic variables would permit government 
to enter the market system to maximize social welfare. He implicitly accepted the 
notion that government would be neutral and benign and would intervene only to 
increase demand and provide employment, thus increasing output and improving 
income distribution. He assumed that an understanding of the shortcomings of 
market economics would lead to agreement about solutions. He seems not to have 
been aware of the degree to which governments are penetrated by self-interested 
groups who lobby for their own special interests rather than the general welfare of 
society. 
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Political actors may share the same goal of a growing economy, full employ­
ment, an j price stabilit), but they often have different priorities. Politicians consid­
er winning the next election their first priority. Therefore they will be more con­
cerned "'i th the need to raise money and win votes than with economic theory. 
Politicians are notoriou-;ly reluctant to rJise taxes on potential campaign contribu­
tors. They are also reluctant, but some a little less so, to cut spending to control 
inflation. For example. the tradeoffs relative to a political actor 's main constituents 
w II inflt ence whether fighting inflation or fighting unemployment will receive 
priority. Middle- and lower-income workers along with unions and the unemployed 
would urge that achieving full employment should receive the highest prio rity. 
However, more affl uent communities along with bankers, and those on fi xed 
incomes, such as re tired people, will prefer that controlling inflation be given the 
highest p1iority. 

Polit cal actors also must take action without having perfect information. 
Economics, as a science, has been criticized because a rearview mirror is its most 
scientific tool. That is, economics must gather and analyze data gathered over the 
previous :1ear, quarter, or month to try to determine what is happening in the econ­
omy. It is easier to say where the economy has been than where it is going. A reces­
sion is delined as two successive quarters in which the economy contracts. Because 
of the lag-time gathering and processing data, a recession is not confirmed until 
about seven to eight months into the event. Political actors are often forced to 
respond to problems after the fac t. More effective policy occurs when politicians 
and econc mists look fo1 signs of where the economy is headed and take action 
based on forecasts. Unfortunately, forecasts are based on models, all of which have 
their own nherent biases 

Even 1f political actors had almost perfect information regarding what is taking 
place in the economy and even where it is headed, difficulties in designing and 
implementing the best policy still remain. A policymaker with the best information 
possible may interpret information through ideological biases that will make it dif­
ficult to dt:sign the best policy. For example, a Keynesian income tax cut may be 
recomrnenjed to stimulate consumer spending to end a recession. A policymaker 's 
proposal nay no t effectively target those most like ly to place the ir increased 
income back into the economy. Or Congress may change the president 's proposals 
in respons1: to its own convictions and constituencies. Even if the most effective 
policy is formulated to resolve an economic issue, there is no guarantee it will be 
implementt:d. And even if it is implemented, by the time it moves from a plan to a 
selected po licy, it may no longer be timely. By the time tax cut legislation is passed 
and implemented, the business cycle may be in the expansion phase, and a tax cut 
could be in 'lationary and would not be recommended. 

The politics of economic policy may actually reward politicians for behaving 



ECONOMIC THEORY AS A BASIS OF PUBLIC POLICY 177 

irresponsibly and punish responsible economic policy. For example, tax hikes 
rarely win votes, and despite the fact that tax increases on the wealthiest Americans 
had an overall effect in reducing the deficit in 1991- 1992, Democrats lost control 
of Congress as a direct result of that policy. On the other hand, proposing tax cuts 
when the economy is strong because "we can afford it," as well as when the econo­
my is weak "to stimulate growth," has a strong appeal for voters' abiding desire for 
a higher after-tax income. 

Advantages of Government 
Int ervention to Correct Market Failures 
Government by definition has a universal membership made up of all its citizens; it 
also has the power to compel obedience to its Jaws. Together these give it distinct 
advantages in attempting to correct failures in the marketplace. For example, it can 
avoid free rider problems in providing a public good such as highways or bridges 
precisely because of its universal membership. Individuals may not easily opt out 
of the system. It also has the power to prohibit certain activities-what we might 
call public "bads." For example, by law or through regulatory processes it may pre­
vent pollution, require adequate testing of pharmaceutical drugs before they are 
sold, or mandate that medicine can be practiced only by particular individuals. The 
government also has the power to punish. It can exercise a range of punishments 
for violations of its laws far more severe than any that could be carried out through 
private arrangements. 

Perhaps the government's most important advantage is that it has the power to 
tax. Individual insurance firms may recognize that certain behaviors increase the 
risks against which they provide insurance. Those firms would like to discourage 
smoking, for example, since it increases the incidence of health problems. 
Insurance companies can run ads against smoking, but the government can actively 
discourage the practice by raising the prices of tobacco products through taxes on 
them. Finally, government can improve markets having imperfect information. 
Business can provide information on products in ways aimed at preventing con­
sumers from comparing differences in quality and price. The government can 
require that such information be provided in a standardized, easy-to-understand 
manner. 

Concl usion 
The father of modern economics, Adam Smith, tried to free the capitalist market 
system from the inefficiencies associated with a mercantilism in which government 
provided protection for and control over business. His theory promoted an eco-
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nomic model that claims full employment of workers and capital can be main­
tained without any government intervention as long as there are no monopolies or a 
highly unequal distribution of income does not intervene. His sympathies were 
decidedly on the side of the workers and against business owners. Deviations from 
the ideal resulting in economic slowdowns, reduced output, or unemployment will 
self-adjust as if an invisible hand intervenes, thus eliminating the need for govern­
ment invc lvement. Smith 's sympathies and his qualifications were largely ignored, 
while his views in favor of laissez-faire were accepted enthusiastically by entrepre­
neurs. This school concludes that government should not intervene in the economy, 
because any economic problem is only temporary. From this perspective, govern­
ment's role should be limited as much as possible. Although there is much in 
Smith's a1alysis supportive of government intervention in the economy, today's 
conservat ves are inclined to ignore those aspects of his writings. 

Thomas Malthus focused on a problem noticed early on in market capitalism­
the increasing economic disparity between the rich and the poor. His analysis led 
him to co:1clude that po,,erty is a moral problem: the poor lack moral restraints in 
reproduction. Any effort to improve their condition through government relief or 
higher wages will result in their producing more offspring until they fall back to 
subsistence levels again. This view of the iron law of wages, developed by David 
Ricardo, largely doomed any effort to improve the situation of workers through 
higher wages, government policy, or charity. The theory reinforced laissez-faire 
thinking rnd justified opposition to any policy proposal on behalf of the lower 
classes by the more affluent. Conversely, it can be directly linked to arguments that 
tax rates on the wealthy should be kept as low as possible and that it is immoral 
and counterproductive to take wealth from productive individuals and transfer it to 
those who have contributed less to the social good. 

Karl Marx and his fo llowers seized on the problems of monopoly and the 
inequality exacerbated b) them. Marx saw threats to the continuance of the capital­
ist systerr everywhere. John Maynard Keynes 's defense of capitalism against 
Marxism revolutionized economic theory. His analysis held that market economies 
are inherently unstable, and that they have no self-correcting properties. According 
to Keynes . government may be the only part of society capable of intervening in 
the econo ny to create the demand necessary to maintain full employment. His 
analysis showed the economy to be much more complex than anything suggested 
by the cla~ sical school. His conclusion was that there are several different areas of 
monetary md fiscal policy in which the government may successfully intervene. 
These inte-ventions may also be geared to achieve social goals of the society other 
than those purely economic in nature. 

It ma) well be that the very survival of a capitalist economy in the United 
States is due to the relief from some of its harshest failures (poverty, unemploy-
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ment, alienation, and income insecurity) by the Keynesian welfare state. The wel­
fare state may result less from policy choices in earch of social justice than from 
choices to ensure the survival of a capitalist economy. Government expenditures, 
both natjonal and state, now account for close to 30 percent of GDP in the United 
States. 

The supply-side approach brought back many of the arguments of the classical 
school in a slightly different form. The 1980s saw a concerted effort to return to 
earlier policy prescriptions of reducing government involvement in social and eco­
nomic issues. The policies were not successful in achieving the macroeconomic 
goals claimed. Although the supply-side school as an approach has receded in 
importance, a conservative perspective with the goal of reducing government influ­
ence and its consequent tax burden is still very much alive. 

Government does have some advantages over private efforts to correct failures 
in the economy or to influence what, how, or to whom goods will be distributed. 
Changing global and domestic considerations ensure that, despite rhetoric to the 
contrary, big government is here to stay. The only question is whether economic 
theory will be acted on wisely by political decisionmakers. 

Questions for Discussion 

1. There is a generally held view that Adam Smith was an advocate of mini­
mal government involvement in the economy. What evidence is there to 

support thjs view? Does this view need to be qualified? If so, how? 
2. Many of Malthus's views have been discounted today, yet he was onto 

something when he focused on the relationship between population and a 
nation's economic well-being. How would you revise his theory to apply it 
to developing nations today? 

3. Why and how did Karl Marx agree and disagree with Adam Smith? 
4. How have the major tenets of the classical school been challenged by 

Keynesian theory? 
5. In what ways has Keynesian theory been challenged or modified by subse­

quent writers? 
6. Is there a relationship between a democracy and market capitalism? Explain 

why or why not. 
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I. Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations. edit­

ed by Edwin Cannan (New York: G. P. Putnam 's Sons, 1877; originally published in 1776), 
p. 27. Further on Smith said that there is an invis ible hand that channels behavior to 
improve so :ial welfare: ·'faery individual necessari ly labours to render the annual revenue 
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merchants, and very few wo•ds need be employed in dissuading them from it" (p. 354). 

2. As quoted in Robert L. Heilbroner, The Essential Adam Smith (New York: W. W. 
onon, 1986). p. 322. 

3. Adam Smith. The \Vea/th of Nations, 6th ed. (London: Metheun, 1950), vol. 1, p. 
144. 

4. Ibid., p. 110. 
5. Srr ith was against the government meddling with the market mechanism. As 
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ernment is v•eakening or strengthe ning the market mechan ism when it steps in with welfare 
legislation .... There was virtually no welfare legislation in Smith's day- the government 
was the una >ashed ally of the governing classes .... The questicn of whether the working 
class shoulc' have a voice in the direction of economic affairs simply did not enter any 
respectable J>er~on's mind ... by a strange injustice the man who warned that the grasping 
eighteenth-c !ntury industrialists ... came 10 be regarded as their economic patron saint. 
Even today- - in blithe disregard of his actual philosophy-Smith is generally regarded as a 
consen•ative economist, whereas in fact, he was more avowedly hostile to the motfres of 
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businessmen than most New Deal economists." Robert Heilbroner, The Worldly 
Philosophers. 3rd rev. ed. (New York: Simon and Schuster, 1967), pp. 63-64. 
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pp. 23-36. 

7. Smith's writings in The Wealth of Nations were at least in part an effort to refute 
the mercantilists· contention that the economy should be regulated by the monarchy to pro­
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English king was free to intervene in the most arbitrary and capricious ways as an exercise 
of "sovereign right." Smith wrote: "England, however, has never been blessed with a very 
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Inquiry ( 1877 ed.), pp. 227-228. 
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11. Ibid. , p. 389. 
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CHAPTER 6 
Economic Policy: 

Translating Theory 
into Practice 

As Chapter 5 indicated, prior to the 1930s most policy analysts accepted the eco­
nomic theory of the time, which held that a market economy would achieve the 
macroeconomic goals of full employment, price stability, and productivity growth 
without govemmer.t intervention. The Great Depression shattered such complacent 
beliefs. John Maynard Keynes's theories demonstrated how achieving macroeco­
nomic goals required government intervention through monetary and fiscal poli­
cies. This was officially endorsed in the United States by the Employment Act of 
1946 and reinforced by the Full Employment and Balanced Growth Act of 1978, 
which committed the federal government to specific policy goals for unemploy­
ment, inflation, and economic growth. 

Those acts recognize the responsibility of the state for creating the economic 
conditions that will result in full employment and otherwise provide for the social 
welfare of citizens. Economic policies are the primary means by which a govern­
ment provides or guarantees a range of services to protect people in circumstances 
such as childhood, sickness, and old age. 

Promoting the General Welfare in Practice 
The obligation of democratic government to " promote the general welfare" is 
embedded in the Constitution. As democratic revolutions spread throughout 
Europe after the American Revolution, they embraced this notion of government as 
the servant of the people in contrast to monarchial or authoritarian governments 
where the people were the servants of the state. The idea of the welfare state has 
evolved to mean different things in different countries. Most countries of the 
European Union and Canada use the term welfare state to indicate the state's 
responsibility for providing comprehensive and universal welfare for its citizens. 

183 
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ln welfare economics, welfare is thought of in terms of the utility provided by the 
things peo Jle choose to have. This may include socia l services such as health care, 
access to 1ationally guaranteed education, and even a guarantee of a minimum 
income. ~elfare may also refer to the services designed to protect people against 
soc al problems such as crime, unemployment, learning disabilities, and social 
insecurity. The European Union notes that it is the obligation of the state to provide 
"social protection" to its citizens at the highest level possible. The European Union 
accepts an mstitutionaJ model of welfare in which the state is to provide social pro­
tection and welfare as an individual right. 

In the United States, i.ocial welfare policy is often understood to refer to "wel­
fare provid!d by the state ... The United States burst upon the scene in a revolution 
against King George Ill 's mercantilist meddling, proclaiming the virtues of laissez­
fai re. Ameiicans embraced the myth that they were the chosen people delivered 
from bondage and destined to be free of tyrannical government. Thomas Malthus's 
view of po 1erty as desel\<ed punishment for moral failings was widely accepted. 
This perspective demanding "workfare" for recipients of welfare, and ending wel­
fare as wet ave known it, was promoted by the Clinton administration . 

• n the J nited States, federalism has divided the responsibility for welfare. 
States are responsible for the administration of public assistance and health care 
programs e •en when most of the funding comes from the national government. 
When comr ared to other developed nations, the federal government has played a 
very limitec role in providing social welfare polic ies. The national government's 
major foray into national social welfare was during the administration of Franklin 
Roosevelt i 1 the 1930s, which provided for Social Security and most federally 
financed w<!lfare programs , and the administration of Lyndon Johnson in the 
1960s, which provided for Medicaid and Medicare and engaged in a wide variety 
of other projects at the local level such as "Operation Head Start" in the "War on 
Poverty." But these programs have been suspect by socia l and political conserva­
tives whose goal is to dismantle the New Deal and the War on Poverty by limiting 
government 's financial support for those programs. Social welfare systems in the 
United States are dependent not only on federal and state support, but also on pri­
vate, religious, and corporate assistance. The resulting systems tend to be complex, 
inefficient, and expensive. 

Several economic pol icy goals are generally accepted by all governments. 
They includt: full employment, price stability (low levels of inflation}, and eco­
nomic growt h. The role of the policy analyst is to design policies that will best 
achieve these: goals. ln the United States, Congress and the president, along with a 
host of policy advisers, try to formulate policies to achieve the goals through the 
political process. 
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Evolution of Political-Economic Thinking 
The Great Depression was the catalyst for the development and application of 
the Keynesian approach to economic policy. Franklin Roosevelt scrambled to 
turn the economy around and instinctively engaged in many policies consis­
tent with Keynesian theory when he launched the New Deal. The New Deal 
signified a fundamental change in the role of government in U.S. society. For 
the first time, the government tried to change certain market structures to pro­
vide more sociall y acceptable outcomes for an economy in severe distress. 
The recogn ition that government may alter market outcomes is a significant 
change in political philosophy. A laissez-faire v iew of society no longer 
described the perfect model of the relationship between government and the 
economy. It is now widely accepted that Keynes's conclusion that, because the 
level of aggregate demand will not usually add up to just the right amount to 
achieve price !.tability and full employment, fiscal policy is required to 
achieve those goals. 

The government's effort to guide the economy to maintain high l~vels of 
employment and nudge it toward growth whenever it shows signs of weaken­
ing is not a radical change to capi talism. But to business leaders and ideolog­
ical conservatives, government spending is inherently wasteful. For those 
who believe in a soc ial Darwinist, laissez-faire view of society, there is 
always a suspicion that government spending is a thinly disguised entering 
wedge for socia li sm. The debate lasted until World War II brought the 
unprecedented rise in expenditure, and a corresponding decline in unemploy­
ment. The federal government mobilized the nation for war, and the years of 
massive output led to a new attitude toward government involvement in the 
economy. 

The new environment resulted in passage of the Employment Act of 1946, 
which held the government responsible for providing "maximum employment, 
production, and purchasing power." Most important, the law moved the debate 
from whether the government should be involved in directing the economy, to how 
to best achieve a robust economy. 

The Employment Act also created the Council of Economic Advisers (CEA), 
to be responsible for preparing an annual economic report of the president. 
Although the Bureau of the Budget was completely under the control of the presi­
dent, Senate confirmation of the CEA indicated that responsibili ty for the macro­
economic health of the nation would not be under the exclusive control of the pres­
ident. The act also created the Joint Economic Committee in Congress to have 
legislative oversight in the area of economic affairs, which further limited the 
power of the president. 
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Differins' Perspectives 
Political !conomic policy is concerned with the interaction of political and eco­
nomic forces and the way that governmental authority influences economic activi­
ty. The pc I icy that result '> is the outcome of the competition between coalitions and 
elite dem mds, as constrained by institutional capacities and previous policy deci­
sions. 

Two models are generally used by officials in contemplating appropriate eco­
nomic policies. The first is a variation on the classical model referred to as the neo­
classical model. The classical model held that labor market perform like other 
competiti1•e markets. It assumed that there was a wage at which everyone could 
find empl >yment. As the price of labor fell, demand for the cheaper labor would 
rise and u lemployment would disappear. Ultimately it held that all unemployment 
wa5 temporary or voluntary, because anyone unable to find work must be asking 
too high a wage. During the Great Depression the continuation of high unemploy­
ment despite falling wages was an undeniable failure of classical theory concern­
ing labor markets findinf equilibrium at full employment. The neoclassical model 
concedes that the state is justified in intervening only in situations of clear market 
failure. However, there i'> a presumption in favor of free market forces as being 
efficient a11d therefore legitimate. 

The S(COnd model relies on the insights provided by John Maynard Keynes 
that, left tc itself, the economy might not tend toward equilibrium at full employ­
ment. Ho\.\ ever, if policymakers were to use monetary and fiscal policies correctly, 
these poli : ies could increase economic activity and reduce unemployment. 
According to his theory, monetary and fiscal policy could be employed throughout 
the businei s cycle to maintain low inflat ion and high employment. For example, 
the full-err ployment budget. based on calculations of what government tax rev­
enues would be at a hypothetical state of full employment, is one fi scal policy that 
could be u .. ed to maintain high employment. Government expenditures would be 
based on the projected level of revenues at full employment. The additional spend­
ing at the l!vel as if there were full employment would provide a measured addi­
tional demrnd to the economy that would stimulate job creation. Keynesian theory 
provided sc me hope that economic policy could insulate society from the wildly 
fluctuating :>usiness cycle!- of the past. More important, Keynesian theory provided 
an irtellectual justification for active involvement by the state and social spending. 

It would be difficult to overstate the importance that Keynes's economic theo­
ry had as a political doctrine. Keynesian theory provided an intellectual framework 
that JUStified state activi m and social spending for policymakers. Previously, poli­
cymakers who increased spending during economic downturns were charged with 
being fiscal y irresponsible and threatening to bankrupt the nation. Now the spend­
ing could be justified as stabi li zing the economy. In fact , programs could be 
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des igned to automatically stabilize the economy by programming spending 
increases precisely when the economy was contracting, to limit the depth of the 
business cycle. When the economy begins expanding, social welfare expenditures 
automatically contract, reducing the potential for growth that would result in 
excessive inflation. This theory provided the justification for the welfare state. 

Crude Policy Instruments 
As noted previously, there are at least two major problems with using these fi scal 
and monetary instruments effectively. The first problem is that even if the goals of 
full employment and price stabil ity are accepted, there is considerable debate about 
the best way to achieve them. Nowhere is the disagreement regarding how to 
achieve noncontroversial goals more apparent than in the schools of thought 
regarding market failure. If unregulated markets generated full employment, price 
stabil ity, economic growth, and an equitable distribution of income as classical 
economic theory suggests, there would be no need for government intervention. 
However, markets do fa il and governments are called on to intervene. Does gov­
ernment intervention accomplish its goal of economic growth and reduced unem­
ployment and inflation? If not, government interventi ons also fa il. In the real 
world, of course, nothing is perfect, so the real choice is between imperfect mar­
kets and imperfect policy interventions. 

A second major problem for economic policy is that governments may be 
unable to achieve full employment, prevent inflation, or stimulate economic expan­
sion, because those responsible for economic policy are either unable or unwilling 
to take the action required. The separation of powers fragments the responsibility 
for economic policy and weakens the government 's ability to control the economy. 
While the president is by far the single mo t important player in economic policy, 
his ability to control events or policy is often overestimated. Taxing and spending 
is largely determined by the performance of the economy at the time the budget is 
introduced to Congress, and the forecast during the period of the budget. Much of 
the budget includes programs over which a president has little control, such as debt 
refinancing and various entitlement programs. 

The President 
The executive branch itself contains different departments at the cabinet level, such 
as the Departments of Commerce, Treasury, and Labor, each with different goals. 
In addition, the Office of Management and Budget (OMB) ass ists the president in 
preparing the budget and submitting it to Congress. The OMB tries to submit a 
budget that reflects the priorities of the president. But federal agencies submitting 
their budget requests usually believe in the value of their own programs and press 
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for ex pan jed funding. If the OMB reduces the budget requests of the agencies, 
they may appeal directly to the president or seek informal support from the 
Congress. 

Since Article I of the Constitution provides that Congress alone has the power 
to "appropriate" money. it ensures the budgetary process will involve partisan 
maneuver ng for political advantage. Not surprisingly, politicians often design 
budget prcjections to win support for their agendas. The most flagrant examples of 
predicting unrealistically low projections of inflation and optimistic projections of 
economic Jerformance occurred during the first two years of the Reagan adminis­
trat ion. Re nald Reagan began his presidency promising to eliminate the deficit, 
increase defense spending, cut taxes, and reduce what he perceived to be the 
excesses o ; the welfare state. 1 During a presidential election, challengers are anx­
ious to pla ;e the blame for any economic failures on the incumbent when offering 
their own solutions to economic problems. 

Monet.lf}' policy as a tool to control the money supply is primarily centered on 
the Federal Reserve banking system. By loosening or tightening the reserve 
requiremerts that banks have to maintain on their deposits, the Federal Reserve 
(the "Fed") is able to encourage or discourage lending money, which is the source 
of much economic activity. The theory also suggested that it should make more 
money ava lable to the banking system to lend at low interest rates when funds 
were needd, and reduce the amount available when money seemed in excess sup­
ply by buying or selling bonds. The Federal Reserve did not take this action early 
in the Great Depression. 

Presidential influence on monetary policy is based on the power to appoint 
individuals to the Federal Reserve's board of governors. The president's subse­
quent inflm nee after appointment is largely informal, although the relationship is 
often much closer than press accounts would indicate. The president often works 
the good co p/bad cop routme with the Fed for public consumption when the latter 
makes a politically difficult decision. The president complains to the press that soft 
economic conditions are caused by a recalcitrant Fed that refuses to lower interest 
rates sufficit:ntly. Or conver ely, that inflation could be brought under control if the 
Fed would c nly tighten the money supply. Blame is directed toward the Fed, since 
its members do not run for election, while the president presents himself as a nice 
guy without sufficient clout to implement his more compassionate goals. 

The Policymakers 
Policymakers do not prefer high unemployment to full employment, inflation to 
price stabilit y, or economic recessions to economic growth. But political entrepre­
neurs have ! hort time horizons and may not find it in their interest to take the 
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action required to reduce inflation, or to get a vigorous economic expansion under 
way. They may agree with the notion that there is no free lunch, but they are also 
aware that the price of lunch may be deferred. Elected officials prefer policies that 
provide short-term benefits before election day and bills that will not come due 
until after voters have cast their retrospective votes. Thus, in the U.S. political 
process, there is a bias in favor of policies with short-term benefits and long-term 
costs. This fact has profound implications for the conduct of long-term economic 
growth and stabilization policies as opposed to near-term policies. 

In practical terms, suppose that the government increases its expenditures by 
borrowing rather than raising taxes. The result will be an increase in aggregate 
demand-the total demand for an economy's goods and services. The distribution­
al benefits of increased output and employment will be felt almost immediately. 
The costs of this expansion, reflected in higher prices, will manifest themselves 
only months later, hopefully after an election. So from a politician's perspective, 
the political "goods" arrive first: an increase in employment and a rise in real gross 
domestic product (GDP). The political "bads" arrive later: higher debt servicing 
and higher inflation. Every member of the House of Representatives is never more 
than two years away from election and averages only one year. Every president is 
never more than four years from an e lection and averages only two years. 
Politicians have a very strong incentive to pursue the near-term political '·goods" 
and put off worrying about the "bads" as long as they are in office. 

To the extent that presidents do engage in economic tightening, they have a 
strong incentive to pursue such policies early in their terms and pursue expansion­
ist policies as elections draw near. And to the degree that voters have short memo­
ries and limited sophistication of economic policies, they are likely to reward the 
political entrepreneur who engages in economic expansion just before the 
election.2 Survival being a basic instinct among all politicians, these facts of politi­
cal life also lead to short-term thinking. 

Many recent economic problems have required the spending of more money 
by the government, but the string of mas~ive federal deficits in recent years has 
precluded increased spending. A conspicuous solution to increased spending needs 
and huge deficits is large tax increases. But such increases would cause pain to tax­
payers and threaten a reduction in consumer demand that could lead to greater 
unemployment long before a reduction in the deficit would reduce inflation or free 
up new government monies. In this case the political "bads" arrive rather promptly, 
while the "goods" would likely arrive much later and be felt only gradually. Not 
surprisingly, the three presidential elections in the 1980s were won by the candi­
date who took the hardest line against raising taxes. ln 1992, presidential candidate 
Bill Clinton was able to neutralize the appeal of President George H.W. Bush, who 
had broken his pledge of "no new taxes," by indicating that he himself was a "new 
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kind of D !mocrat" committed to reducing the deficit by reducing expenditures, and 
also to c Jtting taxes fo r middle-income taxpayers. Once in office, though, 
President Clinton faced pressure to initiate spending cuts but increase taxes, and to 
do both quickly. If the process were delayed, the fear was that it would be impossi­
ble to do !ither as the 1994 elections approached. Clinton barely achieved the tax 
increases without one Republican vote, by limiting the increases to wealthier 
American·; who had received steep tax decreases during the Reagan-Bush years. 
The politi1:aJ costs were enormous, however, as Republicans gained control of the 
House of ~epresentatives. George W. Bush campaigned in 2000 and 2004 on the 
platform c f cutting taxes However, with Republicans in control of both houses of 
Congress and the presidency, there was considerable re luctance to directly cut 
expenditu1 es also desired by other constituents. 

Political entrepreneurs thus have a bias toward expansionary fiscal and mone­
tary policies, since lower taxes and increased expenditures for special interest 
groups pre vide strong support for an incumbent 's bid for reelection. Policies to 
reduce spending and increase taxes cause unrest among voters. Even though the 
optimal pol icy often requires long-term strategies, the political incentives for 
incumben1s may not reflect the long-term economic interests of the nat ion. 
Political ertrepreneurs find it extremely difficult to continue unpleasant policies as 
the exigencies of electiom threaten their futures. 

There s considerable irony in the fact that voters deplore the deficits and rail 
against the inability of governments, yet threaten to retaliate against candidates 
who suppo"'t the painful economic measures needed to end them. The result is a 
built-in bia> favoring lower rather than higher taxes and higher rather than lower 
expenditur{s. But cutting government spending inevitably means reducing benefits 
to someone who is currently receiving them. Voters who are hurt by government 
policies and lose benefits are thought to have Jong memories at election time, a 
notion that definitely has long-term effects on politicians' voting behavior. 

Taxes as ari Instrument of Policy 
Through its ability to adjust taxes, especially income taxes, the government can 
guide the economy. The idea of monetary policy was not entirely new in the 1930s, 
but t.1e idea regarding the use of taxes and national budgets as management tools 
of economic policy to counter economic cycles of boom and bus t was new. 
Although th ! government borrows money to finance its operations, taxes collected 
from a variety of sources are the main reservoir of government expenditures. 

But the question of who pays is inextricably linked to several other questions 
regarding tax policy. Wha is a fair distribution of income? What are the major 
issues invoh ed in deciding who should bear the burden of taxes? What do political 
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scientists and policy analysts take into consideration when they talk about a fair tax 
system? Does the U.S. tax system meet the criteria for fairness while promoting the 
general welfare? 

Government intervention is a conscious decision not to leave the provision of 
certain goods or services to the marketplace. It is a determination that political, not 
economic, considerations will prescribe which services the government will pro­
vide. Taxes are required to finance these goods and services. Therefore, the main 
purpose of taxation i to move purchasing power from the private to the public sec­
tor. But in order to understand and judge these economic policies, their distribu­
tional consequences must be understood. 

Antitax sentiment has always run high in the United States. Recall that the 
American Revolution began as a tax revolt with the dumping of tea into the Boston 
Harbor, because the colonists objected to the taxes levied on the tea. After the 
adoption of the Constitution, the government relied primarily on customs duties to 
fund the limited national budget. Congress enacted an income tax during the Civil 
War, but it expired at that war's end. In 1894 Congress passed another income tax 
bill. That tax was declared unconstitutional in 1895 in Pollock v. Farmers' Loan 
and Trust Co. As a result, the Sixteenth Amendment to the Constitution was 
passed, which was ratified in 1916 and gave Congress the power " to lay and collect 
taxes on incomes, from whatever source derived." 

Although the personal income tax soon became the primary source of revenue 
for the government, the portion of income paid in taxes in the United States is still 
well below the percentage of income paid as taxes by workers in other countries. 
Figure 6.1 illustrates this fact. The data in the figure support the evidence that 
Americans are not overtaxed. Taxes from all levels of government are expressed as 
a percentage of each country 's GDP, or output. This is the best measure of relative 
taxation, because it includes not only the tax burden, but also an indication of the 
ability to pay the taxes levied. 

The Organization for Economic Cooperation and Development (OECD), one 
of the most reliable sources of data for international comparisons, found that of 
thirty countries examined (mostly Western, industrialized nations), only Mexico 
collects a smaller share of revenues as a percentage of GDP than the United 
States.3 After falling in most OECD countries between 2000 and 2002, tax rev­
enues as a percentage of GDP leveled out in 2003 and in some cases began to rise 
again. However, the United States experienced particularly large reductions in tax­
to-GDP ratios between 2000 and 2003, from 29.9 percent to 25.4 percent. 

Even though Americans are among the least-taxed people in the industrial­
ized world, aversion to taxes runs high and politicians are usually rewarded for a 
vigorous and righteous defense of constituents against rapacious tax collectors. 
This is often accompanied by an indignant opposition to any increase in social 
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Figure 6.1 Total Tax Revenue as a Percentage of GDP, 2003 {includes national 
and local taxes and social security contributions) 
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welfare spending, since any increased public expenditures would entail higher 
taxes. 

The reality is that when compared to most industrial ized nations, the United 
States is a tax haven. Overall, government expenditures a a share of GDP remain 
cons istent! / lower than in any other OECD country. 

Taxation in the United States 
Federal, s tate, and local governments obtain revenue to finance programs from tax­
ing three t as ic sources : income, consumption , and wealth. The largest single 
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source of revenue for the federal government is the personal income tax, followed 
by social insurance tax and corporate income tax. Most state governments use 
taxes on income and consumption. Local governments rely almost entirely on tax­
ing property and wealth. 

Taxes on income. Figure 6.2 presents a breakdown of the sources of revenue for 
the national government. In addition to income taxes, wages are subject to a pay· 
roll tax, which is levied on a company's payroll (half of which is deducted from an 
employee's paycheck) to finance the Social Security and Medicare programs. 
Payroll taxes are now the second major source of revenue. 

Workers transfer part of their earnings to retired workers through mandatory 
payroll deductions that in 2005 amounted to 6.2 percent of wages on income up to 

Figure 6.2 Federal Government Receipts, 2004 
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$90,000. Employers contribute an equal amount. Over the past five years, payroll 
tax revenu ;:s have increai.ed from 36 to 41 percent and individual income tax rev­
enues hav1: decreased from 44 to 42 percent, while corporate tax revenues have 
declined from 12 to 9 percent. 

Taxes on 1:onsumption. The most important taxes on consumption are the sales 
tax and th1! excise tax. Sales taxes are a major source of revenue for most states 
and many major cities. Most states raise the majority of their revenue from a com­
bination of income taxes and sales taxes imposed on the purchase of a wide variety 
of goods a id services (although many states exclude some essential items such as 
food from 1heir sales taxes). 

Excise taxes, which are taxes on specific products, are a source of revenue for 
state and local governments, as well as for the national government. Some items 
subject to lederal excise taxes include gasoline, airline tickets, alcohol, cigarettes, 
and firearns. A tax levied on the sale of tobacco products or alcohol is often 
referred to 1s a sin tax, based on the idea that use of these products imposes exter­
nalities on nonusers in the form of air pollution, litter, health hazards, and increases 
in the cost Jf medical care. Some excise taxes are targeted at purchasers of certain 
goods who will eventually benefit when the money is spent by the government. 
Gasoline taxes, for example, are used to finance highway construction. An excise 
tax that is levied on buyers of expensive nonessential items such as yachts or 
expensive j :welry is referred to as a luxury tax, as the incomes of these people are 
assumed to be high enough to absorb the costs. 

Most e;ccise taxes are levied on goods with a relatively inelastic demand. If 
the demand were highly elastic, the tax would push sales down significantly, 
resulting in only small government revenues.4 Politicians find that raising taxes 
usually cos1s some voter support. Therefore, they prefer that taxes be borne by as 
small a group as possible, or by such a large group that it is a minimal burden on 
each payer. Politicians find it easier to impose excise taxes than any other form of 
tax, becausf they can raise a significant amount of revenue while affecting a rela­
tively small number of voters. Nevertheless, excise taxes have declined in impor­
tance as a simrce of federal revenue. Their share of federal tax revenues fell from 
13 percent in 1960 to 3 percent in 2003. 

Taxes on property and wealth. The property tax has traditionally been the 
main source of revenue for state and local governments. Many local governments 
tax private tomes, land, and business property based on its assessed market value. 
Some states and local governments impose taxes on the value of specific types of 
personal prcperty such as car , boats, and occasionally livestock. Property taxes 
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account for over 75 percent of the revenue raised through truces on wealth.5 Other 
taxes imposed on wealth include inheritance, estate, and gift taxes. 

Principles of Taxation: Efficiency and Fairness 
Although no one likes to transfer control over part of their income to the govern­
ment, most people grudgingly comply. The primary purpose of tuation is to raise 
revenues to carry out government policy goals, although there are other goals as 
well, such as discouraging the consumption of certain goods. Voluntary compli­
ance is related to the perceived tax efficiency (or neutrality) and tax fairness of 
the system. 

Tax efficiency. Efficiency, or neutrality, suggests that unless there is adequate jus­
ti fication, we should try to interfere as little as possible with the market allocation. 
The freest movement of goods and services maximizes economic efficiency and 
therefore overall economic well-being. Unfortunately, every tax invites concerted 
efforts to avoid it and influences economic activity and the allocation of resources, 
even in cases where the market process works well and needs no outside regula­
tion. For example, the preferential treatment that allows individuals to deduct from 
income taxes the cost of mortgage interest and property taxes on their homes, dis­
torts the market by increasing the demand for homeownership over rental units. 
Similarly, tax Jaws allow child care payments to be deducted from taxes owed. 
Such preferential treatment, referred to as a tax expenditure or "loophole," repre­
sents a loss in government revenue just as though the government wrote a check 
for the amount of the deduction. 

Special interest groups that receive preferential treatment are vigorous defend­
ers of their tu subsidies, and thus subsidies are very difficult to eliminate. This 
raises the issue of fairness. 

Tax fairness. Political scientists, economists, and philosophers have wrestled for 
hundreds of years with the concept of what constitutes a just and equitable tax sys­
tem. If the system is perceived as unfair, people are more likely to evade taxes, if 
possible, or pressure political entrepreneurs more aggressively to reduce their tax 
burden. There are two main principles of fairness. 

Benefit principle. The benefit principle holds that people should pay taxes in pro­
portion to the benefits they receive. This principle tries to make public goods simi­
lar to private goods in that payment for services is commensurate with the amount 
of goods or services received. If the purpose of truces is to pay for government 
services, then those who gain from those services should pay. A toll bridge is justi-
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Case Study: Tix Expenditures 

A tax expenditu "e is defined as the reduction 
in cax revenue that results wher government 
programs or ben::fits are provided through the 
tax system rath< r than reported as budgetary 
expenditures. T he reductions are usually 
made b) offering special tax r.ltes, exemp­
tions, or tax credits to program, · beneficiar­
ies. Governmen s introduce tax expenditures 
primaril:· to achieve social policy objectives 
such as wealth transfers to lower- income 
families or to promote economic development 
and job< reation. 

The federal government "spends" hun­
dreds of billion , of dollars on ax expendi­
tures each year. T he largest tax e~penditure­
the exclusion fo r employer contributions for 
health insurance (see Table 6.1)-is also the 
fastest growing. The main reasor, the govern­
ment reports ta> expenditures i' to improve 

accountability by providing a more complete 
picture of its spending. 

Governments use the tax system to deliv­
er programs to reduce their own administra­
tive costs and reduce compliance costs for 
recipients. There are several negative aspects 
to tax expenditures. Their overall cos t 
receives less public scrutiny than is the case 
for spending programs, because it need not be 
formally approved every year. The benefits of 
the major tax expenditures tend to go to high­
income earners to an even greater degree than 
do entitlements. This can run counter to the 
objective of incorporating progress iveness 
into the tax system. Tax expenditures are big 
and automatic, and costs are often hard to 
control as many of the benefits tend to be 
more open-ended and enforcement is often 
more difficult than for spending programs. 

fied usin! the benefit prmciple. Tolls collected are used to pay the bonds used for 
bridge co 1struction and to maintain the bridge. Because those who pay the toll are 
the same people who use the bridge, the toll is viewed as a fair way to pay for the 
government service. The more they use the bridge, the more they will pay. Those 
who do n•>t pay can be excluded. The major disadvantage of this principle is that it 
will not " ork for public goods from which nonpayers cannot be excluded, or where 
it is difficult to determine who benefits or by what amount. For example, who ben­
efits mos from law enforcement and the judicial system, the rich or the poor? 
Figure 6.::: indicates where the federal dollar is spent. 

The benefit principle is often used to argue that the more affluent citizens 
should have a higher tax burden than poorer citizens, because they benefit more 
from public services. For example, the wealthy receive more benefit from a police 
force than do poor citizens because they have more wealth to protect and their loss­
es would >e much greater in the event of theft. Therefore, since police protection is 
more bem ficial to the affluent, they should contribute more. 

The \/elfare of the wealthy is best served by the Securities and Exchange 
Commissi on, the Federa Reserve system, national security, or by the judicial sys-



Table 6.1 Largest Tax Expenditures, 2005 

Rank Tax Expenditure 
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Cost to Treasury 
(in $billions) 

I Exclusion for employer contributions for medical insurance 109.4 
2 Exclusion of employer pension plan contribution and earnings 99.3 
3 Reduced rates of tax on dividends and long-term capital gains 76.8 
4 Deduction for mongage interest on owner-occupied residences 69.9 
5 Deduction of state and local government income and personal propeny taxes 40.9 
6 Exclusion of capital gains at death 37.7 
7 Tax credit for children under age seventeen 35.7 
8 Earned Income Credit 35.4 
9 Deduction for charitable contributions other than for education and health 28.8 

I 0 Exclusion of Social Security benefits for retired workers 20.8 
11 Exclusion of interest on life insurance savings 25.4 
12 Deferral of capital gains on sales of principal residences 18.0 

Sm1rce: Estimates of Ft!deral Tax Expmditures for Fisc-a/ Yt!ars 2004-2008. prepared for the Comminee on 
Ways and Means by the Staff of the Joint Committee on Taxation (Washington, DC .. U.S Government Printmg 
Office. 2003). 

tern. If there was agreement on who benefits and by how much, then taxes could be 
a llocated accordingly. Allocating taxes by this principle provides an incentive to 
insist that someone e lse is the main beneficiary. If these taxes could be allocated 
accurately, there would be no income redistribution. 

Ability-to-pay principle. The ability-to-pay prfn'ciple claims that fairness requires 
that taxes be allocated according to the incomes and/or wealth of taxpayers, 
regardless of how much or how little they benefit. According to this principle, the 
wealthy may benefit more than the poor from some government expenditures and 
less than the poor from others. But since they are better able to pay than the poor, 
they should pay more in taxes. This principle is justified by the argument that all 
citizens should make an "equal sacrifice." Fairness in this system requires both 
horizontal and vertical equi ty. 

Horizontal equity means that individuals who have nearly equal incomes 
should have nearly equal tax burdens. This is the concept Plato had in mind when 
he wrote in Book One of The Republic, "When there is an income tax, the just man 
will pay more and the unjust less on the same amount of income." Horizontal equi­
ty is lacking when those with equal abilities to pay are treated differently because 
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Figure 6.3 How the Federal Budget Dollar Is Spent, Fiscal Year 2005 
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of tax dee uctions, credits, or preferences not available to all taxpayers on equal 
terms. 

Verti< al equity means that those with higher ability to pay should pay more 
taxes thar those with less ability to pay. There is less agreement on how much 
more the rich should pa). In fact, taxes are generally classified according to their 
incidence. Tax incidence is the actual distribution of the tax burden on different 
levels of income. Tax S) stems are classified as progressive, proportional (some­
times refe1Ted to as a "flat"), and regressive, as illustrated in Figure 6.4. 

A progressive tax is one in which the tax rate rises as income rises. Wealthier 
taxpayers :>ay a larger percentage of their income in taxes than do low-income tax­
pa)ers. A progressive tax redistributes wealth from the more affluent to the less 
affluent. Keynesian ecol'\omic theory supports a progressive income tax. Most 
American! support progressive taxes on the ground that ability to pay rises more 
than propcrtionately with income. 

A pro lortional tax is one in which the tax is the same through all income lev-
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Figure 6.4 Tax Incidence: Progressive, Proportional, and Regressive 
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els. Ordinarily called a flat tax, a proportional tax is often praised by its supporters 
for its efficiency. By assessing a tax as a fixed percentage of income, a wage earn­
er 's decisions do not affect the amount of tax owed nor distort incentives. Since 
theoretically there are no deductions, everyone can easily compute the amount of 
taxes owed and there is little need to hire accountants or tax lawyers. Because the 
proportional tax is so efficient and imposes only a slight administrative burden on 
taxpayers, many argue that we should adopt it. But efficiency is only one goal of 
the tax system. Although some think that a system in which everyone pays the 
same percentage of their income is fair, others argue that is not equitable. A propor­
tional tax is neutral in regard to income distribution. 

Under a regressive tax, the average rate declines as income rises. It is called 
"regressive" because high-income taxpayers pay a smaller percentage of their 
income than do low-income taxpayers, even though they may still pay a higher 
amount in absolute dollars. A regressive tax redistributes income from the poor to 
the wealthy. Regressive tax systems are so manifestly unfair that few openly advo­
cate them. A notable exception is George Gilder, a conservative writer wi th 
refreshing frankness but doubtful logic who wrote that "regressive taxes help the 
poor."6 Gilder, whose work was widely and approvingly read by supply-siders of 
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the early 1 )80s, also declared that "to help the poor and middle classes, one must 
cut the taX{S on the rich."-

Because state and local governments often rely on sales and property taxes, 
these tend o be regressive. State and local sales taxes increased during the 1980s 
along with local property taxes. A sales tax is often confused with a flat tax 
because tw) individuals with vastly different incomes will pay the same sales tax 
on the pun:ha e of ten gallons of gas. Sales and property taxes are regressive 
because po•>rer people must spend a higher percentage of their income for goods 
and service;, as well as housing costs, than do the affluent. 

In theo -y, the federal income tax supports the principle of vertical equity by 
being very nildly progres-;ive. The tax cuts in 200 I, 2002, and 2003 have signifi­
cantly redw·ed the progre~sivity of the federal income tax. There is no agreement 
on how pre gressive the tax code should be, or even on how the ability to pay 
should be neasured. For example, should adjustments be made for catastrophic 
medical exrenses? What about families who may have several children in college 
at once? 

Federal tax progressiv1ty has been declining for over two decades. When taxes 
paid by individuals to federal, state, and local levels of government are combined, 
the mildly p•ogressive features at the national level are offset by regressive taxes at 
the local le1•el, resulting in a roughly proportional tax system. The trend toward 
inequality i~ attributable to the increased influence of those who argue in favor of 
tax neutrality (proportional tax). The avowed purpose of the tax cuts in the first 
term of Gecrge W. Bush was to reduce the progressive nature of the federal tax 
system and inake it more "neutral." By primarily reducing the taxes of those in the 
highest brackets and cutting government funding for social welfare programs, it 
intended to reduce the redistributive effect of transferring wealth to the poor. Tax 
deductions a1d exemptions often referred to as loopholes, are subtracted from per­
sonal income to determine the taxable income. All tax loopholes encourage taxpay­
ers to engage· in certain types of behavior to avoid taxes. Most loopholes primarily 
benefit the more affluent and therefore they erode the progressivity of the income 
tax. This effectively reduce!. the tax rate if certain conditions are met.8 

One poli ::y analyst, William Gale, proposes tax reform that would be revenue­
neutral while broadening the tax base, reducing effective tax rates (rates paid after 
deductions rue factored in), and simplifying the process.9 Briefly, he contends that 
itemized ded Jctions are at the heart of any serious effort at tax reform. Although 
they are popular and subsidize various activities thought of as "good," they create 
many proble.ns. He argues that deductions largely subsidize activity that would 
have occurred anyway. By eroding the tax base, they require higher tax rates than 
would other\\ ise be necessary. 

It may be argued that deductions under the current system are also unfair. Why 
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should a high-income household save 38¢ on a dollar of mortgage interest while a 
low-income household saves 15¢? Why should homeowners with a large mortgage 
be able to use a tax-deductible home equity loan to buy a car, when renters with 
similar incomes cannot? Other deductions for state and local taxes are often justi­
fied on ability-to-pay grounds, since the taxes directly reduce household income. 
However, state and local taxes largely pay for services that households consume, 
such as schools, roads, and parks. But if taxes buy services, they should be part of 
the taxable income. For instance, a household that paid $30 a month for garbage 
collection to a private company would not expect a deduction. Why should a 
household that pays the same amount in local taxes for trash removal get a deduc­
tion?10 

Many who support the neutrality of the tax system argue that efforts to redis­
tribute wealth through tax transfers are not very effective. They maintain that a 
progressive income tax reduces the incentives for the more affluent to work and 
save. By encouraging the affluent to invest their wealth, the size of the total eco­
nomic pie will be increased so that the benefits that trickle down to the poor will 
exceed any benefits from redistribution through tax transfers. They insist that the 
fact that some entrepreneurs become extraordinarily wealthy is irrelevant, because 
their actions have improved society. 

Social Security tax (the payroll tax) is an example of a tax that is proportional 
in the lower ranges, but regressive for those receiving income in excess of the max­
imum wage for which taxes are withheld. As mentioned above, this payroll tax 
requires individuals and employers to pay the same rate (6.2 percent, 12.4 percent 
total) on wages up to $90,000 (in 2005). Above $90,000 the marginal tax rate is 
zero (the marginal tax rate is defined as the tax on additional income). Rather than 
exempting low incomes, it exempts high incomes. Once the ceiling is reached, no 
more payments are made for the year. Also, since only salaries are subject to the 
payroll tax, while income from interest is untouched, it is ultimately regressive. 
There is an additional Medicare payroll tax of 1.45 percent with a matching 1.45 
percent paid by employers with no upper salary limit. 

Broad Uses of Tax Policy 
Tax policy may be used to pursue various goals simultaneously. For example, its 
most basic use is to achieve macroeconomic goals of expanding the economy and 
employment. Taxes may be used as an economic policy to provide income security, 
to increase investment spending, and to stimulate aggregate spending. 

President John Kennedy announced his intention to provide a tax cut aimed 
primarily at middle- and low-income families in order to stimulate a lethargic 
economy. Lyndon Johnson, upon succeeding Kennedy, agreed with Kennedy 's 
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Case Study: lotteries as a Regressive Tax 

Gambling gen< rates enormous amounts of 
revenuf for gc vernments and the gaming 
industry But it• enchanting promises of sig­
nificant benefit:. for the genera welfare fre­
quently do not hve up to expectations. 

A s udy by Alicia Hansen 'ound that in 
2002 the avera ~e American spent more on 
lotteries than on reading materials or movies. 
In 2003, total spending on Jo11eries was 
almost S.45 bill on, or $155 fo1 every man, 
woman, and child in the United States. About 
$14 billion of thll money went into state cof­
fers. 

The fact tha playing the lottery ts volun­
tary doe~ not m~ ke the "profit" .my less of a 
tax. It is analogous to states rai•ing revenue 
from an excise tax on alcohol. 11le purchaser 
of alcoh<JI does so voluntarily, but no one 
denies thll it is a tax. Some then concede that 
it is a ta>.., but tt-at a tax of choi.::e is prefer­
able to a tax that is paid reluctantly, and pre­
sumably ..he purchaser of alcohol or a lottery 
ticket is willing to pay the tax. 

Political ent ·epreneurs have discovered 
that the average voter does not hink of the 
lottery as a tax, "hich removes a major barri­
er to taxation. Th!' transfer of lottery revenues 
10 state trcasunes is an implicit tax on lottery 
bettors. There is a consensus among 
researchers that state lotteries are a decidedly 
regressivl' form of taxation in that average 
lottery sales are t ighest in low-income areas 
and lowe1 in areas of higher eccnomic and 
educa11onal levels 

Spon~ored gambling allows many state 
governments to Jse lotteries to minimize 
taxes that Nould otherwise have to be paid by 
middle- ard uppe1-income groups. The result 
is that states have ncreasingly res(lned to lot­
terie 10 ircrease -evenues as a wJ.y of side­
stepping opposition to tax increlses. New 
Hampshire started the first modem state lot-

tery in 1964. In 2005. fony-one states and the 
District of Columbia sponsored lotteries. 

Per capita lottery ticket sales were three 
times higher in inner-city Detroit than in the 
suburbs in 1988. Of $104 million contributed 
to Michigan's school aid fund by Detroit lot­
tery ticket purchasers, inner-city schools 
received only $80 million. The remaining $24 
million was transferred to more affluent sub­
urban school districts. A 1988 study of the 
Florida lottery, which also earmarks profits 
from sales to go into the general education 
fund, found that when one includes the tax 
incidence (who pays) and the benefit inci­
dence (who receives the funds), the tax was 
regressive for those with incomes below 
$40,000. The benefits of the net tax are pro­
portionally distributed at incomes between 
$40.000 and $70.000 and become progressive 
at incomes above $70,000. Congress commis­
sioned a National Impact Study, which found 
that gambling had not improved Florida's 
education or health services. Prior to the 
introduction of the state lottery. Florida allo­
cated 60 percent of its budget for school 
improvement. Five years after the introduc­
tion of gambling, only 51 percent of its budg­
et was allocated to education. The study 
noted that ''the problem with a lottery is that 
lottery profits are used as a substitute for tax 
dollars, not as a supplement to them."' 

Lotte ries violate the tax principles of 
both neutrality and equity. There is also the 
ethical question of exploiting human desire to 
extract a regressive tax on the poor. 

So11ras: Alicia Hansen, "Lo1teries and State 
Fiscal Policy," Tax Foundation Background Paper 
no. 46 (Washington, D.C.: Tax Foundation, 
October 2004); Mary Borg, Paul Mason, and 
Stephen Shapiro, The Economic Consequences of 
State loll tries (New York: Praeger, 1991 ). 
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logic and shifted the emphasis from expanding federal spending to boosting private 
consumer demand and business investment. He cut personal and corporate taxes by 
$11 billion, and economic activity increased exactly as the model had predicted. 

Much larger tax cuts were implemented by Ronald Reagan in 198 1. These cuts 
were directed primarily at reducing the tax burden of the affluent rather than that of 
middle- and lower-income workers. The top tax rate was cut from 70 to 28 percent. 
All told, personal taxes were cut by $250 billion over a three-year period and cor­
porate taxes were cut by $70 billion. The deficit spending and increased consumer 
demand that res ulted did get the economy out of its deepest recession , in 
198 1- 1982, since the Great Depression. 

President Bill Clinton won election by campaigning against policies that kept 
the economy lagging behind its potential , using the slogan "it 's the economy, stu­
pid." He cited the need for more fiscal stimulus during the campaign and suggested 
the need for middle-income tax cuts. Upon his e lection, however, he recognized 
that the economy had hit the bottom of the recession and was starting to expand. 
He was aware of the Keynesian multiplier at work and decided that additional 
stimulus might create the problem of inflation. Instead he decided to tackle the dif­
ficult and politically risky strategy of dealing with the long-term problem of the 
deficit and its drag on the economy. He raised taxes on the top 2 percent of income 
earners over the unanimous opposition of Republicans, who predicted economic 
catastrophe. He also cut government spending while providing tax credits for 
investments to stimulate economic expansion. His actions set in motion the longest 
uninterrupted economic expansion since World War II. (See Figure 6.5.) 

President George W. Bush proposed the largest tax cuts in history. He proposed 
a $ 1.6 trillion cut over a ten-year period. He argued that with the government sur­
pluses from 1998 through 200 I , the nation could afford the tax cuts.11 He argued at 
the same time that, because the economy was slowing down, although unemploy­
ment was hovering around 4 percent. a tax cut was needed to stimulate the econo­
my. Finally, he argued that taxes in the United States were oppressive and people 
needed relief. Indeed, the 2001 tax bill was titled "The Economic Growth and Tax 
Relief Reconciliation Act." Congress agreed and ultimately passed a $ 1.35 trillion 
dollar tax cut over ten years. Additional tax cuts were passed in 2002 to "stimulate 
the economy." Tax cuts were passed again in 2003 and 2004. 

The 2001-2004 tax cuts have already affected the U.S. economy in a varie ty of 
ways and will have an even larger impact in the future. The cuts have been in place 
long enough for analysis to provide a clearer picture of how they are affecting the 
economy and different income groups, and how they will influence future budget­
ary decisions. The Congressional Budget Office (CBO), which provides Congress 
with analysis of legislative action and is currentl y headed by a Republican, 
released a study that found that the Bush tax cuts will increase income inequality 
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Figure 6.5 Yearly U.S. Budget Deficit or Surplus, 1961-2004 (in U.S.S billions) 
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by raising the after-tax income of the most affluent far more than it will raise the 
after-tax inc) me of middle- and low-income households .12 Table 6.2 indicates who 
benefits the nost from the Bush tax cuts. 

Bear in nind that these calculations, based on CBO data, exclude the effects of 
the corporati: tax cuts and he effects of the estate tax cuts. Nevertheless, those in 
the bottom fJ fth, with an average income of $16,600, received an average tax cut of 
$230 in 200i, while the top fifth, with an average income of $203,700, received 
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Table 6.2 Who Benefits from the 2001-2004 Bush Tax Cuts? 

Average Average Share of the Change in 
Income($) Tax Cut($) Tax Cut(%) After-Tax Income (%) 

---
All 80,100 1,680 100.0 2.7 
Bottom quintile 16,600 230 2.8 1.5 
Second quintile 38,100 720 8.3 2.2 
Middle quint ile 57,400 980 I l.5 2.0 
Fourth quintile 84,300 1,520 17.7 2.3 
Top quintile 203.700 4,890 59.9 3.3 
81-90 percent 116,600 2,210 13.4 2.5 
91-95 percent 115,000 3,180 9.8 2.7 
96-99 percent 243,100 4,830 12.0 2.8 
Top I percent I, 171,000 40,990 24.6 5.3 

Source David Kamin and Isaac Shapiro. SrudieJ Sired New Light 011 £/fec1.f of Admi11isrra1ion's Tax Clllf 
(Washington, D.C .. Center on Budget and Policy Priorit1f's, September 13. 2004), p. 4. 

No1e: Percentages may not sum to 100 due to rounding. 

tax reductions averaging $4,890. and the top I percent, with an average income of 
SI, 171,000, received an average tax cut of $40,990. 

A more salient measurement in examining the effect of tax cuts is to assess 
after-tax income al different levels, since this indicates how much households have 
available to spend and save. This measurement also shows that the tax cuts dispro­
portionately benefit those who are already the most affluent. According to the CBO 
data, the top I percent saw its after-tax income grow by an average of 5.3 percent, 
more than three and a half times the percentage increase received by the bottom 
quintile. Therefore, even if all households receive a tax cut, there is an increase in 
inequality, since after-tax income will rise by a larger percentage for more affluent 
than for less well-off households. 

Since additional tax cuts that almost exclusively benefit affluent households, 
such as the elimination of the estate tax and the removal of the limitation on item­
ized deductions, wi ll be phased in over the next several years, the ultimate effect 
w ill be even more unequal. Some defenders of the tax cuts have argued that every­
one is a "winner" since everyone received a tax cut. However, the tax cuts have 
thus far been financed through growing deficits. The tax cuts must eventually be 
financed through either tax increases or spending cuts, because the economy can­
not sustain such large and persistent deficits. In all likel ihood, since the administra-
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tion has 1 uled out raising taxes to reduce the deficit, cuts in spending will target 
programs that benefit middle- and lower-income households. Although advocates 
of the ta) cuts routinel) describe them as designed to be in favor of family and 
small bu ;iness, a study by William Gale and Peter Orszag at the Brookings 
lnstitutio11 shows, in a distributional analysis of the tax cuts, that "most families 
(that is, tax units with chi ldren) and most tax units with small business income will 
be worse ) ff once the financing is included ."13 Since the tax cuts disproportionate­
ly benefit ed the wealthy, middle- and low-income households will suffer corre­
sponding )enefi t losses. 

The tax cuts were poorly designed to achieve their stated goal of stimulating 
the economy. They disproportionately benefited those with the highest incomes, 
the very t-ouseholds that were more likely to save than to spend their tax cuts. A 
different tax cut package that targeted middle- and low-income households would 
have resulted in more money flowing into the economy in the form of an increase 
in consurr er demand, creating the stimulus sought by the administration. Lower 
taxes can st imulate growth by improving incentives to work, save, and invest. 
However, by targeting the affluent, the true cuts created income effects that reduced 
the need t J engage in productive economic activity. The current policy subsidizes 
old capita , providing windfall gains to asset holders, and undermines incentives 
for new activity; and by raismg the budget deficit, it reduces national savings and 
raises inte ·est rates. Jobs created following the tax cuts fell well below the admin­
istration's own predict ion s.1 4 In fact , Mark Zandi, c hief econom is t at 
Economy.< om, points out that most Americans experienced a decline in real house­
hold incornes between 200 I and 2004. He notes that "no other President since 
World Wai II has suffered out-right job declines during their term."15 The conclu­
sion is inescapable that the tax cuts were poorly designed to stimulate economic 
growth.16 

Data by the administration's 2004 Mid-Session Budget Review indicates that 
the tax cut > have played a larger role than all other legislation or policy in raising 
the budget deficit. That review showed that, until mid-2004, the tax cuts accounted 
for 57 percent of the worsening fiscal picture, more than all other policies com­
bined.17 

Some fofenders have argued that the administration's tax cuts have actually 
made the tax system more progressive. They maintain that high-income taxpayers 
are genera ly paying a significantly greater percentage of federal income taxes 
because of the 2001-2003 tax cuts. They argue that high-income taxpayers only 
had a "comparable reduction" in their tax burden relative to middle-income tax­
payers. Thi s ignores taxes other than the income tax. Unlike the income tax, which 
is mildly progressive, other federal taxes, such as the payroll tax, are regressive, 
with middlt:- and low-income households paying a greater share of their income to 
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these taxes than do the wealthiest taxpayers. CBO data show that 75 percent of all 
taxpayers pay more in payroll taxes than they do in income taxes. Analyzing tax 
burdens by focusing solely on the income tax and ignoring other taxes produces 
misleading results, as the CBO pointed out. Noting that the upper-income groups 
pay a higher share of taxes only tells us that the upper-income group is paying a 
larger share of the much smaller amount of federal income taxes being collected 
after the tax cuts. It is possible to increase the share of taxes paid by the affluent at 
the same time that the Jaw makes after-tax income more unequal. Focus ing on 
changes in the share of taxes paid misses the more meaningful after-tax income, 
which determines what households have at their disposaJ .18 

At the beginning of the second term of George W. Bush, the effect of the 
changes in tax policy will be of increasing importance. By any reasonable measure, 
making the tax cuts permanent will be unaffordable. The tax cuts are regressive 
and will transfer more resources away from the poor toward the affluent. As a 
result, most households will be worse off. Another suggested goal of the recent tax 
cuts was to pave the way for a more fundamental tax reform. Many observers find 
that the changes may actually make reform more difficult to achieve. Some tax cut 
supporters justify the tax policy as an effort to reduce government spending.19 This 
view claims that the cuts are justified in an effort to "starve the beast" of excessive 
social welfare spending. Essentially, this is an argument that reducing revenues is 
the best way to control spending, that the structure of the Bush tax cuts was justi­
fied by the goal of controlling spending. However, it is not clear that tax cuts are 
effective in cutting spending. Nor does the effort to reduce spending justify regres­
sive tax cuts. It could be argued that siuce most spending cuts would be regressive 
(hurting the least well off the most), a tax cut aimed at reducing spending should, 
on fairness grounds, be progressive (that is, give greater tax cuts to households as 
one moves down the income ladder). Instead, the social welfare structure for those 
less well off is being severely curtailed. The tax cuts have not been effective in 
reducing spending, since spending has increased in all budget categories of 
defense, nondefense discretionary, and entitle ment spending. Finally, even if 
"starving the beast" was legitimate as an original justification in 2001, when there 
were government surpluses, making the tax cuts permanent will create a structural 
deficit even if the economy arrives at full employment. A structural deficit occurs 
when government expenditures would still exceed tax revenues even if tax receipts 
were calculated assuming full employment. 

The administration has stressed the need to make the tax cuts permanent in 
every budget it has presented, which will result in significantly ris ing costs after 
2010 due to the elimination of the estate tax and the removal of the limitation on 
itemized deductions and the use of personal exemptions for high-income house­
holds. The baby boomers will also begin retiring at this time, putting increasing 
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strains on health care costs. Therefore, meeting the administration's goal of cutting 
the deficit in half by 2009 ignores the main effect of making the cuts permanent. 
Since th1! Bush admini!.tration has ruled out any tax increase to reduce the deficit , 
the only remaining options are to cut spending and to grow the economy. Since the 
cuts are lOt well designed to encourage robust economic growth, spending cuts are 
lilcely to appear as the most attractive tool. The result will be that distributional 
issues in social welfare policies will continue to be important throughout the sec­
ond term of the Bush administration. 

Social Socurity and Reduci ng Poverty Among the Elderly 
Until the twentieth century, few Americans could look forward to a retirement peri­
od at the end of their working lives. In 1900 the life expectancy for males was 
about forty-four years. evertheless, about two-thirds of men aged sixty-five and 
older were sti ll in the labor force.20 With insufficient savings and without a pension 
program, most were forced to work as long as they were physically able. By 2002, 
with a lifo expectancy of over seventy-seven years, the average age of retirement 
for male~ was just ove1 sixty-three years.21 Americans tend to stay in the labor 
force tor ger than the citizens of many OECD countries.22 Advances in life 
expectancy and an extended retirement are clear advances in the general welfare of 
society. T'ley :ilso presents challenging public policy issues. 

Since the administration of Franklin Roosevelt, the government has developed 
programs and, through legislation, encouraged policies to ensure that the elderly 
have suffi:ient income to provide for their needs during retirement. Social Security 
was initia ed in 1935 to provide elderly Americans with a basic safety net. It was 
never intended to completely meet retirement needs. Nevertheless, this New Deal 
system ha; become the nation 's main retirement program. 

For most families, their primary savings for their retirement years consists of 
pensions < nd savings plans that are encouraged by tax incentive . Legislation pro­
viding tax incentives for employer-based pensions was passed in 1921. Legislation 
establishing Keogh accounts ( 1962) and individual retirement accounts ( 1974) 
expanded the eligibility for workers to participate in tax-sheltered savings plans. 
Nevertheh ss, only about half of all workers are covered by any form of a pension 
plan , with higher-income workers much more likely to be covered than low­
income WC1rkers. The result is that for the average worker, Social Security makes 
up a large · part of their retirement income than private pensions, as indicated in 
Figure 6.6. 

Currer tly, about 95 percent of married couples, one of whom is sixty-five or 
older, rece ve Social Security benefits. Social Security is the only form of pension 
income fo1 about half of these households. Many financial planners suggest that 
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Figure 6.6 Average Income by Source for the Elderly, 2000 

Earnings, 
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Other, 
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Pensions and annwties, 
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Social Security, 
41.3% 

Source: Employee Benefit Research Institute, tabulations of data from the March 2001 Current 
Population Survey, June 2002. 

Nore· I 00% = $20,851 Numbers do not add up to 100 due to rounding. 

most families need about 70 percent of their preretirement income in order to 
maintain their standard of Jiving. Currently, Social Security accounts for about 42 
percent of the preretirement earnings of an average wage earner who retires at 
sixty-five.23 This percentage ts expected to decline, to 36 percent, until 2027, when 
the "normal retirement age" will reach sixty-seven. It is expected to remain at 36 
percent after that. 

In fact, in 2003 Social Security lifted close to 15 million above the poverty line 
and millions more from near-poverty. This was not always the case. In 1959 the 
average monthly Social Security check was $70, providing an annual income of 
under $1,000 per year at a time when the Census Bureau found that it would take 
$3,000 to provide an adequate budget for an elderly couple. In 1961 a White House 
conference on aging found that over half of elderly couples could not afford decent 
housing, proper nutrition, or adequate medical care. John Kennedy and Lyndon 
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Johnson s Jbsequently pushed to expand Social Security and establish Medicare. 
Since 1951), poverty rates among the elderly have declined, from 35 percent to 10.2 
percent in 2003, compared to the national poverty rate of 12.4 percent. The major 
events tha have contributed to this change in the lives of the elderly in the United 
States are the significant increases in Social Security benefits enacted in the 1960s 
and 1970s, and the indexing of those benefits to average wage increases. In the 
first decade of the twent}-first century, the war on poverty of the elderly stands as 
an unqualified social welfare success story. Without Social Security, about half the 
elderly would faJI below the poverty line. 

The S) stem has a deliberate redistributive slant to reduce poverty. Retirees who 
earn !owe - wages during their working careers get higher returns. The Social 
Security bt:nefit schedule is progressive, and although some benefits are subject to 
partial taxation, the benefits are not means-tested. This allows many people to add 
other sourC"es of income, such as pension benefits, to their Social Security benefits 
to achieve a level of income in retirement close to the level achieved during their 
working y1:ars. Social Security lifts more elderly people out of poverty-nine out 
of ten-thi n all other transfer programs combined. 

Social Security also works as a national group insurance plan to provide pay­
ments to nughly 5 million disabled adults and 3 million children every month. 
About half the children who receive benefits have lost one or both parents. In 
short, Social Security is a valuable program that replaces income in the event of 
retirement, disability, or death, serving to reduce the income inequality across cer­
tain groups. 

The Sccial Security system quit being a "pay as you go" program in the 1980s. 
In order to strengthen the system in 1983, the Reagan administration accepted a 
recommendation from a commission headed by Alan Greenspan to sharply raise 
payroll taJC es to prefund Social Security's future obligations. The administration 
also accepted the recommendation to increase the age of full retirement to offset 
increased life expectancy, from sixty-five to sixty-seven, which, as mentioned 
above, will be fully implemented in 2027. Penalties will be correspondingly adjust­
ed upward for early retirement at age sixty-two as well. The surplus payroll tax 
receipts art used to buy government bonds to be held in the Social Security trust 
fund. The 1 noney, and the bonds, do not belong to the government or the general 
public. Tht y belong to the Social Security trust fund and to the workers whose 
payroll tax contributions created the Social Security surplus.24 In essence, those 
who have Faid Social Security payroll taxes from 1983 onward have been funding 
their own rf'tirement. 

The government has used the money from those bonds to fund other opera­
tions. Without the Social Security surplus, the government would have been forced 
to cut other programs, rah.e taJCes, or increase the deficit. In 2019, retiree benefits 
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will begin to exceed payroll tax receipts. At that time, Social Security tax receipts 
will be supplemented by redeeming some of the bonds purchased since 1983. 
Bonds are one of the world 's safest investments. The government must pay the 
interest on the bonds and redeem them, because the alternative of defaulting on 
them would be catastrophic to its ability to sell bonds to finance its deficit. 

In 2003 the Social Security Trust Fund Administration stated that the bonds 
would allow full funding until 2042. In the summer of 2004, using more recent data, 
the Congressional Budget Office projected that Social Security will be self-funding 
until 2052, when its bonds are to be cashed in. At that point, projected benefits 
would begin to exceed revenue by just 19 percent.25 Thus " if nothing is done to the 
Social Security system, the average annual benefit per person would fall in the 
future but would remain higher in inflation-adjusted dollars than (it is] today."26 

Bush's Proposals to Reform Social Security 
President Bush has made the restructuring of Social Security the centerpiece of his 
second term. His Social Security Commission has put forward a plan to dramatical­
ly shrink Social Security benefits, replacing a much smaller share of preretirement 
wages for workers who retire in the future. While many policy analysts agree that 
adjustments must be made to the system, others suggest that the administration is 
trying to create an artificial sense of crisis that requires immediate and decisive 
action by the administration.27 

Claims of a crisis in Social Security are viewed by the system's supporters as 
scare tactics and spin to create momentum to destroy the program in order to save 
it. The administration has undertaken a major public relations campaign to sell the 
nation on Bush's Social Securi ty changes, because " that is where the momentum 
is."28 The administration has suggested that Social Security will run out of funds in 
2019, ignoring the continued worker contributions and the abi lity to redeem bonds. 
Dean Baker and Mark Weisbrot dubbed Social Security "the phony crisis" in their 
book by that title, wherein they maintain that Congress intends to use the money 
lent by buying bonds to fund the deficit and has a moral burden to redeem them, 
just as it does for all other bonds.29 It would be outrageous for the government to 
use the money and then cut it from Social Security when it comes time to redeem 
the bonds. Charles Blahous, the White House's point person on Social Security, 
argues that that is "not much consolation to the worker of 2025 that there was an 
understanding in 1983 that he foot the bill ."30 

The Social Security Commission Plan 
Bush has indicated that the commission's plan is a good starting point, but has not 
committed his administration to it at this point. This plan, which has been referred 
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to as " prh atization," would allow workers to divert up to 4 percent of the 12.4 per­
cent payrc II tax (roughly a third), up to $1,000, into a personal investment account. 
Proponents claim this would bring more Americans into the "ownership" society, 
as they w>Uld own part of their retirement. Guaranteed benefits would be cut by 
the amount contributed to personal accounts. 

The cnmmission's proposal would also change the benefit structure from what 
is referred to as "wage indexing" to ··price indexing." Wages typically rise faster 
than prices. Over time, a household 's standard of living increases, because its 
wages rise faster than prices. The plan 's proponents frequently try to portray the 
change as not representing a benefit reduction but as merely curbing excessive 
growth in Social Security benefits.3 ' The benefit formula, which would be imple­
mented bt ginning in 2009, would gradually reduce benefits, which over time 
would be i ubstantial. A C'BO analysis found that the proposed change would save 
significant ly more than is needed to close Social Security's long-term financing 
gap.32 

Under the current formula, as mentioned above, an average wage earner who 
retires in W27, when the full retirement age will be sixty-seven, will receive 
Social SecJrity benefits that replace 36 percent of his or her preretirement earn­
ings (as opposed to 42 percent for an average wage earner at age sixty-five in 
2004). Unc er the proposal to lower replacement rates by adopting a "price index­
ing•· rather than the current "wage indexing" formula, Social Security would only 
replace 27 percent of the income of the average wage earner who retires in 2042, 
and just 20 percent of the income of the average wage earner who retires in 2075. 
The result is that the standard-of- living support that Social Security would pro­
vide for reti rees will decline appreciably, relative to the standard of living the 
worker had before retiring and relati ve to the standard of living the rest of society 
enjoys.33 

The go 1emment would have to borrow about $2 trillion to offset the reduction 
in payroll taxes, in order to prevent a shortfall in payments owed to current 
retirees. Proponents of the plan have suggested that the $2 trillion is a necessary 
"bai.out" ol the system. However, it is the individual accounts that would create a 
cash flow shortfall by diverting funds away from Social Security long before bene­
fits will be reduced. In fact, it is the private accounts that would push the Social 
Security tru H fund into insolvency and threaten its financial condition. 

Ano the.· major objection to this plan is that the stock market goes down as well 
as up. Obviously, as a re tirement system, the stock market cannot offer the security 
that Social !)ecurity provides. Moreover. the less a wage earner makes, the less he 
or she has to invest and the smaller his or her return will be. It wou ld be especially 
shortsighted to make retirement benefits more risky for those who earn low wages. 
ln contrast, Jnder the current system, Social Security deliberately d istributes bene-
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fits to provide a slightly more generous annuity to those recipients whose incomes 
were low during their wage-earning years. There is also the obvious problem, espe­
c ially for those less well off, of preretirement withdrawals to pay for family health 
or other emergencies, as well as for education. The result is that these funds would 
not actually provide retirement security. 

The problem of achieving retirement security is compounded by the fac t that 
the proposed shift to the stock market for Social Security corresponds to a shift in 
employer-provided re tirement plans. ln 1980, almost two out of five households 
(39 percent) had defined-benefit pension plans; in 2005, only about one in five (2 1 
percent) do. Increasingly, workers in 401(k) investment plans are dependent on the 
vagaries of the s tock marke t in the primary pension plan. It would make more 
sense to permit wage earners to add to the basic Social Security contribution with 
tax-deferred investment contributions, not reduce it. 

The administration 's view appears to be driven largely by ideo logy. It holds 
the view that private markets are more efficient. Despite the fact that over 99 per­
cent of Social Security 's current revenues go toward benefits and less than 1 per­
cent to overhead, the administration suggests that the private sector would be more 
efficient. However, the CBO's own analysis shows that the administrative costs of 
private accounts in Soc ial Security will incur overhead charges that would result in 
benefit cuts of about 20 percent.34 And Paul Krugman has observed that the risks of 
privatization may make the problem worse. He notes that the government of Chile 
is often c ited as the model for privatization; however, after more than twenty years 
the Chilean government must pour in additional money because it must " provide 
subsidies for workers failing to accumulate enough capi tal to provide a minimum 
pension. "35 

More Modest Proposals 
Most scho larly opinion ho lds that the basic structure of Soc ial Security is sound 
and does not justify a comple te overhaul. If no changes are made to Social 
Security, it will not run out of money before 2052, allowing time to make adjust­
ments to guarantee the program 's long-term health. To put the "crisis" in perspec­
tive, a study by the Center on Budget and Pol.icy Priorities found that the deficit in 
Social Security over the next seventy-five years will equal 0.4 percent of GDP, 
according to the CBO. By comparison, the cost over the next seventy-five years of 
the tax cuts enacted from 2001to2003 will be roughly 2 percent of GDP. If the tax 
cuts are made permanent, the ir cost will be five times larger, over the next seventy­
fi ve years, than the amount of the Social Security shortfall. Furthermore, just the 
cost of the tax cuts for the top 1 percent of the population, a group whose annual 
average income exceeds $1 million, is half again as large as the Social Security 
shortfall (0.4 versus 0.6 percent of GDP).36 
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Peter Orszag, a senior fellow at the Brookings Institution, and Peter Diamond, 
a leading scholar on Social Security at the Massachusetts Institute of Technology, 
propose progressive reforms. Under their plan, the payroll tax would be increased 
gradually from 12.4 to 1.3.7 percent over forty years. They propose trimming bene­
fits by about 4 percent in 2032 and 12 percent in 2052. The increase in life 
expectancy has made Social Security less progressive, since those who earn higher 
wages tend to live longer than those who earn lower wages. To address this issue, 
Orszag pmposes to reduce benefits to the top 15 percent of beneficiaries.37 

Also, the proportion of earnings that go untaxed has accelerated in the past two 
decades, as income for the already affluent has increased rapidly while that for 
middle- a id low-income workers has stagnated. The maximum taxable earnings 
base could be gradually raised about 15 percent above the current $90,000 maxi­
mum and ndexed to inflation. Orszag and Diamond would also require mandatory 
co\.erage for newly hired state and local workers, which would also widen the base 
of worken paying into the system. 

Conclusion 
The theol') of John Maynard Keynes provided the intellectual framework of wel­
fare capitalism, to justify government's role in guiding the economy when it failed 
to live up to society's expectations. In the United States, the New Deal under 
Franklin Roosevelt tried to correct the weaknesses in the economy and to strength­
en its workings. During the New Deal , government stepped in to manage the econ­
omy to a !!reater extent than had ever been done before. By the end of World War 
II, there ~as an acceptance of the idea that government had a responsibility to 
manage the: economy to create the conditions that would provide for employment 
opportunities. 

The experience of the war showed that economic policy could bring about high 
levels of e nployment and resulted in the Employment Act of 1946. The govern­
ment is ev !n more fully committed to these goals by the Full Employment and 
Balanced Growth Act of 1978. which established specific goals for unemployment 
(4 percent), inflation (3 percent), and economic growth (4 percent). The govern­
ment has raely attained all these goals, however. Achieving them would go a long 
way towarc creating the conditions to promote the general welfare through various 
social policies. There was hope at the end of the Clinton administration that, with 
full emplo) ment, low inflation, and a growing economy, new programs could be 
undertaken to extend social welfare programs. 

There <re many reasons why these goals may be difficult to attain, including 
problems o ~ measurement, design, and policy implementation. Perhaps even more 
important ii the fai lure to achieve the economic goals that are necessary to effec-
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tively pursue social welfare policies is the increasing ideological dimension in pol­
itics. The economic theory is fairly settled, even if coordinating monetary and fis­
cal policies to achieve the basic goals is far from foolproof. Ideology not only pro­
vides different perspectives regarding sound social welfare policy, but it also 
elevates ideological commitment over pragmatic problem solving. Ideology fre­
quently trumps practical politics. Years of conservative marketing have convinced 
many Americans that government programs always create inefficient, bloated 
bureaucracies, while private markets are always more efficient despite evidence to 
the contrary, as in the case of Social Security and Medicare administration. 
Government is seen as a "necessary evil" rather than as a "necessary good" that 
can improve the social welfare of the nation's citizens. 

For example, the political consensus that government should take action to 
generally reduce great inequalities has broken down over the past several decades. 
The consensus of using the tools of monetary and fiscal policy to encourage a 
long trend of greater equalization in U.S. society receded. It is clear that the same 
tools can be used to increase inequality, as supply-side economics and the tax cuts 
from 2001 to 2003 illustrate. Considerable disagreement has arisen over what the 
role of government should be in using the power of taxation to redistribute 
income. And the social safety net is weakened when policies such as raising the 
minimum wage or expanding the Earned Income Tax Credit for the working poor 
are ignored. 

Social Security has become the nation's greatest retirement program and is of 
particular importance to lower- income workers when they reach retirement. 
Opponents of Social Security have put forward proposals that would severely 
weaken its ability to provide needed support, especially for lower-income workers, 
who frequently are not covered by a pension. A change is of course necessary to 
ensure that workers reaching retirement will have sufficient assets to maintain a 
reasonable standard of living. Political consensus may be lacking in this crucial 
area of social welfare policy, as it is elsewhere in public policy. Policies proposed 
by the Republican majority, who currently control the White House and both hous­
es of Congress, may unfortunately exacerbate the problems of the most needy. 

Questions for Discussion 

I. In what way has history provided a test for Keynes and a theory of govern­
ment spending? Was it conclusive? 

2. What kinds of problems do large budget deficits pose for the nation's econ­
omy? What are the different problems in the short run as opposed to the 
long run? 
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3. "Budgets are a serious problem." What additional information does a policy 
analyst need to make an assessment of this statement? 

4 . Why are investments critical in determining the level of prosperity? 
5. Is a balanced-budget amendment a wise policy? Why or why not? 
6. Wh ~t alternative tax policies are available to the government? What are the 

pos tives and nega ives associated with each? 
7. Wh 1t are the characteristics of a "good" tax system? Why are vertical and 

horizontal equity important? 

Useful Websites 
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Center on Budget and Policy Priorities, hnp://www.cbpp.org. 
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Heritage Foundation, http://\\.ww.heritage.org. 
National Bur!au of Economic Research, http://www.nber.org. 
Office of Ma 1agement and Budget, http://www.access.gpo.gov/usbudget. 
Office of Tax Policy, U.S. Treasury, http://www.ustreas.gov/taxpolicy. 
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CHAPTER 7 
The Politics and 

Economics of Inequa lity 

This chapter focuses on the oldest story in every society: the tension between the 
haves and the have-nots. As Plutarch observed early in the first millennium, "An 
imbalance between rich and poor is the oldest and most fatal ailment of all 
republics." Throughout history, elites have boldly justified their special claim to 
wealth, power, and privilege through the development of national myths that legit­
imize their position at the expense of the masses. Democracy in its most narro\\­
fonnal requirement of individual freedom of expression, regular elections with full 
citizen participation, and a responsive government, was not possible where an aris­
tocracy not only controlled all political power, but also had tight control over land, 
labor, and capital. Democracy, based on the fundamental principle of equality, 
sweeps aside all claims of privilege. As Supreme Court Justice Louis Brandeis 
said, "We can have democracy in this country or we can have great wealth concen­
trated in the hands of a few, but we cannot have both."1 When great wealth is con­
centrated in relatively few hands that also control the institutions of governmental 
power, government will serve the interests of those elites first. Democratic govern­
ment 's stated primary purpose of serving "we the people" to "promote the general 
welfare" can become an illusion manipulated by the powerful to gain approval of 
the nonelites. Democracy is always threatened by the possible collusion between 
the rich to take control of government for their own benefit. When that effort suc­
ceeds, the institutions of democracy will continue to exist long after the political 
system has degenerated into an o ligarchy. 

The study of income distribution is concerned with an analysis of the way 
national income is divided among persons. There are several issues of nonnative 
and positive theory that crop up when examining income distribution. For econo­
mists such as Adam Smith, Thomas Malthus, David Ricardo, and Karl Marx. distri­
bution was a central issue. At the end of the nineteenth and the beginning of the 
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twentieth century, many policy analysts and economists were not significantly con­
cerned with the distribution of wealth and income. The Great Depression and the 
theory of .fohn Maynard Keynes renewed intere t in the subject. 

Majo questions regarding the distribution of wealth and income include 
whether or not inequality is inevitable. If so, how much inequality is optimal? Is 
there a tlu eshold beyond which inequality in wealth or income undermines politi­
cal demo ;racy? What kinds of public policies regarding inequalities would 
improve t 1e quality of ltfe for most citizens? Should there be a coordination of 
policies b~ · democratic forms of government to reduce the variability of inequality 
in various nations? 

The Prom 1se of Equality in the First New Nation 
Politics is often defined as the ongoing struggle over who gets what, when, and 
how. Throughout history much of the struggle was determined by the ability of a 
powerful a ; tor, whether a warlord, a monarch, or an oligarch, to maintain his life of 
wealth and privilege at th expense of others. The eighteenth-century Enlightenment 
thinkers chJllenged the domination of society by a hereditary and tyrannical aristoc­
rac) . They believed that human reason was the indispensable weapon needed to bat­
tle ignoran:e, superstition, and tyranny and build a better world. Thinkers of the 
Enhghtennent stressed mdividualism over community, and freedom replaced 
authority a~ a core value. Many Enlightenment thinkers were merchants who resent­
ed paying t ues to support a privileged aristocracy who contributed little of value to 
ociety. It v1as particularly galling that the aristocrats were unwilling to share power 

with the merchants and manufacturers who actually created the national wealth. 
The int ellectual leaders of the American Revolution were captivated by the 

Enlighterurent's opposition to unchecked privilege, since they hoped to build a 
democracy that would require tolerance, respect for evidence, and informed public 
opinion. n eir notion of democracy was one in which government would make 
decisions o 1 behalf of the "general welfare," not for the advantage of the privi­
leged few. T he concept of equality written into the Declaration of Independence, 
together with the concept of "human rights," which has become an essential part of 
U.S. culture , has been called our "civil religion." 

These rotions from the Enlightenment were not seen by early Americans as 
naive optirr ism, but as the promise of the American Dream-the widespread 
belief in an ) pen, vigorous, and progressive community committed to equal oppor­
tunities for all in which life would improve for each generation. It includes the 
belief that the income and wealth the economy generated would become more 
evenly distributed. 

The leaders of the American Revolution wanted to do more than free them-
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selves from forced obedience to a monarch; they wanted to create a government that 
would offer greater freedom and dignity to the average citizen. Some went so far as 
to propose that aJI free white males be aJlowed to vote. Other influential member of 
the delegation in Philadelphia in 1787 were more dubious and proposed a govern­
ment administered by gentlemen of property to maintain their life of privilege at the 
expense of others. The constitution that resulted from all the compromises provided 
a system of separation of powers between the president, Congress, and the judiciary. 
It specifically provided for a house of representatives to represent the interests of 
" the people." Congress, aware of the unprecedented grant of power to the people, 
used the words of Roman poet Virgil in the Great Seal of the United States-'·a new 
age now begins."2 The principle of checks and balances resulted from the inability 
of the framers of the Constitution to agree on precisely how power should be dis­
tributed among the branches. Although the commitment to hold all men as being 
created equal and endowed by their creator with inalienable rights to life, liberty, 
and the pursuit of happiness was not enforced, a war on inequality began immedi­
ately to force the government to live up to the promise. Property right! for voting 
were abolished, but it took a civil war to free slaves, and another century passed 
before civil rights legislation gave substance to that freedom. 

Equity and Equality 
To many of the leaders of the American Revolution, democracy was looked upon 
as the completion of the human struggle for freedom . The fram ers of the 
Constitution were well aware of the difficulty of reconciling individuality and lib­
erty with democratic equality. James Madison expressed his concern over the 
inherent conflicts a democratic society would have to address when he wrote that 
the "most common and durable source of factions" in society is " the various and 
unequal distribution of property." 

Thomas Jefferson 's bias in favor of equality is well known. He believed that 
the innate differences between men were small:3 

I am conscious that an equal division of property is impracticable. But the conse­
quences of this enormous inequality producing so much misery to the bulk of 
mankind, legislators cannot invent too many devices for subdividing property . ... 
Another means of silently lessening the inequality of property is to exempt all 
from taxation below a certain point, and to tax the higher portions of property in 
geometrical progression as they rise.4 

He went on to say that the government should provide " that as few as possible 
shaJI be without a little portion of land" as the "small landholders are the most pre­
cious part of a state. "5 
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Opponents of the tre nd toward equality used the vocabulary of the 
Enlightenment and Jeffersonian liberalism, but provided their own definitions to 
words lik ! "individualism" and "progress." They even claimed support from those 
who wen clearly concerned about the problem. For example, Charles Darwin 
expressed concern for the poor when he wrote, "If the misery of the poor be caused 
not by the laws of nature, but by our institutions, great is our sin."6 Nevertheless, 
his theory of natural selection, which led to the theory of evolution, was revised by 
Herbert S >encer into "social Darwinism" and endorsed as a scientific finding that 
the destru :tion of the weak and the "survival of the fittest" constituted the essence 
of progres '-

Amen cans have often boastfully quoted Alexis de Tocqueville's observation of 
" the equality of conditions" in the United States in the 1830s. U.S. culture has 
al-ways errphasized equa ity rather than deference. Politicians, especially wealthy 
politicians claim that they share the same social and cultural values of the average 
American. even if they do not share the same tax bracket. Indeed, de Tocqueville 
believed t mt the Americani zation of the world in terms of the ever-increasing 
equality ol conditions was inevitable. He realized that the creation of democratic 
fonns of g )vernment wa5 not the end of the struggle, but that it was a continuous 
process. A id he believed that inevitably the rest of humanity would finally arrive 
at an almo'>t complete equality of conditions. He sensed a growing "aristocracy of 
manufactu1ers" who had no sense of public responsibility and whose aim was to 
use the wo1 kers and then abandon them to public charity. He believed that the man­
ufacturing 1ristocracy "is one of the harshest which ever existed in the world .... 
[T]he friends of democracy should keep their eyes anxiously fixed in this direction; 
for if ever ~ pennanent inequality of conditions and aristocracy again penetrate into 
the world, it may be preditted that this is the channel by which they will enter."7 

Writin~ a century later, Keynes pointed out that we could hardly expect busi­
ness to act )n behalf of the well-being of the workers, let alone the entire society. 
He roted tt at in democraties the government has the responsibility to protect the 
economic v•ell-being of the nation. The main failure of capitalism, according to 
Keynes, is its "failure to provide for full employment and its arbitrary and 
inequitable jistribution of wealth and incomes."8 Keynes was not opposed to eco­
nomic ineqt ality. What was required, he said, was a collective management of the 
system that would be as efficient as possible without offending our notions of a 
satisfactory way of life. The problem then becomes, what is a socially optimal 
amount of ec:onomic inequality? 

U.S. political institutions declare the equality of citizens. However, capitalism 
creates economic and social inequalities. The disparity between presumed equal 
rights and e1·onomic inequality creates tension between capitalism and the princi­
ples of demc·cracy. Owners of capital may use money or their position of power in 
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imperfect markets to deny others a minimum standard of living. Beginning in the 
Progressive era and reaching its high points during the administrations of Franklin 
Roosevelt and Lyndon Johnson, democratic institutions were used to keep market 
excesses within acceptable limits. During the 1930s, President Roosevelt inaugu­
rated the New Deal. The Great Depression caused a national crisis that resulted in a 
third of the nation being ill-fed, ill-housed, and ill-clothed. The minimum wage, 
the eight-hour day, Social Security, trade union legislation, civil rights, women's 
rights, a progressive federal income tax, and civil service reform based on merit 
rather than a spoils system were all achieved over the vigorous opposition of busi­
ness interests, which were concerned that such benefits to workers would reduce 
profits. The American Dream was reinforced by the notion that business prospers 
when workers are paid wages sufficient to allow them to buy what they produce. 
We prosper as "one nation, indivisible" when workers are paid wages that allowed 
a .. middle-class" income. A broad middle class contributes to prosperity for all. 
Government responsibility to narrow the gap between rich and poor was largely 
accepted by liberals and conservatives alike after the New Deal. Others sought to 
preserve equality of opportunity by opposing any alliance between government and 
business elites. That effort, and the unsteady progress by reformers in advancing 
the American Dream of equality, was seriously challenged in the 1980s by a resur­
gence of conservatism under President Ronald Reagan. Supply-side economic 
thinking defended economic inequality as a source of productivity and economic 
growth. 

The successive federal tax cuts proposed by the George W. Bush administra­
tion and enacted by Congress were for most Americans actually tax shifts that 
redistributed after-tax income from the bottom 99 percent to the top 1 percent, 
exacerbating the inequality between the rich and everybody else. The federal gov­
ernment has concentrated on eliminating estate taxes and reducing taxes especiall y 
for the wealthy, while ignoring social safety net policies for the poor. like raising 
the minimum wage, providing health care for the uninsured, or providing more 
funds for housing the poor. 

Many of those most adversely affected by the economic changes did not 
respond with anger toward those primarily responsible for their economic decline. 
Rather than focusing their anger on the corporate and financial elite derided by 
Roosevelt as "economic royalists" and "malefactors of great wealth," they identi­
fied their antagonists as " liberals." Conservative strategists successfully cast the 
problem as "cultural" rather than ··economic." These activists, with the support of 
conservative think tanks, pundits, lobbyists, ministers, and right-wing radio talk­
show hosts, provided a smoke screen that shielded the dismantling of middle- and 
working-class protections while they added fuel to their anger against " liberals." 

A recent study by Thomas Frank titled What's the Mauer with Kansas? ana-
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lyzes ho.,., many vulnerable Americans have been persuaded that cultural issues 
override e:;onomic issue!., and therefore persuaded to vote against their economic 
and social interests.9 Political liberals are portrayed as waging cultural warfare 
against a fundamentally Protestant Christian culture that is perceived as the basis 
of U.S. so ;iety. Conservatives argue that this is a battle to detennine whether U.S. 
culture as we have k.nov. n it can be saved . On issue after issue, they feel threat­
ened: gay marriage, abortion rights, the Pledge of Allegiance, prayer in schools, 
the promifcuity portrayed in movies and television programming, to name just a 
few. 

The economically disadvantaged segment of the U.S. population provided crit­
ical electo ·al support in the 2004 elections to politicians who acted against their 
economic nterest by implementing policies that increased the gap between them­
sehes and the affluent. Political campaigns increasingly rely on professional man­
agers. com tant polling, focus groups to test appeals to voters, and expensive televi­
sion advertising. This has forced political fundraising to become increasingly 
dependent on large contri butors. The wealthy are not surpris ingly inclined to con­
tribute money to politicians and organizations that endorse reductions in most gov­
ernment pngrams, including social welfare programs, taxes, and government regu­
lation of business. They are very aware of the benefits of economic inequality for 
themselves and focus clearly on the goal of protecting their economic status when 
they contri )Ute to political candidates. It is estimated that the richest 3 percent of 
the voting population accounts for 35 percent of all private campaign contributions 
during presidential elections.10 The major corporate political action committees did 
not hedge t1eir bets in the 2004 elections. They favored Republicans ten to one. Of 
268 corporate political action committees that donated $1 million or more to presi­
dential and congressional candidates from January 2003 through October 2004, 
245 gave the majority of their contributions to Republicans. I I 

The no1elites are aware of the downside of economic inequality, but vote on 
the basis ol noneconomic issues like crime, abortion, or immigration.12 The poor 
are more c~1nical regarding government and are less likely to register and vote.•3 
The federa government'~ response is to advance the economic interests of the 
wealthy anc the noneconomic interests of the less affluent. 

As labor organizer 0 car Ameringer observed, in such a scenario, pol itics 
becomes th1: art of winning votes from the poor and campaign contributions from 
the rich thrcugh promises· to defend each from the other."•4 

Elites' contributions give them greater political influence than less affluent vot­
ers. The 111 .: cess then results in economic policies that add to elites' share of total 
wealth and ncome, which is at variance with theories of democracy. The alliance 
between gO\ ernment and the rich (the U.S. equivalent of the aristocrats' relationship 
to King George III), so long feared by the refonners, has been realized. 
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Income Distribut ion 
It has long been known that extreme inequality is a major cause of political insta­
bility in many developing countries. Even in a wealthy country like the United 
States, economic inequality is associated with poverty, crime, political alienation, 
and social unrest. Great inequality in income and wealth is a social problem and 
therefore an issue for the policy agenda. Whether the government should reduce 
the great inequality between the rich and the poor is the focus of contention. Part of 
the uncertainty arises from the imperfect knowledge about the relationship between 
inequality and economic growth. It is often held that there is a tradeoff between 
equality and efficiency, suggesting that policies aimed at reducing inequality 
reduce economic growth. 

The concept of liberty and egalitarianism has been a cornerstone of U.S. social 
and political culture. Liberty, protected by government as the pursuit of one's own 
self-interest, permits each to acquire material goods according to one's circum­
stances and abilities. The result has been a great disparity in income and wealth 
that undermines equality. We hear a great deal about political equality, which typi­
cally means that individuals are equal before the law, and that regardless of ability 
or income, each has the right to vote. There appears to be an assumption that this 
narrow technical political equality is the significant equality in the United States, 
and we disregard or minimize the fact of economic inequality. Most countries of 
the Western world have policies designed to reduce the differences between rich 
and poor. In those countries most concede that the role of government should not 
be to widen the gap between rich and poor, but rather to reduce it. 

How Has U.S. Income Distribution Changed? 
Between 1935 and 1945 there was a clear trend toward a more equal distribution of 
income in the United States, primarily because of four factors. ( 1) The end of the 
Great Depression and a wartime economy provided full employment, significantly 
raising the wages of labor. (2) During World War II a more progressive income tax 
and excess-profits taxes reduced the after-tax income of the rich more than that of 
the poor. (3) Labor scarcity during the war reduced discrimination against minori­
ties and increased economic opportunities for them. (4) Union membership quadru­
pled and increased the relative income of labor. is 

In the decade between 1945 and 1955, the trend toward greater equality con­
tinued, but at a much slower pace as unions began meeting more resistance after 
the war, and as continued prosperity meant continued employment and educational 
opportunities for minorities. From 1955 through about 1980 the distribution of 
income remained relatively constant, largely because governments at all levels 
imposed taxes that were less progressive than in former years. Since 1980, inequal­
ity in income has increased. 
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Factors Contributing to Greater Economic Inequality 
The gap b:!tween pay for higher- and lower-paid workers has accelerated at least 
since 198(, particularly among men.16 Between 1980 and 2003, real wages fell for 
those at th! bottom of the income distribution, while they remained rather stagnant 
for those close to or just above the average and rose briskly for those at the top. 
Women's 1eal wages on average grew about 1 percent faster annually during the 
same period. 

The qLestion is, why did wage inequality expand so rapidly in the past quarter 
century? A variety of factors contribute to wage differentials that exist between and 
within the same occupation. And not surprisingly, different scholars tend to focus 
on differen t explanations. Marvin Kosters and Murray Ross emphasize supply-side 
factors, such as the maturing baby boom generation and the growing role of 
women in the labor force .17 Others emphasize demand-side factors, such as the 
shif" from f manufacturing to a service-oriented economy. is 

Severa policies contributed to the reversal. Since the Reagan administration, 
enforcemer t of antitrust laws has been given a very low priority. Mergers of large 
corporations have become a method for concentrating wealth, undertaken because 
of the hug<· payouts received by chief executive officers and senior executives 
when two c:>mpanies merge. H1storically, an increase in worker productivity result­
ed in a sim lar increase in income for the average worker. But from 1973 to 2002, 
med an farrily income grew only about one-third as fast as productivity.19 The pay 
gap betwee 1 more highly educated workers and less educated workers has indeed 
increased. Those with more human capital can demand more for their more highly 
skilled labo ·, which pushe~ up pay levels. Highly educated (or skilled) workers are 
often in a more inelastic supply position, and rising demand forces up their wage 
rate. 

Globalization is increasingly put forward as an explanation for a growing 
income inequality. Undoubtedly, free trade does exert a downward pressure on 
U.S. wages but some scholars are skeptical that it is a major cause of ris ing 
inequality.20 Rising inequality also results from the decline in the number of mid­
dle-class johs and the accompanying rise in the proportion of jobs in the service 
sector that p1y lower wages.21 

In 1983 the first year for which comparable statistics are available, 20.1 per­
cent of the labor force belonged to a union; by 2003 the number of private sector 
union members had declined to 8.2 percent of the labor force. The minimum wage 
of $5.15 an hour was just 34 percent of the average hourly wage in 2003, down 
from about •!5 percent of the average wage in the mid- l 970s. The decline in the 
minimum W< ge relative to the average wage is clearly a relevant factor. The cover­
age of work1:rs with employer-provided pensions or health care has also declined 
form ddle- and low-income workers over the past two decades. 
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Immigration policy is related to globalization. It increases the pool of labor 
and also exerts a greater downward pressure, particularly on middle- and low-wage 
workers. Many immigrants who enter the United States are attracted by the avail­
ability of jobs, even though they pay low wages by U.S. standards. But this is 
preferable to unemployment or even lower wages in their native countries. While 
they are a labor safety valve in their native countries, they clearly increase income 
inequality in the United States. 

It is largely a matter of public choice as to how much inequality the society 
will permit. Growing inequality has become a politically charged topic in recent 
years, which raises the question, is there something public policy can or should do 
to reduce growing inequalities? Some conservatives have argued that significant 
differences in economic inequalities do not necessarily have policy implications. 
They argue that the wealthy are inclined to invest their money, creating jobs and 
contributing to faster economic growth. Conservatives accuse liberals of fomenting 
class warfare when they point to the growing inequality of income and wealth in 
society. 

Others see the growing inequality as a serious threat to society's political, 
social, and economic well-being. They argue that income inequality causes 
spillover effects into the quality of life, even for those not necessarily in poverty. 
Wide economic disparities result in frustration, stress, and family discord, which 
increases the rate of crime, violence, and homicide. Robert Putnam has suggested 
that the breakdown of social cohesion brought about by income inequality threat­
ens the functioning of democracy. He found that low levels of civic trust spill over 
into a lack of confidence in government and low voter turnout at elections.22 There 
is a serious concern that too much inequality could lead to a cycle in which lack of 
trust and civic engagement reinforce a public policy that does not result from the 
collective deliberation about the public interest, but merely reflects the success of 
campaign strategies. In a democracy, the electorate pick their representatives. 
However, members of Congress increasingly choose who can vote for them 
through gerrymandering. ln the 2004 election fewer than 3 percent of the seats 
were competitive.23 

Although the current intellectual climate is less supportive of an egalitarian 
position than a decade or two ago, it is still true that in most Western countries, 
including the United States, significant majorities believe that a bias in favor of 
equality to reduce a large income gap accords with a democratic approach.24 

Americans' Bias in Favor of Equality 
While we may declare our sympathy for policies favoring equality, most of us 
would support inequality if it resulted from certain conditions: 
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l. Pee pie would agree that inequality is justified if everyone has a fair (not 
necessarif.1 equal) chance to get ahead.25 Not only would most people not object to 
inequality in the distribution of wealth or income if the race was run under fair 
conditions with no one handicapped at the start, but they would actively support it 
as well. However, the si tuation quickly becomes murky. Many people do try to 
compete for scarce highly paid jobs by attending college so their future incomes 
will be higher. Some may choose not to attend college, while others may have 
grown up in families who could not afford to send them to college or provide a 
background conducive to preparation for it. For those people, the resulting lower 
income is not voluntary. 

What parameters make conditions fair? Of particular concern is the fairness of 
inheritances. What of the genetic inheritance of talent? Much of our most impor­
tant huma 1 capital is carried in our genes, with the ownership of productive 
resources just an accident of birth. Is it fair that some individuals through their 
genetic endowment, a factor beyond the control of the person so equipped, have 
high innau intelligence, the physical ability that allows them to become profes­
sional athletes, or the physical attributes that allow them to become highly paid 
models, while the genetic inheritance of others determines that they will be mental­
ly or physically limited or even both? We usually do not worry too much over this 
kind of inheritance, but its effects are very real. 

What cf the inheritance of gender? Studies make it plain that females born in 
the United States doing the same job as men receive approximately 70 percent of 
the pay rec !ived by a male. Is that fair? What about the inheritance of those who 
do not pick their parents wisely and grow up as an ethnic minority, in a culturally 
deprived family in a ghetto neighborhood, as opposed to a child born to a white 
privileged Jamily who can afford the richest environment and best schools avail­
able for the r chi ldren? 

Then tJiere is the income differential resulting from inherited wealth. Many of 
the super-rich in the United States got that way through merely inheriting large 
sums of money. That it should be possible to pass some wealth on from one gener­
ation to another is generaJly conceded, but the passing on of large fortunes virtual­
ly intact is frequently cha! enged. Classical conservatives tend to be most support­
ive of the theory of social Darwinism, which holds that society is a place of 

· competition based on the principle of "survival of the fittest," in which those who 
are most fi win in the competition for material goods. Social Darwinists are 
opposed to the passing on of large inheritances from one generation to the next, 
because it n 11lifies the fairness of the competition. Someone who inherits a fortune 
may have rrediocre ability but does not have to "compete" with others and prove 
their ability through competition. As Barry Switzer famously said, "some people 
are born on :hird base and go through life thinking they hit a triple."26 The wealthy 
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who truly believe in the theory maintain their consistency by opposing the repeal 
of estate taxes. They are not a large group. 

Any discussion of inheritances suggests the role of chance in income distribu­
tion. Chance operates not only in inheritances, but also in the wider region of 
income differentials. One individual hits a lottery jackpot, another finds a super­
highway built adjacent to her farm, increasing its value several times, another 
unexpectedly finds oil on his land. On the other hand, a worker may find himself 
out of work for a prolonged period due to a recession beyond his control, or the 
victim of an expensive debilitating illness, or that a highly paid position he was 
trained for disappears. 

2. No one objects to inequality if it reflects individual choice. If an individual 
decides to turn his back on the secular world, become a Franciscan, and take a 
vow of poverty, no one would object. If someone decides to take a job that offers 
financial incentives because of unpleasant or inconvenient working conditions, or 
because it is more dangerous, we will not object to her higher wages. The problem 
is that frequently these decisions do not result from free choices but are brought 
about by circumstances. A person raised in a ghetto with no opportunity to sacri­
fice current income to improve skills through education so that a f uture income 
will be higher, may not have the option of choosing to work in a highly paid pro­
fession. 

3. People accept inequality when it reflects merir. Nearly everyone believes in 
the correctness of higher pay when we can show that it is justified by a different 
contribution to output.27 Some people work longer hours than others, or work hard­
er when on the job. This may result in income differences that are largely volun­
tary. Other workers acquire experience and technical skills over time that may 
result in their earning a higher wage. This is part of the justification for a wage dif­
ferential based on seniority. 

4. People accept and even support inequality when we are persuaded rhar the 
inequality will benefir everyone. Often the common good is thought to include an 
increase in the gross domestic product (GDP), since greater productivity typically 
means a brisk demand for labor, higher wages, and greater economic activity. 
Therefore, the argument is often made by some politicians and some economists 
that policies encouraging inequalities that benefit those with higher incomes are 
justified because they will lead to higher savings for the wealthy, which in tum will 
ultimately be translated into investments, which will create the jobs enriching the 
prospects of everyone else. The proposal for a lower capital gains tax is just such a 
suggestion. This is the trickle-down theory, which suggests that if the wealthy 
only had more money, they would be more highly motivated to invest more of it in 
the hope of making a profit, and these investments would then create more jobs, 
thus helping society in generaJ.28 
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These four general principles describe ho w the unequal distribution of income and 
wealth is defended. There is no suggel>tion that this is the way we should think 
abo ut ineq rality. 

The Funct onal Theory of Inequality 
There is a heory that maintains that inequality is functionally imperative, because 
no stable s:1stem can long survive without it.29 According to the functional theory 
of inequal ty, society must fi rst d istribute its members into the vario us jobs or 
role!> defined by the society and then motivate them to perform their tasks effic ient­
ly. Some jobs are more irr portant than others in the sense that successful perform­
ance of them is crucial to the welfare of the whole society.JO Additionally, some 
tasks require skills that rue either difficult or scarce because they require special 
tra ining. To ensure that the most important jobs are perfom1ed competently, every 
society pro" ides a system of unequal rewards to produce incentives to channel the 
most comp< tent people into the most important and difficult jobs. This ensures the 
greatest effi ciency in the perfomrnnce of these jobs. 

It sho u d be emphasiied that , according to this theory, "a position does not 
bring power and prestige because it draws a high income. Rather it draws a high 
income because it is funct onally important and the available personnel is for one 
reason or ar other scarce."31 So the population comes to understand that inequali ty 
is functiona . The system of unequal rewards works to the advantage of the whole 
system by guaranteeing that jobs essential to society's welfare are performed effi­
cient.y and c ompetently.32 

Milton Friedman believes that the market is the most effic ient way of filling 
the most important positions with the most capable people. Equality o f opportunity 
1s the principle that allow~ the market to select the most competent individuals: 
"No society can be stable unless there is a basic core o f value judgments that a re 
unthinkingly accepted by the great bulk of its members. I believe that payment in 
accordance wi th product has been, and in large measure still is, o ne of these 
accepted val 1e judgments or institutions."33 The functional theory of inequality is 
intuitively ar pealing, but it immediately raises everal problems. 

Tradeoffs 81•tween Equali ty, Equity, and Efficiency 
Equality of income and equity of income are not the same. Equality deals with 
incomes in te rms of " the same amount ," while equi ty refers to "fairness." Equality 
deals with what incomes arc and variance from a standard, while equity is the nor­
mative questi on of what incomes should be. 

The mair argument against an equal distribution o f income is based on effi­
ciency. An u lequal distribution does provide incentives . To illustrate the point , 
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imagine the consequences if the society decided to achieve equality by taxing away 
all individual income and then dividing the taxes collected equally among the 
entire population . Realizing that harder work would no longer lead to a higher 
income would e liminate an important incentive. Any incentive to forgo current 
consumption to purchase capital goods would also be abolished, since there would 
be no chance of additional income. Since all rewards for harder work, investing, 
entrepreneurship. and taking risks by developing capital and acquiring land would 
disappear, the gross domestic product would decline dramatically. This suggests 
that policies that increase the amount of economic equality (or reduce inequality) 
may reduce economic efficiency-that is, lower the incentive to produce (thus 
lowering the GDP) 

A second argument against an equal distribution of income or wealth is based 
on the concept of equity. As noted earlier, people with different natural abilities 
and who make unequal contributions to output should not receive the same income. 
An equal distribution is not equitable if individual contributions are unequal. U.S. 
society has been based on the idea of equality of opportunity rather than equality of 
results. 

The case in favor of an equal distribution of income must include the argument 
that an unequal distribution leads to unequal opportunities. Some income differ­
ences arise because of differences in wealth. Many with income-producing assets 
such as stocks and bonds may receive sizable incomes from them. Not only are 
these individuals able to acquire additional income-producing assets such as land 
or capital investments (i.e., more stocks and bonds), but they are also more able to 
invest in human capital through training and education to increase even further the 
amount of income they can earn in the future. A person with less wealth is, by con­
trast, less able to invest in other productive factors such as land and capital, or in 
education. Therefore, an unequal distribution tends to be perpetuated and even 
increased because of the unequal market power of those who already have wealth, 
unless the government intervenes through taxes and transfers of income. 

A second argument made by those in favor of a more equal income distribution 
is that a highly unequal distribution that provided a great deal for the few and little 
or nothing for the many creates political unrest and threatens the stability of the 
society. When 25 percent of the population live at the subsistence level and the top 
10 percent, who receive most of the income, also dominate the political and eco­
nomic levers of power, the poor may be driven to rebel against the economic and 
political elites. 

Third, it may be argued that a highly unequal distribution of income can, con­
trary to the conservative view, inhibit investment in capital, which is crucial to eco­
nomic growth. Whjle it is true that investment usually comes from people with 
higher incomes, if relatively few members of a society have most of its income, the 
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re t of tht population cannot put significant demand into the economy to stimulate 
growth. \ v'ith a lack of investment incentives, the wealthy may opt to use their 
incomes f:>r personal consumption instead. 

Liber lls sometimes undermine their case for more equality by denying that 
their proposals will have any harmful effects on incentives. Conservatives, on the 
other hand, undermine their case against greater equality by making greatly exag­
gerated cl 1ims about the loss of efficiency that would arise. 

Qualifica '.ions to the Theory 
The functi onal theory of inequality is open to some criticisms that do not demolish 
it, but tha significantly narrow the range of inequalitie that can be justified as 
functional y imperative: 

1. It i!. relatively easy to determine which skills are in scarce supply, but diffi­
cult to tell which jobs are the most important to the welfare of a particular society. 
Questions of comparable worth, for example, are notoriously complex problems. 
After agre•:ment is reached regarding the extremes-for example, the importance 
of the cardiovascular surgeon compared to the street-sweeper-it becomes very 
difficult to determine the relative importance of jobs more at the "center," manag­
ing a corp•>ration versus teaching young children, for instance, or working as an 
accountant versus being a dentist. How does one decide? 

Those upporting the functionalist approach usually shift from an assessment 
of the relative importance of any particular position to assessing its relative skill 
level and ti e scarcity of that skill in the society. 

2. Con rfred scarcity can affect the supply of skilled personnel. Once we shift 
attention fnm the importance of the job to the scarcity of talent, we must confront 
the reality that a critically located profession can control the supply of talent. Any 
profession tries to promote the economic interest of its members by increasing 
their income. Competitive conditions would attract more members, potentially 
developing a surplus and driving incomes down. So the profession will typically 
try to limit its membersh p through occupational licensing, creating a contrived 
scarcity. W any occupations require a state license. Frequently, the licens ing 
process is 'ery strongly influenced by the profession, whose members claim that 
t:1ey alone are competent to judge the criteria necessary for training and certifica­
tion. Memb!rs justify thei1 control by citing the need to exclude "quacks." But the 
certification, whether for architects, accountants, lawyers, or physicians, has sub­
stantial eco 1omic value. Frequently, the license is fundamentally a way to raise 
wages in a particular profession by limiting competition. Typically, licenses are 
granted by f panel of practitioners in the field, who determine how many are to be 
granted and to whom. The potential for conflicts of interest is apparent.34 
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Restricting competition raises the income of the rent seekers. But if those who ben­
efit can then buy more political influence, which further increases their share of 
income, it undermines the democratic notion of equality of competition. 

The point is that once the firs t criterion of the functionalists-the importance 
of a particular kind o f jolr-recedes into the background, the functionalist interpre­
tation of the second criterion- the scarcity of needed skills-becomes doubtful. 

3. Functionalists emphasi:e the positil•e side of their theory and ignore its neg­
ati1•e aspects. The theory does ioentify the value of talent and shows how reward­
ing various talents motivates those who possess them to work efficiently. However, 
it ignores the demotivating effects for those with fewer talents. Those at the higher 
end of the income stream can be motivated with the aspiration to bonuses, higher 
wages, li fe and health insurance benefits, promotions, and pension programs. But 
workers at the lower end of the income stream cannot be motivated by higher pay, 
for at least two main reasons. First, low income at this end of the pay scale must 
provide the differential to fill the higher positions with competent and conscien­
tious workers. Second, the money needed to pay some people more must be taken 
from those who will be paid less. Thus, in functionalist theory, the workers on 
garbage trucks who are quick and efficient cannot be rewarded by higher pay or 
bonuses, although they may be valued employees. As these individuals get older, 
and slower, they must continue to work because of the need to provide for their 
families, even under the most adverse conditions. Consequently, low income, 
unemployment, and the threat of unemployment are concentrated among those jobs 
where the skill levels are the lowest and the supply of people having the skills is 
the greatest. In sum, rhe carrot motivating those at the upper-income levels requires 
the stick to motivate those at the lower levels of income. Functionalist theory 
rarely mentions this. 

4. For the f11nctio11alist system of inequality to operate smoothly, the society as 
a whole must see it as working to benefit the e11tire population. Most of the popula­
tion must also believe that their tasks and their income levels reflect their skills and 
their relative contributions to the society. The stratified system will then rest on a 
consensus in which even those at the lower end of the income stream understand 
that their low wages and the threat of unemployment are necessary motivators to 
keep them working. Not surprisingly, those who wholeheartedly believe in the sys­
tem tend to be found at the upper end of the income stream. Those at the lower lev­
els cannot both believe in the system and have a sense of self-e teem. 

Trends in Income and Wealth Inequality 
There is no established theory of income distribution to guide us to an optimal 
amount of inequality. Anyone interested in studying the social structure of the 
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United S ates must begin by examining the disparities of income and wealth. 
Income i·. defined as the total monetary return to a household over a set period, 
usually a ;ear, from all sources of wages. rent , interest, and gifh. Income refers to 
the flow cf dollars within a year. Labor earnings (wages) constitute an ever-larger 
component of total income as one moves down the income ladder. Income tends 
not to be as unequally di!>tributed as weal th. Wealth refers to the monetary value of 
the assets of a household minus its liabilities (or debt), which is its net worth. 
Wealth in ·ludes the accJmulation of unspent pa~t income and is a source from 
wh ch cap ta! income is realized. 

Income 
From 2000 through 2004, average income fe ll for middle-income wage earners. 
largely due to weak demand for labor caused by the recession of 200 I and its slow 
recovery. /,t the end of 2004 the economy had not recovered all the jobs lost since 
the last errployment peak. In addition, greate r numbers of people were underem­
ployed, that is. working at part-time jobs because full-time jobs were not available. 
Declines ir health and pen'>ion programs eroded the income of workers, especially 
those in th1• middle- and ower-income brackets. Over the same period, executive 
compensation soared. F1 om 1992 to 2003 the median chief executive officer 
received aJ 80.8 percent rai !>e, while the median worker's average hourly wage 
rose 8.7 percent.U The unbalanced nature of the tax cuts during the George W. 
Bush admi1 istration has redistributed after-tax income from the bottom 99 percent 
to the top I percent.36 

n 2003 the real median household income was $43,3 18, which means that half 
the househc Ids received more and half less. The upper income limit of the lowest 
20 percent o f hou sehold ~ declined 1.9 percent between 2002 and 2003, fro m 
$ 18,326 to ~. 17 ,984. At the other end, it took $85,94 1 to get into the top 20 percent 
in household income in 2002, which rose to $86.867 in 2003. The median earnings 
o f men whc• worked full-time, year-round in 2003 was $40,668, the same as in 
2002 Real 1•arnings of women declined to $30,724 (0.6 percent) in 2003, the first 
decline sinc1· 1995. 

Another way to look at the growth in inequality is to look at the change in real 
income in e< ch quintile. The average income of households in the top quinti le grew 
34 percent, from $97,376 in 1980 (in 2003 dollars) to $147,078 in 2003 (see Table 
7 .1 ). During the same twenty-three-year period, the average income in the bottom 
q uintile gre~ by only 6 percent, from $9,479 to $9,996. The significant gains made 
during the Clinton administration were only a memory and were still fading in 2004. 

This unequal distribut on is portrayed in Table 7.2, which reports the Gini 
indexes of ti e shares of aggregate income by each quintile. The Gini index pro-
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Table 7 .1 Mean Household Income by Quintile, 
1980-2003 (constant 2003 dollars) 

Bottom Second Third 
Quin1ile Quintile Quintile 

-----
1980 9,479 22,876 37,652 
1985 9,472 23,336 38.701 
1990 9,819 24,606 40,644 
1995 10.009 24,449 40,881 
2000 10,849 27,090 45,113 
2003 9.996 25,678 43,558 

----

Founh Top 
Quintile Quintile 

55,439 97.376 
58.201 104,357 
61,279 118,920 
62.844 131.146 
70,130 151,969 
68,994 147,078 

Source: Carmen DeNav,1\-Walt. Bernadene Proctor, and Robert J Mills. "Income. Poverty, and Health 
ln\urance Coverage in lhe Unued Slates: 2003," C11rrt111 Populatio11 Report.! (Washinl!lOn, D.C .: U.S Census 
Bureau, August :?OOt). pp. 35 36. 

vides a measure of income concentration by ranking households from the lowesc co 
the highest based on income divided imo groups of equal population size (20 per­
cent each, or quintiles). The aggregate income of each group is then divided by the 
overall aggregate income to determine shares. The Gini index ranges from 0, indi­
cating a perfect equality where everyone has an equal share, to I, indicacing a per­
fect inequality where all the income is received by one recipient or group of recipi­
ents. The data reveal that each of the quintiles from the lowest through the fourth 
declined in its share of aggregate income from 1980 to 2003, with the lowest losing 
the most ground and each successive fifth declining by a smaller percentage. The 
bottom quintile saw its share of aggregate income decline by 21 percent, while the 
second quintile declined by 16 percent, the third by 13 percent, and the fourth by 7 
percent. Only the top fifth steadily increased its share of aggregate income over 
this period (by 13 percent). The top 5 percent actually increased its share of aggre­
gate income by 34 percent. Since census data do not include capital gains, the 
total-income figures for those at the top are actually significantly higher. 

Wealth 
An examination of wealth provides a more complete picture of family economic 
well-being than does an examination of income. The richest man in the world is 
Bill Gates, who in his late forties is worth an estimated $46 billion, which is equal 
to the combined net worth of the bottom 40 percent of U.S. households.37 Power 
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Table 7 2 Share of Aggregate Income Received by 
Household Quintile, 1980-2003 (constant 2003 dollars) 

Bottom Second Third Founh Top Gini 
Quintile Quintile Quintile Quintile Quintile Index 

--- -- ---
1980 4.3 10.3 16.9 24.9 43.7 0.403 
1985 4.0 9.7 16.3 24.6 45.3 0.419 
1990 3.9 9.6 15.9 24.0 46.6 0.428 
1995 3.7 9.1 15.2 23.3 48.7 0.450 
2000 3.6 8.9 14.8 23.0 49.8 0.462 
2003 3.4 8.7 14.8 23.4 49.8 0.464 
Change, ·98~2co3 --0.9 -1.6 -2.I -1.5 +6.1 
-- -- -- -----

Source: Carmen DeNavas-Walt. Bernadette Proclor, and Robert J. Mills "Income, Povcr1y, and Health 
Insurance Coverage in the United States: 2003," Current Population Reports (Washington. D.C.: U.S. Census 
Bureau, AUJUSt 2004), pp. 36-37. 

also flows from wealth. Fortunes can be a source of political and social influence 
tha. goes t eyond having a high income. Large holdings of wealth can also be trans­
ferred to ) ucceeding generations, which includes the transmission of power and 
influence associated with it. There is a correlation, although not a strong one, 
between \\-ealth and age, since o lder individuals typica lly have worked more years 
and have accumulated more assets. There is also a correlation between income and 
wealth in t 1at those with high income generally have more wealth.'8 

Through the first three-quarters of the twentieth century, distinctions based on 
class beca1ne progressively le s important, and opportunities for upward mobility 
expanded. This stopped during the 1970s, and since about 1980 both poverty and 
wealth have been increasing together, indicating that the distance between the rich 
and poor is widening. 

The ml)St recent stud) completed by the Federal Reserve, using data from a tri­
enn al sun ey of consumer fi nances based on data compiled from 1989 through 
200 I , four d that wealth is highly concentrated, with the top I percent of the 
wealthiest 10useholds owning one-third (32.7 percent) of all household net worth 
in 2001, ur from 30.3 percent in 1989 (see Table 7.3). Note that those in the bot­
tom half saw their share of ownership of assets remain flat , whi le those in the top 
half from the fiftieth through the ninety-fourth percentile, saw their share of own­
ership declined somewhat. Only the top 5 percent increased their share of the 
nation 's assets and wealth in this period, with the largest gains going to those in the 
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Table 7.3 Changes in Concentration of Wealth, 
1989-2001 (percentage share of total) 

All Families, 
0-50% 50-89% 90-94% 95-99% 99-100% 

2001 -- ---
Item ($ billions) 1989 2001 1989 2001 1989 2001 1989 2001 1989 2001 

Assets 482.053 5.5 5.6 32.4 29.9 12.6 11.7 22.3 23.4 27.2 29.5 
Liquid 2,380.6 6. 1 6.0 32.l 32.7 13.2 13.3 21.4 21.9 27.2 26.2 
Private residence 13,063.6 9.9 12.3 55.5 50.6 12.8 12.2 15.2 16.0 6.6 9.0 
Other residential real 2.256.5 2.6 1.9 30.4 26.8 19.9 11.7 27.9 30.5 19.3 29.1 

estate 
Nonresidential real 2,289.3 0 0.6 11.6 14.5 9.6 9.1 25.9 35.2 55.l 40.7 

estate 
Stocks 4,378.9 1.3 .5 15.8 11.4 10.2 9.9 31.3 25.3 41.5 52.9 
Bonds 924.l .3 .3 7.8 4.0 11.0 8.8 29.1 22.7 51.8 64.3 
Savings bonds 139.8 6.7 4.1 47.6 45.5 19.1 IO.I 19.3 21.9 7.3 18.5 
RetQLiquid 5,720.3 6.0 3.3 37.9 36.4 15. l 17.6 26.3 29.1 14.8 13.6 
Nonmutual 2,477.8 0.9 0.9 15.3 20.5 16.2 17.9 33.6 32.6 34.l 28.l 
Other managed 628.8 0.4 0.3 13.3 13.0 11.4 12. t 29.4 28.3 45.5 46.2 

accounts 
Other financial assets 412.4 5.6 4. 1 18.3 17.1 14.9 5.3 32.9 33.1 28.4 40.4 
Businesses 8,148.5 0.5 0.4 8.8 9.9 10.2 6.6 27. l 24.9 53.4 58.3 
AutomobiJes 1,656.2 25.6 27.9 48.7 48.3 9.5 9.5 10.4 9.3 5.8 9.0 

Liabilities 3,429.2 25.5 5.9 49.9 47.9 9.7 .6 9.5 11.6 5.4 5.9 
Private residential 4,370.8 21.2 3.5 57.3 51.7 9.9 .I 8.7 I I.I 2.9 4.7 

debt 
Installment debt 714.0 41.2 8.0 43.5 37.5 5.5 .2 6.1 5.2 3.7 3.6 
Credit card debt 195.7 42.8 9.8 49.0 41.6 5.0 .2 2.8 4.9 0.3 0.5 

Equity 11,348.1 1.6 1.4 20.7 21.7 11.7 14.4 29.6 29.0 36.4 33.6 
Income 7,400.8 24.4 22.9 40.7 38.1 8.9 9.2 12.3 15.3 13.7 14.5 

Net worth 42,389.2 2.7 2.8 29.9 27.4 13.0 12.1 24.1 25.0 30.3 32.7 

Source. Adapted from Arthur B. Kenruckell, Rolling Tide: Changes 111 the D1s1rib1111011 of Wealth in the U.S., 
1989-2001, Working Paper no. 393 (Wa~hington, D.C.: Board of Governors of the Federal Reserve, 2003), pp. 
17. 21. 

Nores. Net "'orth = assets - liab1htie~. Financial asseb =liquid ca~h +certificates of deposit + saving~ bond\ 
+bonds+ stocks+ non- money market mutual funds+ IRAs. Keogh accounts. and other pension accounts where 
wtthdrawnls or loans may be taken + ca~h value of life insurance+ equity holdings of annuities. trusts. and man-
aged investment accounts+ value of miscellaneous nonfinancial asst'ts (e.g., anuqucs, artwork. etc.). Total 
income= total income for the year preceding the survey year. RetQLlquid = IRAs, Keogh accounts, and other 
pension accounts where withdrawals or loans may be taken. 
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top I pen:ent. As the table indicates, half the families in the country have less than 
3 percent of the nation 's wealth to divide between them . Those in the top l percent 
have more wealth to di\ ide between them (32.7 percent) than does the bottom 90 
percent of the people (2.8 percent + 27.4 percent). And the top 5 percent have a 
larger shire of the wealth (57.7 percent) than 94 percent of the population com­
bined. 

The top I percent i-ignificantly increased their share of holdings in stocks, 
bonds, anJ business investments, including equity in commercial real estate hold­
ings. The wealthiest I percent owned approximately $2.3 trillion in stocks in 2001 , 
roughly 5 ~ percent of all individually held shares. They also owned 64 percent of 
bonds anc about 31 percent of all financial assets held by families (which includes 
cash, stoc <S, bonds, and other securities). For the bottom 90 percent of the house­
holds, hor nes (their largest inve!>tment) and automobiles were the most important 
assets. Mortgages were by far their major liability. Money held in checking 
accounts ; nd the cash value of life insurance policies were a significant form of 
sav ings fc r this group. l t is noteworthy that, with the significant increase in the 
stock market over the past several years, the share of stock and mutual funds 
ow'1ed by he bottom 90 percent declined between 1989 and 200 I. 

The elfects of the 8 1..sh tax cuts are not included in Table 7.3, which includes 
data only hrough 200 I . The cuts include a reduction in the top tax rate and the 
elimination of estate, capi tal gai ns, and dividend taxe!'., all of which favor the 
wealthy and have made money available for the stock market. While the stock mar­
ket has rebounded, average real wages have continued to stagnate. Home values, 
which are lOt a major factor m the holdings of the ultra-rich, although they are the 
largest share of wealth for middle-income families, have surged in recent years. 
Interest ra1es could rebound with a stronger economy, sending real estate prices 
do"' nward. however. President Bush's tax cut programs have especially benefited 
those at th ! top of the wealth pyramid, which wi ll increase the gap between the 
affluent and the poor. 

The Loren~ Curve and Income and Wealth Inequality 
A Lorenz curve can be used to measure the degree of inequality in a given popula­
tion by plo ting a cumulative percentage of income against a cumulative percent­
age of pop rlation (see Figure 7.1 ). If every household had the same income and 
wealth, the distribution would follow the 45 degree line of complete equality. Any 
variance from equality will result in the graph falling below the line of equality. 
The shaded area shows the amount of income inequality. The larger this area, the 
more unequ al is the dist ribution of income. If there were no government policies to 
transfer income from the rich to the poor, income inequality would be even greater. 
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Figure 7 .1 Lorenz Curve Showing Cumulative Percentage of Income 
and Wealth, 1995 
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If everyone had the same income and wealth, the di~lribution would folow the 45 degree com­
plete equality line. The darker shaded area shows the amount of income inequality. The lighter 
shaded area shows the inequality in the distribution of wealth. The larger the shaded area, the 
greater the inequality. 

How Does the United States 
Compare w ith Other OECD Countries? 
The United States consistently ranks as one o(the most unequal countries when 
compared to other developed countries. However, since each country develops 
unique policy approaches for underwriting various social welfare programs, cross-
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country c Jmparisons must be treated with some caution. For example, in some 
countries, like the United States, the poor may receive monetary benefits for hous­
ing, while in another country subsidized housing may be provided. Many countries 
provide a mix of goods (e.g., health care for everyone), largely paid for by tax 
receipts. Pny given cross-national comparison based on income alone may over- or 
understate inequality relative to consumption. In developing countries and espe­
ciaily for lower-income families, income inequalities are very close to consump­
tion inequaJities.39 Table 7.4 uses the Gini coefficient, the standard statistic, to 
measure i1come inequal ity in nineteen Organization for Economic Cooperation 
and Devebpment (OECD) nations identified by the World Bank as "high-income" 
oat.tons. 

Table 7.4 Gin Index Comparison of High-Income OECD Nations, 2003 

1werage Annual Percentage Share of 
Real Growth Income or Consumption 
(%of GDP), Gini 
1900-2003 Index Lowest 20% Highest 20% 

Denmark 2.0 24.7 8.3 35.8 
Japan -0.5 24.9 10.6 35.7 
Sweden 1.8 25.0 9.1 36.6 
Belgium 1.8 25.0 8.3 37.3 
Finland 2.0 26.9 9.6 40.2 
Germany 1.6 28.3 8.5 36.9 
Austria 1.7 30.0 8.1 38.5 
Korea, Rep. 4.8 31.6 7.9 37.5 
Spain 3.8 32.5 7.5 40.3 
Netherlands 2.4 32.6 7.3 40.1 
France 1.5 32.9 7.2 40.2 
Canada 1.5 33.1 7.0 40.4 
Switzerland 1.1 33.l 6.9 40.3 
Australia 1.9 35.2 5.9 41.3 
Greece 7.5 35.4 7.1 43.6 
Italy 3.4 36.0 6.5 42.0 
United Kingdom 2.8 36.0 6.1 44.0 
New Zealand 1.6 36.2 6.4 43.8 
United States 2.0 40.8 5.4 45.8 

Source: \\orld BanJ;, World Dt1•tlopmt11Rtport2005 (New York: Oxford University Press, 2004). pp. 258--261. 
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The data indicate that someone in the top quintile in Denmark received an 
income 4.3 times that of someone in the bottom quintile. The average gap between 
the highest and lowest OECD quintiles is 4.8 to 1.0. By comparison, in the United 
States the same income ratio was 8.4 to 1.0, or 40 percent greater. The proportional 
distance between the bottom and top quintiles is about twice as large in the United 
States as in Denmark, Japan, Sweden, Belgium , and Finland. The household 
income ratio of the ninetieth percenti le to the tenth percentile was 11.22 to 1.0.40 In 
the United States, income inequality is much greater than in most OECD nations, 
and is more unequally distributed than in any other high-income OECD nation. 
The greater inequality cannot be said to have stimulated faster economic growth of 
GDP in the United States, which averaged 2 percent after inflation while the aver­
age growth rate of OECD countries was 2.4 percent. 

The variation in the Gini index in each country is illustrative of the fact that 
the distribution of income is fundamentally the outcome of the political and eco­
nomic choices made by decisionmakers. There has been a pattern of an increase in 
inequality throughout the OECD nations. However, the increase has been greatest 
in those nations that emphasize a laissez-faire approach to capitalism, such as the 
United States and the United Kingdom. 

Those OECD countries that have more corporatist institutions, suc h as 
Belgium, Sweden, and Denmark, together with a greater tendency to intervene 
with social welfare programs, have experienced much smaller increases in inequal­
ity. The resurgence of income inequality in U.S. society is abrupt enough to be 
called the "great U-tum" by Bennett Harrison and Barry Bluestone, who place the 
beginning of the increased inequality in the early l 970s.4t 

The most comprehensive analysis of income inequality has been developed by 
the Luxembourg Income Study project, which uses census survey data from OECD 
nations and finds that the most corporatist countries have a less unequal distribu­
tion of income. The study confirms that inequality generally declined throughout 
all the OECD countries until about 1974, after which inequality began to rise. 
Since that time "the living standards of the least well-off families tended to decline 
as overall inequality rose. "42 The study also finds evidence that the income shares 
of the middle classes have declined. 

Child poverty is a particular concern of all governments, because children are 
not responsible for their life situation. It is also generally accepted that deprivation 
may limit cognitive and social development of children, limiting their life chances. 
As might be expected from the tables above, the highest child poverty rates are 
found in the United States, Turkey, Italy, and the United Kingdom, and the lowest 
are found in the Nordic countries and Belgium (see Table 7.5). 

Children living in the richest U.S. households are by a large margin the most 
affluent of any industrialized country. Those children living in poor U.S. house-
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Table 7.5 Variation in OECD Child Poverty Rates 

Child Povert)' Single Parenr, Two Parents, Two Parents, Employment 
Rate Working One Worker Both Working Rate(%) 

Finland 2.1 3.0 3.5 1.5 67.7 
Sweden 2.7 3.8 6.0 0.8 75.3 
Denmark 3.4 10.0 3.6 0.4 75.9 
Belgium 4.1 11.4 2.8 0.6 59.7 
Norway 4.4 4.6 3.9 0.1 77.5 
France 7.l 13.3 7.3 2.1 62.0 
Netherlands 9.1 17.0 4.7 1.2 72.l 
Gennany 10.6 32.5 5.6 1.3 65.9 
Australia 10.9 9.3 8.9 5.0 68.9 
Greece 12.3 16.3 15.l 5.0 55.6 
Canada 14.2 26.5 18.1 3.7 70.9 
United Kingdom 18.6 26.3 19.3 3.3 7 l.3 
Italy 18.8 24.9 21.2 6.1 54.9 
Turkey 19.7 16.3 17.8 14.4 45.l 
United States 23.2 38.6 30.5 7.3 73.1 
OECD (15) L0.7 16.9 11.2 3.5 66.3 

-----
Source: Sociery at? Glance· OECD Social Indicators (Paris: OECD, 2003), pp. 53, 31. 
Note: Poverty is d< fined as the share cf cltildren living in households earning less than 50 percent of the med1-

an income. 

Case Study: Global Inequalit ies 

Not only are the gaps between rich and poor 
in the Un ted Sta ·es wider than in the past, 
but sirnila" pressures that increase inequality 
are being felt w >rldwide as well. United 
Nations (UN) su1 veys have cone luded that 
the wealthiest anc the poorest people-both 
within and amon ~ countries-ar<! living in 
increasingly separate wor lds. The UN's 
Human D~relopm. •111 Report 2002 found that 
incomes are di!. ributed more unequally 

across the world population (wi th a Gini 
coefficient of 0.66) than in countries with the 
highest inequality (e.g., Brazil has a Gini 
coefficient of 0.61 ). The world population 's 
richest 5 percent receive 114 times the 
income of the poorest 5 percent. The world's 
richest I percent receive as much as the poor­
est 57 percent. The wealthiest 25 million 
Americans have as much income as almost 2 
billion of the world's poorest combined. 

continues 



Case Study continued 

The UN's Human Development Report 
1996 found that many of the most equitable 
societies are in Asia, where economic growth 
has been the fastest and division of national 
wealth has been the most equitable. Several 
economies in Asia, including Japan, 
Indonesia, Hong Kong, Malaysia, the 
Republic of Korea, and Singapore, have 
maintained rapid economic growth together 
with relatively low inequality. The report 
found that during the past three decades, 
"every country that was able to combine and 
sustain rapid growth did so by investing first 
in schools, skills and health while keeping the 
income gap from growing too wide." 

A central theme of the UN's 2002 report 
is that. contrary to the conventional wisdom, 
income and wealth inequality are hannful to 
economic growth. "The new insight is that an 
equitable distribution of public and private 
resources can enhance the prospects for fur­
ther growth .. , 

The 2002 report also found that: 

The net worth of the world's richest 
358 billionaires is equal to the com­
bined annual incomes of the poorest 
45 percent of the world's population 
(2.3 billion people). 
Eighty-nine countries are worse off 
economically than they were a decade 
ago. Seventy developing countries 
have lower incomes than they did 
twenty-five years ago. In nineteen 
countries, per capita income is below 
the I 960 level. 

Branko Milanovic analyzed data on a 
global scale using household surveys and 
concluded that an important increase in 
inequality, from 1988 to 1993, was caused by 
slower growth of rural incomes in populous 
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Asian countries compared to OECD coun­
tries, as well as by rising urban-rural income 
differences in China and by falling incomes 
in transition countries. Xavier Sala-i-Martin 
produced a study based on aggregate income 
and estimates of within-country distributions 
of income between rich and poor, suggesting 
that income inequality was actually falling in 
the 1980s and 1990s. 

Amartya Sen. a Nobel Prize-winning 
economist, replied to the debate regarding 
whether inequality is increasing or decreasing 
by noting: 

Even 1f the poor were to get just a little 
richer, this would not necessarily imply 
that the poor were gelling a fair share of 
the potentially vast benefits of global 
economic interrela11ons. It is not ade­
quate to ask whether international 
inequality is getting marginally larger or 
smaller. ln the contemporary world--or 
to protest against the unfair sharing of 
benefits of global cooperation-it is not 
nece;sary to show that the massive 
inequality or distributional unfairness is 
also getting marginally larger. This is a 
separate issue altogether. 

Sources: United Nations Development 
Programme, Human De1·elopmen1 Report 1996 
(New York: Oxford University Press. 1996): 
United Nations Development Programme, Human 
De1·e/opnun1 Report 2002 ( ew York: Oxford 
University Press, 2002), pp. I 0, 19, 34; Branko 
Milanovic 'True World Income Distribution, 1988 
and 1993: First Calculation Based on Household 
Surveys Alone" (New York: World Bank, 1999); 
Xavier Salai-i-Martm "The World Di;tribution of 
Income" (esumated from individual country distn­
butions) (New York: Columbia University Press, 
2002); Amartya Sen, ''How to Judge Globalism," 
American Prospect, January 2002. 
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holds are poorer than the children of any other country except Mexico. The gap is 
greater ir the United States largely because U.S. truces and transfer programs are 
le!.S gene:ous than in other OECD countries. In the United States, truces and trans­
fe1 s reduce the Gini coefficient by 23 percent (from 0.48 to 0.37).43 If the United 
States rec istributed as much income as do the other OECD countries, the disper­
sion of di ;posable incomes would be close to the middle range of the countries rep­
re ented. 

Throt gh the beginnmg of the twenty-first century, actual market incomes in 
the United States were \ery comparable to those in France or Germany. The rea­
son for th is anomaly is that although senior U.S. business executives receive 
much higher compensation than their counterparts elsewhere, other countries pro­
vide man~· more benefits for those who are unemployed. As a result of low gov­
ernment t ransfers to the unemployed in the United States, unemployment has 
more seriCtus consequences than in most European nations. Since job loss is more 
disastrous in the United tates, labor is more inclined to accept wage cuts than in 
Europe, "here more generous public social expenditures make the prospect of 
losing a job altogether less severe. The compensation for employment for many 
Americam who work for low wages is not very large. Nonetheless, when the rela­
tively hi g1 number of individuals with zero earnings are included in OECD 
national averages, the Gini coefficient for the United States is not too dissimilar 
from coef "icients for other high-income countries. Since 1980, inequality has 
increased :.omewhat in a 1 OECD countries. About half the countries have taken 
steps to prevent a significant increase in inequality. Actions taken in the United 
States and the United Kingdom have, as a whole, actually reduced the equalizing 
effects oft 1xes and transfers.44 

What Is the Relationship 
Betw een Inequality and Economic Growth? 
Simon Kuznets received the Nobel Pri ze in 197 1 for research on economic growth 
and income dis tribution. He fou nd that economic growth in poor countries 
increased tl e income gap between rich and poor people. However, once a threshold 
leve of m< turity was crossed in its transition from a rural to an industrial and 
urbanized s:>eiety, economic growth would reduce income disparity. Thus Kuznets 
argued that income distribution follows a U-curve in which economic expansion 
makes poor people relatively poorer during the initial stage of a country 's develop­
ment. The 1:oncentration of workers in urban areas encourages both union and 
pol it cal orE anizations to press for worker rights, the regulation of business, pro­
gres!.ive ta> es, and public social expenditures, all of which reduce inequality. 
Kuznets presented historical data to show, for example, that income inequality in 
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the United States peaked in the 1890s, and did not begin to decline until after 
World War J.4S Later research by Robert Lampman on the distribution of wealth, as 
opposed to income, found a similar pattern of increasing inequality of wealth, with 
a decline in the gap occurring between the late 1920s and continuing through the 
next several decades.46 

However, the United States is something of an anomaly since it is the richest 
OECD country and has the most inequality. But as Gary Burtless and Christopher 
Jencks point out, " If we eliminate the United States and look at the sixteen remain­
ing big OECD countries, the richer ones have less inequality than the poorer ones, 
as the Kuznets model predicts. "47 Nevertheless, a model that would predict lower 
inequali ty in the United States, which is at variance with the facts, is inadequate. 

Some investigators have found evidence of a cycle in which wealthy power 
elites wage a counteroffensive to reestablish their dominant control.48 Noted econ­
omist John Galbraith suggests that there is struggle in which the elites, in defense 
of their social and economic advantage, must now persuade the majority of voters 
in a democracy that government must accommodate the needs of the haves.49 The 
late Arthur Okun focused on ways in which economic inequality can affect growth. 
He noted that political institutions proclaim the equality of individuals and distrib­
ute rights and privileges universally.so Economic institutions inevitably create 
inequalities in material welfare. The political principles of democracy and the eco­
nomic principles of capitalism create tensions . Whenever the market denies a 
worker a minimum standard of living or when the wealthy use their power and 
privilege to obtain more of the rights that are supposedly equally distributed, then 
"dollars transgress on rights," in Okun's expression. 

Efforts to solve the problem involve a tradeoff in which greater equality has 
been achieved only at heavy costs in efficiency, while in other cases greater effi­
ciency has been achieved only by severely restraining civil liberties. In Okun's 
view the U.S. system of mixed capitalism is a workable compromise in which the 
market has its place as long as democratic institutions are able to keep it within 
acceptable boundaries. He felt that the democratic concern for human dignity could 
be directed at reducing economic deprivation in the United States through progres­
sive taxes and transfer payments, and removing certain barriers to capital. 

Although there are many theories on the relationship between inequality and 
growth, the evidence regarding whether or not inequality reduces growth is incon­
clusive. There is some evidence that inequality can reduce growth by preventing 
the poor from providing an adequate health diet for their children, thereby limiting 
their potential. Many will have insufficient capital to invest in education or to 
launch a small business. If returns to these investments would have been high, their 
lack of avai lability will limit growth. Or the unequal economic status may breed 
strong social tensions that discourage productive capital investments. 



248 PUBLIC Pouc ( 

How DoE s Economic Inequality Threaten Democratic Equality? 
Aaron B~ mstein wrote an article summarizing research indicating that social 
mobility has declined in recent decades.SI Corporate strategies to control labor 
col.ts, sue 1 as hiring temporary employees, fighting unions, dismantling internal 
career ladders, reducing benefits, and ouisourcing, are successful in restraining 
consumer prices. Unfortunately, these tactics trap about 34 million workers, over a 
quarter of the labor force, in low-wage and usually dead-end jobs. Many middle­
income employees face fewer opportunities as work is shifted to temporary agen­
cies and OJtsourced jobs overseas. The result, according to Bernstein, has been an 
erosion of one of 1he most cherished values in the United Slates: the ability to 
move up the economic ladder over one's lifetime. 

The rr yth of income mobility has always exceeded the reality. But it is true 
that there has been considerable intergenerational mobility. One study cited by 
Bernstein .hows, for example, that 23 percent of men from families in the bottom 
25 percent of the economic ladder make it into the top 25 percent by the end of 
their work ng careers. Bernstein cites a new survey that finds that this number has 
dropped to only 10 percert. Fewer children of lower-class families are making it to 
even mode ·ate affluence. 

A stud y by the Federal Reserve Bank of Boston analyzed families' incomes 
over three decades and found that the number of people who stayed in the same 
income bracket-whether the bottom or the top-jumped to 53 percent in the 
1990s, up 'rom 36 percert in the 1970s. The income bracket persisted even after 
accounting for the major growth of two-earner families. For mobility to increase in 
relative terns. someone has to move down the pecking order to make room for 
another to nove up. The 'lew reality has a greater impact on those at the bottom, 
who tend to stay poor because of the creation of millions of jobs that pay rates at 
around the poverty-line '"age of $8. 70 an hour. A college degree remains out of 
reacJ1 for rr ost students from low-income families. The number of poor students 
who get a d !gree-about 5 percent- has been stable for almost thirty years. 

Busi ne! s strategy is putting a lid on the intergenerational progress that has 
been a part of the American Dream, but public policy also plays a role. Paul 
Krugman S( eculates about what policies someone who controlled government and 
wanted to entrench the advantages of the haves over the have-nots might engage 
in.52 One pc I icy initiative would definitely be to get rid of the estate tax, to aJJow 
fortunes to oe passed on to the next generation untouched. Other policies would 
include a re faction in tax rates on corporate profits and on unearned income such 
as dividend·, and capital gains. Tax rates would be reduced on people with high 
incomes, sh fting the burden to the payroll tax and other revenue sources that bear 
most heavil) on people with lower incomes. On the spending side, he suggests that 
one should cut back on hea th care for the poor and on federal aid for higher educa-
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tion, which would result in rising tuitions and make it more difficult for people 
with low incomes to acquire the education essential to upward mobility. 

Current policies of closing off routes to upward mobility lead Thomas Piketty 
and Emmanuel Saez to conclude that current policies wilt eventually create "a 
class of rentiers in the U.S., whereby a smaJl group of wealthy but untalented chil­
dren controls vast segments of the U.S. economy and penniless, talented children 
simply can't compete."B 

Economic Inequality and Life Expectancy 
The United States is the wealthiest major country in the world in terms of per capi­
ta GDP (and second only to Luxembourg overall ). Since longevity is associated 
with income, we might hypothesize that Americans would have a longer life 
expectancy than those living in other large industrialized and relatively wealthy 
OECD states. However, we find that life expectancy in the United States, at age 
sixty-five for both males and females, is just about in the middle of the thirty 
OECD countries. Throughout the twentieth century until about 1980, the United 
States was the leader in increases in life expectancy due to improvements in public 
health and medicine. Since then, life expectancy has increased more rapidly for cit­
izens of all other industrial nations. 

A higher GDP per capita would suggest that the United States has more 
resources that it can dedicate to education , medical care, and other services associ­
ated with longevity. However, while the average GDP per capita is high, those in 
the top quintiles receive a much larger share compared to other OECD nations. At 
the lower levels of the income distribution, U.S. incomes now fall in the middle of 
the OECD countries. Median family income growth has slow~d dramatically since 
1980, at the very time inequality in the di~tribution of income began to surge in the 
United States. 

Richard Wilkinson 's original research, focused on the relationship between 
overall levels of inequality (rather than individual income levels) and mortality 
across OECD countries, has inspired much of the subsequent research on the sub­
ject. 54 In a series of papers. Wilkinson found negative associations between 
inequality and mortality that persisted even after he controlled for cross-country 
differences in median income.ss Several scholars have focused on the United States 
and have documented similar findings between mortality rates and inequality 
across states and metropolitan areas within the United States after controlling for 
income level.56 Metropolitan areas with low per capita incomes and low levels of 
income inequality have lower mortality rates than metropolitan areas with high 
median incomes and high levels of income inequality. Although many studies now 
show that inequality and health are linked in OECD countries, the reasons for the 
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associat on are still debated in the United States, the Un it ed Kingdom, and 
Brazil. 

Wilk inson and his colleagues suggest several reasons for the association. They 
suggest that the larger the income gap between the rich and the poor, the more 
reluctant the affluent are to pay taxes for public serv ices they will likely never use 
or for which their payment in taxes will significantly exceed the benefit they 
expect to receive. A reduction in public expenditure on public health, hospitals, 
schools, or other basic services wi ll be negligible on the life expectancies of the 
wealthy, hut it will signi ficantly impact poor people's life expectancies. Second, an 
income gap is inversely related to social cohesion (i.e., the larger the income 
inequalit)'. the lower the ocial cohesion in society). Greater ocioeconomic equali­
ty is asso ;iated with higher levels of social involvement. Social isolation, which 
increases .vith inequality is a documented health risk factor.57 

Various researchers have chaJlenged Wilkinson's conclusion and insist that it 
is not clear that inequality is due to the rich gening richer rather than the poor get­
ting poorer. They maintain that while it is demonstrable that the rich are getting 
richer, the poor, it is alleged, are not getting poorer in absolute terms, but only in 
"relati ve" terms. They concede that in theory the rich may be less inclined to sup­
port taxes for items that wi ll not benefit themselves, or that the poor will find their 
concerns being crowded out by the demands of the affluent. But benefits may also 
result from positive externalities created by the wealthy, who may demand the 
development of more advanced medical technology or crime prevention. 

Michael Marmot has written extensively on the study of social inequality and 
heal th and finds that di!.eases that are commonly thought of as diseases of afflu­
ence- like heart disease, associated with high-calorie and high-fat diets and lack of 
physical activity- are actua lly most prevalent among the least-affluent people in 
rich societ es.58 He claims that social inequality frequently shadows the more 
immediate ;ause of death, whether it is listed as heart disease, diabetes, accidental 
injury, or homicide. The lower one is in the socioeconomic hierarchy, the worse 
one' health and the shorter one's life is likely to be. Most of the top causes of 
death are nc•t "equal opportunity killers." They tend to strike poor people at an ear­
lier age tha 1 they do rich people, the less educated more than they do the highly 
educated, pt·ople of color more than they do white people-generally, those people 
lower rather than higher on the income ladder. A poor person with a health problem 
is about hair as likely to see a physician as a high-income individual. Adults living 
in low-income areas are more than twice as likely to be hospitalized for a health 
problem that could have heen treated wi th timely outpatient care, compared to 
adult'> living in high-income areas.59 

Marmot 's best-known research is a study of health among British civil ser­
vants Since civil servants ~hare similar office work environments and job security, 
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he expected to find only very minor health differences among them. However, he 
found an unexpected significant increase in mortality with each step down the job 
hierarchy- including from the highest to the second highest grade. Over a decade, 
employees in the lowest grade were three times as likely to die as those in the high­
est grade. Those in the lower g rades had a higher incidence of risk factors such as 
smoking, unhealthy diet, and lack of exercise. But even after controlling for these 
"lifestyle" risk factors, over half the mortality gap remained. Those at lower levels 
were less likely to express satisfaction with their work situation and were more 
likely to indicate they felt they had less "'control over their working Jives," while 
those at a higher level were likely to complain of working at a fast pace. Mannot 
concluded that psychosocial factors-the psychological costs of being lower in the 
hierarchy-played a significant role in the mortality gap.6() 

Research has definitely found a relation between economic inequality and life 
expectancy. Cross-country research clearly suggests that economic inequality may 
reduce life expectancy for lower-income workers. The reduction in li fe expectancy 
is difficult to calculate and projections are very tentative. Burtless and Jencks esti­
mate that inequality reduces life expectancy for low-income individuals by about 
five months.61 ln this debate, poverty and inequality are closely related. Whether 
public policy focu es primarily on the elimination of poverty or on reduction of 
income inequality, neither goal is likely to be achieved without the other. 

Economic Inequality and Justice 
When Thomas Jefferson wrote that it was self-evident and that all men are created 
equal and are endowed by their creator with certain inalienable rights, and that 
government 's purpose was to promote the "general" welfare, he was expressing 
principles of justice that are the essence of U.S. democracy. Politics would be the 
method by which average citizens would work out common problems through the 
instrument of government, whose function would be to promote the safety and hap­
piness of the people. The American Revolution ushered in a democracy that gave 
hope to the exploited and downtrodden as the enemy of unchecked privilege. 

This was not an empty idea, and Americans have made great strides toward 
equality in several areas. For example, Americans embrace the notions of equality 
before the Jaw; one person, one vote; and equality of opportunity. As the income 
gap has increased, however. awareness that economic inequalities may undermine 
au the various fonns of equality has increased. 

The political system of democracy has a bias in favor of equality. The principle 
of individual freedom finds its expression for many in capitalism, which leads to 
vast economic inequalities and threatens to bring about an aristocracy of wealth. 
Power flows from wealth. And those who control vast amounts of money may 
translate their economic power to political power to increase their dominance. 
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As t 1e functional theory of inequality suggests, inequality can perform a posi­
tive function in society by motivating individuals to produce more under the hope 
of financial reward. On the other hand, the functional theory must be qualified, 
since it assumes perfect market conditions and does not take into account the dif­
ference in inheritances, power, or economic rent seeking that occur in imperfect 
markets. That is, much of the inequality is not based on merit in that many mem­
bers of s Jciety have no control over the conditions of the competition. Nor is it 
clear that the rewards for "winning" and the penalties for "losing" are fair. The 
conclusion is that we do not want perfect equality, or a society that is so equal as to 
be unjust. We are left to ">earch for an optimal amount of inequality. 

Man} who argue in favor of a progressive income tax, an inheritance tax, or 
social we lfare program!> seldom emphasize Keynesian arguments based on eco­
nomic thrnry.62 They u~ually support increasing taxes on capital gains or o ther 
sources o · income, because they believe the current level of income and wealth 
inequality is unfair. Although sound economic principles may be called on to sup­
port a nati :mal health insurance program, a higher minimum wage, or more college 
tuition assistance for low-income famil ies, usually moral a rguments are stressed. 
People should not be denied medical care or the abi lity to go to college because 
thei r parer ts cannot afford it. Such moral arguments are often supplemented by 
practical a rguments that point out that investments in college subsidies for low­
income im'ividuals wi ll a llow them to become more productive and pay more in 
taxes. Rais ng the minimum wage helps keep families together and reduces welfare 
dependenc:1. But these arfument~ often appear to be secondary. Egalitarians would 
probably fc vor nat ional health care and a higher minimum wage even if it had no 
effect on longevity or did 'lot reduce welfare dependency. 

Those opposed to the proposals for less inequality do not defend large dispari­
ties in income as positive. Their economic arguments tend to be limited to con­
cern">, expn·ssed by Arthu• Okun, that the transfer of resources from one group to 
another has inherent inefficiencies that exact a tradeoff between equity and effi­
ciency. The r main conten tion tends to be that the market is fairer at distributing 
income tha11 is the government. Empirical evidence that redistribution has fewer 
costs than they assumed 1s rarely persuasive. Like their egalitarian rivals, they 
argue from .1 moral perspective that emphasizes their belief that government inter­
ference unfa irly punishes those who have been more successful in competing for 
money whilf it rewards dependent behavior. 

Philosor hers have debated the issue of justice and the distribution of income 
throughout hstory. John Rawls's answer to the problem of determining a fair dis­
tribut on of goods states the egalitarian position well. He contends that the fai rest 
distribution •>f goods is one that individuals would freely choose, or agree to, if 
they had no knowledge of their own ultimate position in society.63 If individuals 
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were behind a "veil of ignorance" and did not know their race, sex, social class, 
innate talents, and psychological propensities, they would only agree to those 
inequalities that benefited everyone, but especially the least advantaged. Such 
inequalities would be those required to call forth sufficient talent and effort in the 
production of social goods that would improve the lot of the least advantaged as 
much as the most advantaged. Rawls 's attention to the least advantaged originates 
from a desire to protect against the worst outcome that we can imagine for our­
selves. Since it is possible that we could find ourselves at the bottom of society, we 
would want to ensure that it is not a terrible place to be. His assumption is that 
most are risk-adverse and would want to avoid a very bad outcome even if that 
meant doing with less should we be fortunate to end up near the top. 

Robert Nozick makes the opposite case, pointing out that most people may not 
be as risk-adverse as Rawls assumes.64 Also, the process of redistributing income 
from the more to the less advantaged requires interfering with the basic liberties of 
those who happen to begin (whether for reasons of history, individual effort, or 
inheritance) with certain advantages. As long as the process is fair, everyone 
should be permitted to keep whatever they have. 

John Kennedy lamented the practical problem for public policy when he said, 
"If a free society cannot help the many who are poor, it cannot save the few who 
are rich."65 Distributive justice is basically an ethical problem. The National 
Conference of Catholic Bishops issued a statement that noted, "The moral measure 
of any economy is not simply the information shared, the wealth created, the trade 
encouraged, but how the lives and dignity of the poor and vulnerable, the hungry 
and destitute are protected and promoted."66 

Policies to Reduce Poverty and Inequality 
The fact that an economy is efficient says nothing about the distribution of income. 
Competitive markets may give rise to a very unequal distribution, which may leave 
some individuals with insufficient resources on which to live. One of the more 
important activities of democratic government is to reduce poverty and redistribute 
income. This is the express purpose of policies such as the Earned Income Tax 
Credit, Medicaid, and Social Security. 

Conclusion 
The American Revolution ushered in a new age of democracy. The democratic 
ideal, based on the fundamental principle of equality, sweeps aside all claims of 
special power and privilege. Democracy as a form of government is an ideal to be 
pursued rather than a goal fully achieved merely through recognition of the rights 
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to free s:>eech or the right to vote. The framers of the Constitution dedicated them­
selves to the proposition that all men are created equal, even though some were 
slaves and others without property were denied the right to vote. The United States 
became more democrat c when it abolished ownership of property as a requirement 
to be a vJting member of society. U.S. democracy advanced further when the Civil 
War abo ished slavery, and when civil rights legislation a century later gave sub­
stance to the ideal of political equality. 

Dem :>cracy, as the Constitution attests, is based on compromise between soci­
ety's elit1:s and nonelites. The elites, not surprisingly, resist with every means at 
their disposal any movement toward greater equality that challenges their interests. 
Control c ver the political institutions is always central to the struggle, since the 
elites can use the political institutions to influence the perceptions, values, and 
political preferences of the nonelites by their dominant position as opinion-makers 
in mass communication Through money and organization, the elites more than 
make up for their small numbers, while the poor, lacking both resources and organ­
ization, ar! not as powerful a political group as their numbers might suggest. 

In a capitalist societ)', power flows from money. The financially powerful natu­
rally seek ways to leverage their wealth and status into political power. Through 
the late ni 1eteenth and early twentieth century, theories of laissez-faire capitalism 
were put 'orward as justification for preventing the federal government from 
"interferin f' in the economy, despite the fact that monopolistic and oligopolistic 
ma1ket power was clear!} being used to increase the political power of those who 
ran the gia'lt corporation!!. . Government should not interfere in business, corporate 
leaders said, because government was not competent, and the interference was 
undemocn t ic in that it limited the freedoms of those who were creating the 
nation 's wealth. The gap in income and wealth distribution grew in the 1920s. 

The Great Depression encouraged a rethinking of economic theory. Keynesian 
theory sh0\1ed that excessive economic inequality could not only hinder economic 
growth and stability, but also threaten the very survival of democratic systems. 
because the overwhelming majority of Americans also depend on employment for 
their economic security, Franklin Roosevelt embarked on a series of policies, such 
as adoption of a minimum wage, pro-labor union legislation, unemployment com­
pensation, and Social Security, that worked to reduce economic inequality. Since 
about 1980 ineq uality in both income and wealth distribution has increased 
markedly. T 1e increase, which has been greater in the United States than in other 
OECD coun ries , is due to a variety of factors, including globalization, oligopolis­
tic power, ard changes in tax and social welfare legislation designed to redistribute 
income toward those already at the top. 

The functional theory of inequality holds that economic inequal ity has a bene­
ficial effect i 1 a capitalist society. The theory has several drawbacks, however, that 
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justify government involvement to redress the power imbalance of dominant eco­
nomic groups. Economic theory makes no claim that capitalism distributes income 
and wealth in a just fashion. 

To the extent that the political apparatus becomes dependent on a financial 
elite, democracy is undermined. In the extreme case, the old hereditary aristocracy 
is merely traded for a financial aristocracy. An economic elite with inordinate 
political power moves the democratic ideal of meaningful political equality further 
from our grasp. 

Let us be clear that some inequality is not only inevitable but also even neces­
sary. However, a healthier democracy would result from less inequality than now 
exists. Policies that would reduce inequality would include raising the minimum 
wage, strengthening antipoverty programs such as the Earned Income Tax Credit, 
strengthening the social safety net to include health care, and increasing rather than 
decreas ing progressiveness in the tax code. Some of these policies will be 
addressed more fully in the next chapter. 

Questions for Discussion 

I . Democracy is based on the principle of equality, while capitalism as an eco­
nomic system inevitably leads to inequality. Are the two systems incompati­
ble and destined to produce frustration or even cynicism? Will either capi­
talism or democracy dominate? 

2. What are the strengths and weaknesses of the functional theory of inequali­
ty? Do the qualifications destroy the value of the theory? Why or why not? 

3. Can you explain what public policy decisions were made throughout 
Europe and the OECD countries that have resulted in greater equality than 
is present in the United States? 

4. If you were to recommend public policies to reduce inequality in the United 
States, what would you recommend? What are the negative consequences 
of your proposals? 

5. Is there such a thing as an optimal amount of inequality? What criteria 
would you use to determine it? 

6. Why is inequality increasing in the United States? 

Useful Websites 
Bureau of Labor Statistics, Consumer Expenditure Survey, http://stats.bls.gov/cex/ 

home.htm. 
Census Bureau, http://www.census.gov/population/socdemo. 
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" ith like market characteristics (work experience, age, education, etc.)?" 
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CHAPTER 8 
Crime: Different Issues, 

New Concerns 

Public opinion polls in the mid- l 990s showed crime overtaking the economy as the 
biggest perceived problem facing the nation. U.S. citizens read daily newspaper 
accounts of car thefts, muggings, child abuse, robberies, murders, drug sales, and 
vandalism. This, along with sensational stories of bombings and shooting sprees, 
made Americans clamor for public policies to thwart the "crime wave." In the 
wake of September 11, 200 l, however, much has changed; new problems and new 
fears have emerged. Ironically, while everyone agrees that crime remains a serious 
problem, few have a clear perspective on it. Most public reaction to crime reflects 
anecdotal experience springing from fear, not reasoned thinking. In this chapter we 
explore the crime problem by asking how much crime is out there, what its causes 
are, and how policies can be created that prevent crime, punish criminals, and pro­
tect the innocent from becoming victims. 

New Fears: Changing Attitudes 
Former president Bill Clinton recounted that during his first presidential primary 
campaign in 1992, he met a Greek waiter working in New York City whose 
remarks made a lasting impression on him. The man lamented how "in Greece, we 
were poor but we were free. Here, my boy can't play in the park across the street 
alone or walk down the street to school by himself because it is too dangerous. 
He's not free."1 While campaigning for the presidency, Clinton responded to this 
fear by describing himself as tough on crime. According to scholar Alfred 
Blumstein, "toughness seems to be the panacea that has the most political appeal.''2 
Clinton realized this message with passage of the 1994 Violent Crime and Law 
Enforcement Act. The omnibus crime bill channeled $30 billion into various feder­
al programs, the most prominent of which were the Brady Bill, a ban on assault 
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weapons, and the Department of Justice's COPS program, designed to improve 
relations between law enforcement and communities and committed to putting 
thousands of local police officers on a street beat. A decade later, U.S. attitudes 
about crime have changed. That earlier, often unrealistic fear of crime has given 
way to a different type of fear. Who could have predicted to that Greek waiter 
appealing to President Clinton that by 2002 many Americans would be living in 
fear for a very different type of security? 

In the mid-I 960s, U.S. concern for " law and order" propelled President 
Lyndon Johnson to initiate federal legislation to combat crime. Public Law 89-197, 
the Law Enforcement and Assistance Act, was passed in 1965, setting up a special 
oft ice within the Department of Justice to fund local projects experimenting with 
neN methods of crime control and law enforcement. In 1968 the federal govern­
ment's role in local jurisdiction grew again with the passing of Public Law 90-351, 
the Omnibus Crime Control and Safe Streets Act. This act lived up to its name by 
granting funds to state and local jurisdictions for recruitment and training of law 
en ·orcement personnel and crime prevention education. Eventually the grants were 
ph.ised out, though they left Americans with an expectation for a larger federal role 
in local crime control and prevention. No longer were Americans satisfied with the 
FeJeral Bureau of Investigation's (FBI's) "Ten Most Wanted" list as a way to com­
bat crime and build public awareness, though it is interesting to note that today 's 
"rrost wanted" list includes Osama bin Laden and offers a reward of up to $25 mil­
lion for information leading to his apprehension. 

Federal activity renewed in the 1980s. Over the next ten years Congress passed 
three comprehensive crime bills dealing with different aspects of what Americans 
then perceived as a terrible c rime problem. In 1984, Public Law 98-473 , the 
Comprehensive Crime Control Bill, overhauled federal sentencing procedures and 
created a new grant adm nistrative agency, the Office of Justice Programs. In 1990, 
Congress passed Public Law 101-647, the Crime Control Act, which authorized 
$900 million for local law enforcement assistance and included a "victim 's bill of 
rights." Four years later President Clinton added his solutions to the crime prob­
lem with passage of the omnibus bill described earlier. From then until September 
11 2001, Americans thought about and fought crime locally and asked the federal 
government to help pay the bill. 

The attack on the World Trade Center in 200 I altered perceptions about the 
federal government 's role in combating a different violent crime, terrorism. It also 
invigorated the Department of Justice, whose authority and direction were expand­
ed and refocused. Gallup polls now show that Americans no longer cite violent 
crime as a top government priority. In February 2003, just 2 percent of respondents 
to a national Gallup poll cited violent crime as an important problem facing the 
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country, compared to 37 percent in January 1993. More Americans now fear war, 
nuclear war, and international tensions (35 percent). 

The new U.S. perspective on violent crime may in fact be more accurate. Since 
1929 the FBI has published an annual report on crime titled the Uniform Crime 
Report (VCR). This statistical summary, compiled from data supplied by state and 
local agencies, presents a detailed breakdown of criminal activicy in the United 
States. For years, the most commonly cited VCR statistic was the crime index, a 
highly aggregated measure of the volume and rate of reported crime, but in June 
2004 the FBI decided to stop publishing the crime index because it was inaccurate. 
Instead the agency broke the crime statistics into two measures, total violent crime 
and total property crime. The FBI yearly snapshots reveal that violent crime and 
property crime actually have declined in the United States. 

How Much Crime? 
The 2003 VCR (see http://www.fbi.gov) and a preliminary 2004 report proudly 
announce that the level of U.S. crime is down overall, particularly violent crime. 
Though over 1.3 million violent crimes occurred in 2003, the VCR finds that vio­
lent crime is down 3 percent from 1999 and 24 percent from 1994.3 Most violent 
crime, which includes murder, forcible rape, robbery, and aggravated assault, 
occurs during the heat of July and August. Aggravated assault is the most common 
category (62 percent of violent crime); murder is the violent crime least often com­
mitted ( 12 percent of violent crime). In 2003, 44 percent of those arrested for vio­
lent crimes were under twenty-five years of age; most were men (82 percent), and 
by race, more were white (60.5 percent) than black (37 percent). Firearms were 
used in 27 percent of violent crimes reported, which is relatively constant with ear­
lier data. Knives were used in 15 percent of cases. According to the VCR, crime is 
highest in the metropolitan areas, highest in the southern United States, and lowest 
in rural counties. 

Murder nationwide reached a high in 1991, with 24,703 incidents reported.4 

By 2003 the number of criminal homicides was down to 16,503. Most murder vic­
tims, like offenders, were male (77 percent) adults (90 percent). Altogether, the 
murder rate for U.S. cities was 7.1 per 100,000 residents; the murder rate increased 
for larger cities (over 250,000 residents) by nearly double (13.2 percent).5 Seven 
out of ten murders involved the use of firearms. Most murder victims knew or were 
related to their assailants; most were family affairs. Nearly one-third of the mur­
ders resulted from arguments. Juvenile gangs, brawls involving alcohol or drugs, 
and sniper activity counted for about 20 percent of homicides.6 

early one-third (30 percent) of violent crimes were robberies, with most 
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occurring during the December holidays. The 2003 VCR found that over $500 
million was lost to robberies, and the average monetary value of property taken 
was about $1,200. According to VCR data, all types of robberies declined 25 
percent from 1994, except for a modest increase in residential robbery. 1 

Research by David T. Lykken reports that those at highest risk of violent crime 
are the young, between fifteen and twenty-four years old. The young are ten to 
fifteen times more likely than those over age sixty-five to be assaulted, robbed, 
or murdered.8 

Loss from nonviolent, property crime, which includes larceny theft, burglary, 
and motor vehicle theft , equaled $17 million in 2003, a decline of 14 percent since 
1994.9 Over $8 billion was estimated to have been lost to motor vehicle theft; the 
FBI estimates 60 motor vehicle thefts per 100,000 people. to Table 8.1 displays a 
regional breakdown of U.S. crime categories. 

As part of these VCR summary statistics, the FBI also reports clearance 
rates. These are offenses cleared by arrest or "other exceptional means."t t The 
2003 clearance rate for violent crimes was not quite half (47 percent), including 
62 percent of murders. Typically, property crime has a lower clearance rate, 16 
percent in 2003. In 1994 the FBI began collecting hate crime statistics. Hate 
crimes are not distinct crimes but are motivated by prejudice based on race, reli­
gion, ethnicity, sexual orientation, or disabilities both mental and physical, and 
are committed against per">ons, property, and society. The VCR reported in 2003 
that racial bias represented the largest proportion of hate-motivated offenses. 
Most hate crimes take the form of intimidation against persons and vandalism 
against property. 

While the overall VCR data present an encouraging summary of crime in the 
United States, the puzzle for analysts is finding the reason for the decline . 
lntemational comparisons offer some clarification and perspective. Cross-national 
comparisons of crime rate5. indicate that " lethally violent crime is much higher in 
the Lnited States than in other nations ... in contrast, the United States has lower 
rates of serious property cnme than other similar nations."12 

Though tempting to conclude that the drop in overall crime statistics indi­
cates progress in the "war on crime," data alone fail to give the full picture. 
Much data underreport the extent of particular crimes. For example, the VCR 
reports that rape has dropped to its lowest level since 1989. Yet two studies 
cond..icted in the 1990s found a significantly higher incidence of rape victim­
ization than VCR data reflect. 13 Looking at existing data, criminologist Elliott 
Currie comments, "While guarded optimism may be in order, complacency is 
not. And there is no guarantee that the respite that we are now enjoying will 
last." 14 



Table 8.1 Index of U.S. Crime, Regional Offense, and Population Distribution, 2003 (percentages) 

Murder/ 
Violen1 Property Nonnegligent Aggravated Larceny 

Region Population Crime• Crimeb Crimec Rape Robbery Assault Burglary Theft 
-- -- ---- --

NE 19 16 13 14 13 20 14 11 13 
MW 19 19 21 20 25 19 18 20 22 
s 36 41 41 44 38 39 43 45 41 
w 23 24 25 23 24 23 24 24 24 

---- ------
Source: Federal Bureau of Investigation. Uniform Crime Report 2003 (Washington. D.C.: U.S. Government Printing Office, 2004). 
Notes: a. Violent cnmes arc offenses of murder, forcible rape. robbery. and aggravated assault. 
b. Property crimes are offenses of burglary, larceny theft, and motor vehicle theft. Data are not included for the property crime of arson. 
c. Nonnegligent crimes are offenses such as nonnegligent manslaughter, which is the willful killing of another human being. 
NE= Connecticut. Maine. Ma~sachusetts. New llampshirc. New Jcr;ey, New York, Pennsylvania, Rhode Island. Vennont. 
MW= Illinois, Indiana, Iowa, Kansas, Michigan, Minnesota, Missouri, Nebraska, North Dakota, Ohio, South Dakota, Wisconsin. 

Motor 
Vehicle 
Theft 
--

13 
19 
35 
34 

-

S = Alabama, Arkansas, Delaware, District of Columbia, Florida, Georgia, Kentucky, Louisiana, Maryland, North Carolina, Oklahoma, South 
Carolma, Tennessee, Texas, Virginia. West Virginia. 

W =Arizona. Alaska, California, Colorado, Hawa11, Idaho, Montana, New Meluco, Oregon. Utah, Washington, Wyoming. 
Because of rounding, column percentages may not sum to 100. 
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Case Study: How Accurate Are the Numbers? 

Conven ional wisdom says that no data are 
better ti an bad data. How accu1ate are crime 
statistic~? The most commonly reported num­
bers an those collected by tie FBI in its 
Uniform Crime Report {UCRJ ard the Census 
Bureau m its National Crime 1ctimi:atio11 
Survey ( VCV). Both data collections are com­
piled annually. Both report on similar crimes. 
though t 1e NC\ surveys do not nclude ar~on 
and homicide. Both collecti on> also suffer 
from en ors of measurement and bias, and 
both underreport crime 

The UCR data are based on police 
reports. Underreporting is largely due to 
unwillingness on the part of cit zens to call 
the poliC·). Not surprisingly, much petty theft 
(like someone stealing your wallet) goes 
unreported. Most people wager the police 
cannot do much about the loss, so why both­
er? A se··ond source of inaccuracy comes 
from tht reporting methods l ~ed. Some 
police departments do a better job reporting 
crime thi1n others. Perhaps their collection 
techniqut·s are better. Sometimes it is in a 
depart me 1t 's best interest to report crime; it 
reflects a job well done. It might even help 
the department's budget allocat on. On the 
other hand, sometimes a police department 
would ra her not report as much crime. It 
raises questions about the competence of the 
police for;:e. If the FBI discove~ 1ntenttonal 
underreporting, it refuses to publish the statis­
tics of the offending agency until he discrep­
ancies are corrected. Further, when the UCR 
data are collected the police report all crimes 
commiucd in a given locality. Consequently. 
big cities. like ew York, which experience 
lots of co11muters and visitors. 1eport high 
crime rates. Police reports a lso emphasize 
certain types of cnmes and not othl!rs. Selling 
drugs, for example, is not included. And if 

several crimes are committed by a criminal at 
once, only the most serious is counted. 

Victimization studies are equally flawed. 
The Bureau of the Census randomly selects 
households for inclusion in the study and it 
too underreports crime. but for different rea­
sons. NCV studies only count personal and 
household crimes, not crimes against busi­
ness. Consequently, the studies are not as sen­
sitive to crime rates overall, nor are the rates 
they report as volatile as UCR statistics. On 
the other hand, NCV studies report up to three 
times the number of crime victims that police 
reports do. It makes sense that if five people 
are robbed at gunpoint, the victim study pre­
sents a different tally than the police report. 

Other factors also skew the data collect­
ed in each report. Victims are likely to report 
some kinds of crime to the police, and others, 
like rape, to interviewers. Women are more 
likely to report to interviewers that they have 
been robbed than that they have been assault­
ed (possibly by a relative). Over time, people 
also forget or grow confused about when a 
crime occurred. so human error tends to creep 
into NCV data, since these studies collect 
information longer after a crime than do most 
police reports. Further, NCV interviews 
include data from the previous year. All this 
makes data from the two sources difficult to 
compare. Moreover, any comparisons should 
keep in mind that UCR data report perpetra­
tors while NCV data report victims. 

So, are no data better than bad data? It 
depends. Certainly if crime statistics are used 
for political convenience. the public is not 
well served. But if policymakers use the data 
with an awareness of their inaccurac!es and a 
sense of appropriateness to the crime issue, 
then they serve a valuable purpose. The data 
from year to year probably do not indicate 

co11ti1111es 



Case Study continued 

much. Large differences probably do indicate 
something. These widely cited studies give 
researchers some sense of the amount of 
crime occurring throughout the country. As 
noted by James Wilson. they do not specify 
the prevalence of crime or the incidence of 
crime. In other words, they do not indicate 
what proportion of ii given population con­
sists of criminals or the number of crimes 
committed per year by the average criminal, 

Crime: A Definition 

(RIME 267 

indicators that would give a more valid meas­
ure of crime in the United States. Wilson 
warns that the best statements about crime are 
those supported by as many different meas­
ures as possible. 

Sources: James Q. Wilson, ed .. Crime and 
Public Policy (San Francisco: ICS Press, 1983); 
U.S Departmenl of Jus1ice, Criminal \"tctimi:a11on 
in the United States 1992 (Rockville. Md.: Bureau 
of Jus1ice Statistics, March 1994), p. 9. 

ln their book Crime and Human Nature. Harvard Universi ty scholars James Wilson 
and Richard Hermstein explore the meaning of cr ime.is Wilson and Hermstein tell 
us that c rime is not easily measured, categorized, or defined. For example, cate­
gories of crime, like property crime, crime against persons, white collar crime, vie: 
timless c rime, or public corruption, fall short because they are not mutually exclu­
sive. Crimes have different social costs. Most people fear property loss from street 
crime, yet the financial loss from white collar crime is far greater. Obviously, some 
crimes are more abhorrent and more destructive to the social fabric than others. 
Wilson and Hermstein use a legalistic definition of crime: "any act committed in 
violation of the law that prohibits it and authorizes punishment for its commis­
sion . "1 6 A serio us c rime is aggressive, violent behavior categorized as murder, 
rape, assault, and theft. The legalistic definition of crime is the least ambiguous, 
though not all scholars are happy with it. Critics complain that criminal law 
reflects the values of society's most powerful. What is a crime and who is criminal 
can vary over time and differ between societies. C live Coleman and Clive Norris 
illustrate this point by recounting the U.S. experience with Prohibition during the 
1920s, noting that it "represented a political victory for the moral code of one seg­
ment o f American socie ty at the expense of another." They emphasize that "the 
more complex society [is]. the more like ly that norms [will) come into conflict."•7 
When reviewing lists of acts that have been defined as c rimes over history, it seems 
evident that c riminal law and crime are social constructions and very problematic. 

One way to gain an understanding abo ut crime is to look at the causes of crimi­
nal behavior. This approach focuses attention on the criminal and his or her rela­
tionship with the rest o f society. A second approach explores the processes and char-
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acteristics of the criminal j ust ice system, established to deal with crime. Here one 
asks how effectively the system protects the innocent and punishes offenders. This 
perspective concentrates largely on the legal system. When looking at the criminal 
justice system, one also asks how well it operates in reducing the level of crime. 

Causes of Crime: What Do We Know? 
Judging from the amount of crime reported, many observers feel very little is 
known about causes of criminal behavior. Wilson and Herrnstein argue overaJI that 
"crime is as broad a category as disease, and perhaps as useless. To explain why 
one person has ever committed a crime and another has not may be as pointless as 
explaining why one person has ever gotten sick and another has not. "18 But in fact, 
scholars who study the determinants of criminal behavior know quite a bit about its 
etiology or origin. This scholarly endeavor forms the field of criminology. Social 
scientists have learned more about why some people commit crimes than they have 
about the overall crime rJte. 

Criminologists have proposed many scientific, empirically testable theories of 
criminal behavior, often based on multidisciplinary research. Recently, research 
has drawn on fields like economics and biology. The field has a long history. Since 
the eighteenth-century Enlightenment period, scholars have focused attention to 
the nature of crime, criminal behavior, and the criminal justice system. As recount­
ed by Coleman and Norris, early researchers "opposed the unpredictable, discrimi­
natory, inhumane and ineffective criminal justice systems that were to be found in 
their day, systems that often left much to the discretion of judges (including the 
frequent use of 'mercy' and 'pardons'), employing barbaric, cruel methods of pun­
ishment (and torture for extracting confess ions) and seemed to any intelligent 
observer to be very ineffective in preventing crime."19 Facilitated by publication of 
national crime statistici., first in France in the early 1900s, moral statisticians 
looked for patterns in criminal behavior and attempted to design models comparing 
their work to that of the natural sciences. Later in the nineteenth century, Italian 
Cesare Lombroso claimed to have discovered actual physical differences in the 
anatomical makeup of criminals. Though thoroughly discredited, Lombroso's work 
helped to further establish the academic and scientific nature of criminology.20 

George Vold and Thomas Bernard, in their book Theoretical Criminology, 
assign criminologists as social scientists to one of three essentially different ways 
of thinking about crime: "Two frames of reference focus on the behavior of crimi­
nals. The first argues that behavior is freely chosen, while the second argues that it 
is caused by forces beyond the control of the individual. The third frame of refer­
ence views crime primari ly as a function of the way criminal law is written and 
enforced.''21 
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Given these different points of departure, it is no wonder there is a great deal 
of scholarly disagreement among criminologists over the causes of crime. Those 
who see a criminal behavior as freely chosen describe people as rational. A crim­
inal act is considered like any other act-as a rational purposeful choice whose aim 
is to promote one's be t self-interest, much as a choice is described by public 
choice theory. This "classical," deterrence view is highly legalistic and emphasizes 
ways society can maximize the cost and minimize the benefits of criminal behav­
ior. More recent analysis of crime by economists like Gary Becker has integrated 
key economic concepts into research on criminal behavior. Economic ideas li ke 
expected utility represent an offender 's expected reward compared to the likeli­
hood of punishrnent.22 

The second perspective, criminal behavior as caused, is determini stic. In 
o ther words, it proposes that people behave as they have been determined to 
behave biologically. This perspective dominated the early field of criminology. 
Contemporary positivists argue that social scientists wil l never be able to say what 
causes a person to commit a crime, but research can determine what factors predis­
pose or increase the risk of a life of crime. These theories explore the relationship 
between socioeconomic settings and emotional, psychological , and physical fac­
tors. Some of the criminologists holding this view even question the efficacy of 
punishment in dealing with criminal behavior and emphasize the value of psycho­
logical therapy and counseling. The last perspective, the behavior of criminal 
law, emerged in the 1960s, when, as Vold and Bernard explain, "some criminolo­
gists [began] to address a very different question: why some individual!> and 
behaviors are officially defined as criminal and others not. "23 The e scholars ask 
why, given a place and time, certain people and behaviors are defined as criminal. 
Those who focus on crime as an opportunity emphasize crime incidents rather than 
offenders, along with victims' lifestyles, which might expose them to offenders. 

Thus the field of criminology offers compelling theoretical arguments and 
divergent explanations. Some criminologists argue that crime relates to intelli­
gence, hyperactivity, or chromosomal characteristics. Others assert that poverty 
and economic inequality lead people to criminal behavior. A traditional view, asso­
ciated with sociologist Emile Durkheim ( 1858-1917), argued that in the process of 
social change and modernization, societies became highly differentiated. A conse­
quence of differentiation was a nomie, or a breakdown in social norms and rules. 
Crime is one normal consequence of anomic society. It is a price society pays for 
progress. Many criminologists and sociologists in the tradition of Durkheim look 
to society as a whole to explain criminal behavior. 

More recent explanations, like strain theory, offer the intuitive appeal of a 
causal relationship between social inequality, lack of economic opportunity, and 
crime.24 Some see crime as learned behavior. Others offer a Marxist or femini t 
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interpretation. All theones of criminal behavior have been extensively criticized. 
They are afflicted with a large number of theoretical and empirical problems, and 
many offer limited guidance to the policymaking community. 

ln the introductory chapter to their book on crime, Wilson and Hermstein sum­
marize the facts we do know: 

Predatory street crimes are most commonly commined by young males. Violent 
crimes are more common m big cities than in small ones. High rates of criminal ity 
tend to run in families. T he persons who frequently commit the most serious 
crimes typically begin their criminal careers at a quite young age. Persons who 
tum out to be criminJll> usually do not do very well in school. Young men who 
drive recklessly and have many accidents tend to be similar to those who commit 
crimes. Programs designed to rehabilitate high rate offenders have not been shown 
to have much succes~. and those programs that do manage to reduce criminality 
among certain kinds of offenders often increase it among others.25 

For the policymaker, individual indicators of crime like age, gender, personali­
ty, or intelligence do no translate easily into practical policy. Even policies empha­
sizing the deterrence of cr iminogenic factors like drugs, alcohol, and guns are 
hotly debated (see later sections of this chapter).26 As a result, policy attention 
shifts to an area more ea ily identified and controlled, the criminal justice system. 
Here, consideration is given to the relative costs of legal protection and punish­
ment and the efficient delivery of criminal justice services. 

Characteristics of the Criminal Justice System 
There is no single criminal ju tice system. What exists is a jumble of legal avenues 
that, when mapped out look more like a very poorly designed interstate road sys­
tem than a carefully constructed legal structure. The U.S. criminal justice system is 
decentra lized. It comists of local, state, and federal jurisdictions. Again, this 
reflects the U.S. historical experience; when drafting the Constitution, the 
Founding Fathers left most cri minal law to the states. They wanted criminal law to 
reflect community standards and enforcement to be localized. The consequence is 
variability in laws and consequences throughout the fifty U.S. states, resulting in 
challenges to equity and justice. 

The Courts 
Generally, state and local criminal jurisdictions follow similar organizational pat­
terns, although they often use different names to describe similar functions. The 
design and size of juri~dictions vary. To fully explain all the systems of each juris­
diction would require a separate look. Nevertheless, they all share basic similarities 



Case Study: Youth Gangs 

Two weeks before the Christmas holiday in 
2004, residents of Charles County, Maryland, 
woke to a $10 million fire burning homes in a 
new subdivision, named Hunters Brooke. The 
fire destroyed ten large houses and damaged 
sixteen others. Police investigators quickly 
seized on arson as the motive and found their 
culprits, members of a local youth gang 
named the Unseen Cavaliers. Members of the 
gang held grudges against the builder and, 
during meetings in the parking lot of a fast 
food restaurant, purportedly planned to set 
the blaze.27 

Youth gangs are on the rise in the United 
States according to the National Youth Gang 
Center. Law enforcement agencies report 
over 20,000 youth gangs nationwide. 
Different from the "teddy boys and the mods" 
of the 1960s, with their curious combination 
of pop culture and high art, youth gangs today 
bear a stronger resemblance to gangs in the 
1920s. Historically, gangs originated in the 
United States after the Revolutionary War. By 
the 1920s, they consisted mainly of Irish, 
Jewish, and Italian groups. From the 1960s to 
1990s, the demographics changed, with 
African American and Hispanic gangs gain­
ing prominence. Gangs today are more dan­
gerous because of access to lethal weapons. 
The old tactics of hit-and-run have given way 
to frightening "drive-by shootrngs." Gang 
members today are both older and younger 
(average age of seventeen years), more likely 
to have prison records, and more likely to use 
drugs and alcohol. Significantly, a rise in 
female gangs has accompanied the trend in 
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gang activity, with many female gang mem­
bers acting as auxi liaries to male gangs. 

Categorizing gangs troubles sociologists, 
who represent them by their degree of organi­
zation, from the loosely formed teenage 
groups "hanging out" in shopping malls, to 
street gangs, to semistructured criminal organi­
zations that often feed into organized crime 
groups. Gangs are not isolated to the inner city, 
though Los Angeles 's Hispanic gangs and 
Chicago's African American gangs record the 
highest memberships. Recent data indicate that 
gang formation has cascaded to the suburbs 
and rural areas, where members participate 
frequently in properry crime often marked by 
gang graffiti. The most established mega­
gangs and specialty gangs deal drugs and fight 
over their geographic control of territory. 

While African Americans, Hispanics, and 
Asians disproportionately join gangs, studies 
show that they are not predisposed to rebel­
lious or illegal activity. Rather, groups like 
Chicago's Black Gangster Disciples Nation 
are often carriers of commumty trad1uons and 
offer their members an identity they frequent­
ly crave. Studies point to the roots of gang 
formation in low neighborhood integration, 
faulty parental supervision. lad. of stable 
work opportumty, poverty, and for many, the 
excitement and prestige of gang membership. 
Contemporary sociologists point to gangs as 
symptomatic of problems in the wider social 
context. The U.S. Department of Justice funds 
its National Youth Gang Center to demon­
strate its commitment to a communitywide 
approach to gang prevention and suppression. 

in organization and process. Generally, at the bottom of each s tate system are 
courts of limited jurisdiction (or "special" jurisdiction). They hear civil cases and 
criminal misdemeanors.2s The next level of courts has general jurisdiction. Here 
the state prosecutes individuals accused of serious crimes-felonies and certain 
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types of important civil cases. The appeals courts review and rule on the legality 
of decisions made by the lower courts. State supreme courts are the top appelJate 
courts within this judicial system. 

Organizationally, the federal court system is divided into ninety-seven district 
courts and ten courts of appeal. Again, cases originate in federal district court and 
move upward in the appeals process to the U.S. Supreme Court. The Supreme 
Court hears only those cases with far-reaching policy implications. 

Many people take part in the administration of justice. Key participants 
include police officers, prosecutors, public defenders, judges, wardens, psychia­
trists, and parole officers. Often, they have competing goals. Some seek to protect 
citizens' rights under the law; others see that punishment is effectively carried out. 
Ultimately, there is a ~truggle between speed and due process of law, between pro­
ection and punishment. 

Our criminal just1ce system seeks to investigate and arrest, prosecute, deter­
mine guilt or innocence, and punish and/or rehabil itate. The process from arrest to 
sentencing has changed little from colonial times. A crime is investigated and an 
arrest is made by the police. The prosecutor seeks an indictment and an arraign­
ment follows. A trial consists of the admission of evidence and questioning of wit­
nesses until a verdict is reached. If guilt is determined, a judge or jury establishes 
the appropriate sentencing. From there, the penal system tal<es over. 

Understand too that most criminal cases never follow this process; rather a 
plea bargain is forged. Here a defendant pleads guilty to a certain charge in 
exchange for the court dropping more serious charges or in exchange for the prom­
ise of a lighter sentence. In the United States, if a defendant pleads guilty, there is 
no trial. By reducing court loads and avoiding long and costly trials, plea bargain­
ing expedites the judicial process. Critics argue that the plea bargain works against 
those who insist on the constitutional right to trial by jury. But trials too can work 
against defendants. A"> noted by one author, " If defendants exercise this right, they 
risk a harsher sentence. " 29 

The Role of the Police 
Because the police are the most visible part of the criminal justice system, much 
attention focuses on their effectiveness. One author writes that the police represent 
" that ' thin blue line between order and anarchy. "30 The United States has no 
national police force and state and local police agencies operate autonomously. 
Local autonomy has its roots in historical opposition to any type of standing army 
in the United States. Today the FBI catalogs 13,032 police agencies, or 2.3 Jaw 
enforcement officers per 1,000 inhabitants.3' 

The chief function of the police is keeping the peace, not enforcing the law. 
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Police officers share a subculture not unlike the military subculture. Police depart­
ments are organized to follow a chain of command, and regulations and discipline 
govern police behavior. As peacekeepers, the police use patrolling techniques to 
protect public safety and enforce the law. 

Many argue that the police have been restricted in their ability to exercise their 
investigative and arrest powers. These powers, to stop, question, detain, use 
force, and search, have been constrained by Supreme Court decisions. Much public 
policy debate about the criminal justice system centers on legal decisions critics 
claim have tied the hands of law enforcement agencies. 

During the tenure of Supreme Court Justice Earl Warren ( 1953-1969), a revo­
lution in procedural rights occurred. Because the rights of the accused are the 
same as the rights of the innocent, constitutional protections against unjustified 
searches, admission of hearsay as evidence, and inadequate legal defense apply. 
Since the 1960s the rights of the accused have been expanded. This expansion may 
have been stopped by the appoi ntment of more conservative justices to the 
Supreme Court during the Reagan-Bush years. 

The exclusionary rule. Once such expansion involved the exclusionary rule, 
which prohibits illegally obtained evidence from being introduced in a court of 
law. Despite the arguments by critics that the rule protects only the guilty, the 
Supreme Court fully extended the principle to the state justice systems in Mapp v. 
Ohio (1961 ) .32 Mapp produced immediate reactions from enraged police depart­
ments throughout the country, which felt it seriously diminished their legal inves­
tigative powers. Conservatives feared that criminals would now be able to walk 
away due to mere legal technicalities. 

The exclusionary rule was eventually set back by the good faith exception, 
enunciated in U.S. v. Leon (1984). Here the Supreme Court ruled that, even if a 
search was determined to have been technicaJly illegal, if the police acted in good 
fai th, the evidence obtained could be introduced in court. 

Custodia/ interrogation. The Supreme Court extended the right to counsel at 
state expense to all felony cases with Gideon v. Wainwright (1963). Shortly after­
ward the Court moved even further to protect defendants by addressing police con­
duct during arrest and interrogation in Escobedo v. Illinois (1964), when it decided 
suspects have the right to counsel back to the point of arrest. And two years later, 
in Miranda v. Arizona (1966), it required police to inform every suspect of their 
constitutional rights upon arrest. These cases and others represented the belief that 
convictions often resulted from confessions obtained through inappropriate interro­
gations by the police-in other words, from defendants who were unaware of their 
constitutional rights in regard to criminal matters. Since most convictions result 
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from confessions, once again bitter reactions followed. New York City's police 
commissioner argued that " if suspects are told of their rights they will not con­
fess."33 

Many argue that the Miranda decision has reduced the effectiveness of confes­
sions as a crime-fighting tool and symbolizes an obsessive concern for the rights of 
the accused. However, the original strength of the Miranda rule has been diluted 
through decisions reached in cases beginning with the 1970 Burger Court.34 Chief 
Justice Warren Burger, a Nixon appointee, espoused a "law and order" position. 
More recently, concern with custodial rights has centered on the use of plea bar­
gaining, as discussed earlier. Today the number of defendants deciding to "cop a 
plea" far exceeds those opting for jury trials. Some critics maintain that the prac­
tice subverts justice by violating constitutional protection against self-incrimina­
tion and the guarantee of a fair jury trial. But its widespread use also lessens pres­
sure on the criminal justice system. 

Often manipulated, blamed, or even hated, police departments are caught in 
the crossfire of criminal justice policy debates. The police find it difficult to bal­
ance the demands for more aggressive anticrime measures, which require more 
expenditures and greater intrusiveness on people's lives, with demands that they 
adhere to constitutional protections that ensure proper investigative and arrest pro­
cedures. Increasingly the police are forced to use discretion, or selective enforce­
ment of the law, in doing their job. 

Police Theory 
In September 1994, Pre~ident Clinton signed a $30 million crime bill into law. 
Critics of the law denounced its lack of coherence and proposed benefits, while its 
proponents argued that the law represented a fundamental change in the role the 
federal government played in fighting crime. The centerpiece of the law was the 
Community-Oriented Policing Services (COPS) program, which proposed hir­
ing 100,000 new police officers. Community-oriented policing represents a 
change in police strategy. The first large, organized police force was set up in 
London in 1830; New York and other large cities followed.35 Before that, policing 
was a voluntary, citizen-based effort . To these early police departments, a policy 
of high visibility and low response time was very effective. According to crimi­
nologist Lawrence Shemrnn, "There is substantial evidence that serious violent 
crime ancl oublic disorder declined in response to the ' invention ' of vis ible police 
patroJ."36 

Over the past twenty-five years, research has shown that police visibility really 
does not matter anymore. An influential experiment was done by the Kansas City, 
Mis ouri, police department that compared crime rates in three groups of patrol 
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beats. One group was given two to three times as much coverage as the others, 
another group no coverage, and a third group normal police coverage. Results 
showed no difference in crime across the groups.37 Researchers speculate that 
changes in population density resulting from the growth of suburbs in the 1950s 
and 1960s have reduced the effectiveness and practicality of police visibility and 
quick response time. As Carl Klockers explains, "it makes about as much sense to 
have police patrol routinely in cars to fight crime as it does to have firemen patrol 
routinely in fire trucks to fight fire."38 

Yet police visibility does make a difference if it is concentrated and directed at 
"hot spots"-areas and times of high crime. For example, police crackdowns­
sudden and massive increases in police presence or enforcement activity-are very 
effective, especially if they are short in duration and unpredictable.39 

Today the police are adopting strategies that emphasize "security guard" and 
"public health" activity. Community-based policing treats a neighborhood the same 
way a security guard treats a client's property, by looking for risk factors for crime. 
Security guards, however, protect private property, while the police protect public 
space. The police cannot use trespassing laws to protect public space. They rely on 
programs that address risk factors, like traffic stops to control handguns, repeat 
offender programs to track parolees, and curfews and truancy regulations to moni­
tor juveniles. Using public health strategies, police departments consider long-term 
trends and "situational factors" that contribute to crime. They use this analysis, for 
example, to make recommendations to communities for siting automatic teller 
machines or determining business closing hours. Both of these approaches repre­
sent a new philosophy of policing, one that emphasizes prevention, problem solv­
ing, and peacekeeping alongside traditional law enforcement. Gradually, police 
strategy is moving toward a balance between the taxpayer demand for "fair share" 
approaches to policing, and focused, risk-reduction strategies. 

Prisons: Perspectives on Punishment and Correction 
By the 1960s not only had the orientation of the courts changed, but so had public 
attitudes toward crime. The decade was in many ways a turning point in criminal 
justice policy. Citizens had come to fear crime as never before, in part due to 
increasing street crime, drug use, and civil rights protests. Consequently, President 
Lyndon Johnson declared a "war on crime" and established a presidential commis­
sion to study the psychology and sociology of crime in the United States, and 
appropriate policy responses to it. Commission recommendations led to passage of 
the Omnibus Crime Control and Safe Streets Act in 1968. This act was viewed by 
some as a way to offset criticism that the country had gone soft on crime. 

The emphasis on law and order continued through the 1970s. President 
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Richard Nixon supported increased funding to local governments via the Law 
Enforcement Assistance Administration for researching and conducting pro­
grams directed at crime abatement.40 By the 1980s, both President Ronald 
Reagan and President George H.W. Bush fought hard for strict law enforcement 
policies along with protection for victim rights and stricter drug laws. And the 
emphasis has not been JUSt at the federal level. A recent study reports: "Criminal 
justice is the fastest growing area of state and local spending, expenditures grew 
232% between 1970 and 1990. In comparison, public expenditures on hospitals 
and health care increased 71 %; public welfare, 79%; and education, 32%."4 ' In 
1984, Congress created the U.S. Sentencing Commission (USSC) to launch fed­
eral sentencing guidelines. The USSC's purpose was to make sentences more 
uniform by providing Judges a "grid with the offense for which the defendant 
has been convicted on one axis and the offender's history and other details on 
the other. The grid gives the judges a range of possible sentences and the system 
instructs them [judges] to go above that range if they make certain factual find­
ings."42 

In January 2005 the U.S. Supreme Court decided that federal sentencing 
guidelines were unconstitutional because they violated a defendant's Sixth 
Amendment right to tnal by jury. Essentially, sentencing guidelines empowered 
judges to increase sentences beyond those set by a jury. The Supreme Court jus­
tices opposing the decision argued that Congress's original intent when passing the 
Sentencing Reform Act in 1984 was to ensure that similar sentences were given to 
those committing similar crimes. Now, they argued, allowing juries to set the sen­
tences shifted "too much power to prosecutors."43 Ironically, many judges, too, 
have complained about the USSC guidelines, particularly when they want to show 
rrore leniency. As a result of the Supreme Court decision, the USSC will continue 
to exist, but its guidelines will be advisory. Members of Congress reacted by prom­
ising to respond with hearings as they continue to compete with the judiciary for 
control over the criminal punishment process. 

In 1994, President Clinton launched passage of a crime bill that represented a 
shift in philosophy for the Clinton administration. Frustrating his Republican coun­
terparts, Clinton took up the crime issue and campaigned on it as a central pillar of 
his presidency. Among the "new Clinton" proposals were a "one strike, you 're out" 
rule for violent criminals and drug offenders living in public housing, proposals for 
school uniforms and curfews, statements inveighing against the entertainment 
industry's showcasing of drugs and violence, and allocation of nearly $8.7 billion 
si>read over six years to help states build more prisons.44 Policies like "one strike, 
you ' re out" have had costly consequences. As illustrated in Table 8.2, incarceration 
rates in the United States are many times higher than those in other, comparably 
industrialized countriei;,. According to data collected from the International Centre 
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Table 8.2 International Comparison of Prison Populations, 2003 

Prisons per I 00,000 Population 

United States 
Russia 
South Africa 
Israel 
Mexico 
England andWales 
China 
Canada 
Auscralia 
Germany 
France 
Sweden 
Japan 
India 

Soun:~: The Sentencing Projecl, December 2004, www.senrencingproJcct.org. 

714 
548 
402 
209 
169 
141 
119 
116 
114 
96 
95 
75 
58 
29 

for Prison Studies (www.prisonstudies.org), U.S. incarceration rates are compara­
ble to those of countries like Cuba, Belarus, and Belize. 

According to Marc Mauer, assistant director of "The Sentencing Project," 
criminal justice policies in the United States continue to become more punitive.45 
The higher incarceration rate can be tied directly to the shift to mandatory and 
determinate sentencing. Crowded prisons, housing in excess of 2 million inmates 
in 2002, have placed a tremendous financial burden on the states and the federal 
government. Fu1ly two-thirds of those in prison are ethnic and racial minorities. 
Most of those newly incarcerated are there for nonviolent, drug-related charges, 
often associated with crack cocaine. The federal prison system has grown to the 
third largest in the United States, after the state systems of Texas and California. To 
offset the expense of the massive federalization of crime, a shift to private prisons 
has been considered. Claiming more efficiency and cost savings, proponents main­
tain that the private market should take on the prison problem. Philosophica1ly, 
though, a private prison system can lead to serious conflicts of interest. Any private 
claim to incarceration would have a vested interest in sentencing policies that 
encourage longer sentences and a large prison population. The cost of public over­
sight of private prisons would likely offset any savings. 
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Despite recent trend'>, no explicit philosophy serves as an underlying rationale 
for U.S. criminal justice policy. Traditionally, such policy has been based on one of 
foW' competing philosophical attitudes about punishment-retribution, incapacita­
tio"'l, rehabilitation, and deterrence. Emphasis on which particular attitude reigns at 
any given time depends on shifting national values and growing or waning fears 
about crime. 

Retribution is the age-old philosophy of "an eye for an eye." Now often 
referred to as a policy of "just deserts," it emphasizes punitive sanctions: criminals 
must pay their debts to society through punishment that "fits" the crime. Somewhat 
related is the philosophy of incapacitation, which postulates that, through restraint 
or incapacitation, criminals are removed from society so that they can no longer 
endanger others. Incapacitation emphasizes citizen protection and crime preven­
tion. 

Rehabilitation seeks to reintegrate criminals into society through corrections 
programs and services. More humanitarian in its outlook, this philosophy looks to 
social causes to explain crime. As noted earlier, rehabilitation dominated most 
twentieth-century thinking and policymaking about crime. 

In recent years deterrence philosophy has come to the fore. Here, some argue 
tha, the effective use of sentencing will function as an example to deter would-be 
offenders (general deterrence) or to convince criminals not to commit another 
crime (specific deterrence). 

Often the appeal of a particular philosophy is tied to our assumptions about 
huMan nature. In an effort to sort through competing policy approaches, David 
Gordon has laid out the logical flow of conventional criminal justice policy.46 He 
notes that liberal and conservative philosophies about crime correspond to liberal 
and conservative positions on other social issues. Both liberal s and conservatives 
share the assumption that criminal behavior is irrational. To a conservative, the 
problem and the solution are for the most part straightforward. Social order, as 
reflected in the law, is ra ional. Because criminal behavior is irrational, it must be 
met with a response tha protects public safety. Policies to combat crime must 
emphasize forces that deter crime. This translates into more police, more equip­
ment, and more prisons. 

On the other hand, liberals , although they agree that criminal behavior is irra­
tional, also see imperfections in the social order. And because the system is imper­
fect, they note, some people are more likely to be driven toward a life of crime. As 
Gordon states, "Criminality should be regarded as irrationality, but we should 
nonetheless avoid blaming criminals for irrational acts."47 Liberals postulate rela­
tionships between poverty and racism and crime. Consequently, their answer to 
crime is found in more research, more technology, and more professional help for 
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criminals. Liberals argue that societies will never rid themselves of crime until the 
root causes are discovered and eliminated. 

The conservative emphasis on law and order and protection leads to policies 
promoting incapacitation and deterrence. The liberal emphasis on justice and 
equality has a stronger connection to rehabilitative techniques. 

Sometimes laws contradict ideological integrity. For example, all but three 
states-Kentucky, Nebraska, and New Mexico-have enacted a version of 
Megan's Law, which requires convicted sex offenders to register with their local 
police after their release from prison and allows officials to publicize names of 
some offenders. Despite a string of court challenges that argued that the registra­
tion represented an additional punishment, appeals courts have determined that the 
law is an administrative action and not a criminal penalty. Some, including mem­
bers of the various state civil liberties unions, oppose the registration, arguing that 
the decision about how to characterize an offender (one of three groups ranging 
from low to high risk; all information on high-risk offenders, including name, 
address, physical description, and detailed criminal history, is published) can lead 
to prejudice and mistakes. Liberals and conservatives alike are torn between 
offender and victim rights. 

More recent economic analysis of crime began to question traditional liberal 
and conservative assumptions in another way.48 These scholars challenge the 
assumption that criminal behavior is irrational. Building on nineteenth-century 
utilitarian thinking, they argue that criminal behavior is a rational choice, as fol­
lows: "A person commits an offense if the expected utility to him exceeds the utili­
ty he could not get by using his time and other resources at other activities. Some 
persons become 'criminals,' therefore, not because their basic motivation differs 
from that of other persons, but because their benefits and costs differ. "49 

The rational choice model of crime claims that criminals rationally calculate 
the cost/benefit ratio of an act. In doing this, they consider the likelihood of being 
caught, the probability of punishment, and the length and nature of their possible 
punishment. Solutions to crime from this perspective can be found in an analysis of 
why criminals make the choice they do and in the development of cost- or punish­
ment-optimizing policies to deter people from making that choice. Public policy 
should thus aim at raising the cost of crime disproportionately to its potential bene­
fits. 

Still, notions of deterrence pervade current policy for combating crime as evi­
denced by the continued enthusiasm for definite and determinate sentencing poli­
cies. A definite sentence sets a fixed period of confinement that allows no reduc­
tion by parole, while a determinate sentence is a fixed confinement, set by the 
legislature, with parole eligibility. The more customary indeterminate sentence 
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offers more court discretion and is based on a correctional (not deterrent) model of 
punishment. Recent truth-in-sentencing rules mandate that a prisoner must serve 
at least 85 percent of his or her sentence. As noted above, all of these practices 
have led to large-scale crowding and considerable expense. 

The Implications of Punishment and Reform 
Many find fault with the increased emphasis on deterrence and especially question 
the assumption of criminal rationality. They argue that even if individuals know 
that the risk of being caught for committing a crime is low, most people would not 
commit a crime, particularly a violent crime. Further, critics point out that the 
as&umption that criminals understand and weigh the possible costs and punish­
ments for their criminal acts lacks empirical support. Many analysts argue that it 
takes more than the threat of punishment to keep people in line.so Those who 
defend deterrence argue that, while particular deterrence, or the effect of deter­
rence on criminals, may be hard to prove, it is likely to have a great effect of gen­
eral deterrence. They claim that the average citizen is less likely to commit a 
criminal act because of the "demonstration effect" of punishment. 

Some assert a relationship between the certainty and severity of punishment 
and crime levels.s• They claim that criminal behavior is deterred if the punishment 
is swift, certain, and severe. This proposition helped build arguments against the 
more traditional rehabilitative policies. Research has found that traditional rehabil­
itation has achieved only limited success. Alfred Blumstein explains that by the 
mid-1970s, studies showed that rehabilitation programs had a " null effect. "52 In 
other words , correcti ons programs broke even on reducing recidivism .SJ 
Recidivism seems more closely associated with personal characteristics of the 
criminal and the outside environment to which the prisoner returns upon release. 
As Robert Blecker explained, this is what led policymakers to pass laws like the 
Sentencing Reform Act of 1984, in which Congress rejected rehabilitation as an 
outmoded philosophy.54 

But tougher sentencing has not had the desired deterrent effect ei ther. Data 
since 1975 show that longer sentences have not reduced the level of crime. As 
noted in a National Research Council study: " if tripling the average length of 
incarceration per crime had a strong deterrent effect, then violent crime rates 
should have declined in the absence of other relevant changes. While rates declined 
during the early 1980s, they generally rose after 1985, suggesting that changes in 
other factors ... may have been caus ing an increase in potential [violent] 
crimes."55 

Some even argue that longer sentences may have aggravated the crime prob­
lem. A number of experts fear that jail houses and prisons have become " schools 
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for crime." Blumstein points out how some critics argue that "prison is harmful 
because it socializes prisoners, especially younger ones, into a hardened criminal 
culture."56 Table 8.3 describes the current prison population.57 

How society finds a suitable mix of retribution, incapaci tation, rehabilitation, 
and deterrence to fight crime is a practical issue, but it also has important moral 
dimensions. Blecker makes the following trenchant critique: "What actually hap­
pens to prisoners-their daily pain and suffering inside prison- is the only true 
measure of whether the traditional concepts have meaning, the traditional goals are 
fulfilled, the traditional defini tions apply."58 Equally important are the ethical 
questions associated with incarceration rates that disproportionately represent eth­
nic and minority populations. For example, as a result of highly publicized crack 
cocaine use in the 1980s, two federal laws were passed that have resulted in more 
serious consequences for crack users than for users of regular powder cocaine. 
Crack is cheaper and sold in the streets, and thus is more likely to involve inner 
city residents. It is no coincidence that the increased incarceration of nonviolent 
drug offenders, especially for crack use, involves low-income minorities. 

Ingredients of Violence: Drugs, Guns, and Poverty 
Crime abatement has been linked with policies aimed at low levels of drug and 
gun use, along with policies designed to lift people out of poverty. The relation­
ship between these factors and crime is controversial. Politicians often proclaim 
such policies because they appeal to voters. But prudent analysis shows that the 
connection between drugs, guns, poverty, and crime is not obviously direct or 
causal. 

Table 8.3 Who Is in Prison7 

Whites 
Blacks 
Latinos 
Asians 
Native Americans 

Prisoners per I 00,000 Population (200 I) 

235 
1,8 15 

609 
99 

709 

Source: The Prison Inda: Talin111he P11/u of the Crime Control Industry, www.prisonpohcy.org. 
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The War on Drugs 
The shattering effects of drug dependency lead citizens to endorse just about any 
program directed at elimmatmg illegal drug use. Public drug po licies are based on 
medical , commercial , and moral concerns, and increasingly they are connected 
with crime policy. Most Americans support the "war on drugs" and believe that any 
efforts to decriminalize drug use are morally bankrupt. But the links between drugs 
and crime are unclear, and the empirical evidence demonstrating their relationship 
is weak. 

Suppl y and demand considerations govern current drug po licies. Reducing 
drug supplies through interdiction and the punishment of drug traffickers, and 
reducing demand through the education, incarceration, and rehab;litation of drug 
users, form the basis of the government 's antidrug strategy. This strategy relies 
heavily on the criminal justice system, particu larl y the Department of Justice's 
Drug Enforcement Agency, for its effective implementation. Most Americans buy 
into the argument that dmgs and crime are closely related. Consequently, they sup­
port employing the resource of the crim inal justice system to fight the war on 
drugs. But is doing so jus ified? 

lllegal drugs today include a wide range of psychoactive products such as opi­
ates, cocaine (and its derivative crack), amphetam ines, PCP, and hallucinogens. 
Medical research reveals that the behavioral response to these various drugs differs 
significantly from one person to the next and from one drug to another. But setting 
up JOOd scientific research on drug use and behavior is difficult. Reactions to 
drugs are highly individualistic and depend on factors like how much and how 
often a drug is taken. 

Scientists do know that different drugs elicit different reactions.~9 For example, 
heroine and opiates tend to inhibit behavior, though it is not at all clear what hap­
pens during periods of w thdrawal. The chronic use of these drugs may affect the 
central nervous system and lead to aberrant social behavior. Drugs like cocaine, 
LSD and PCP, and amphetamines produce effects not unlike alcoho l. In small 
doses, individuals tend to act out in a disruptive fashion , while higher doses lead to 
more disorganized, clumsy behavior that may have an inhibiting effect on social 
interaction. Crack cocaine may lead to a psychotic state, though no d irect relation­
ship has been established. Essentially, the analysis of individual drug use and crime 
levels shows no consisten relationship. As explained by researcher James lnciardi, 
"New York, with the highest cocaine prevalence of the five cit ies (Detroit, Los 
Angeles, New York, Miami, Washington, D.C.], and Los Angeles, wi th the second 
lowest, have the lowest hom icide rates. The New York, Miami and D.C. data 
resemble, if anything, an inverse re lationship betwee n homic ide rates and 
arrestees' cocaine use. "60 

While the physiological connection between drugs and crime is not verifiable, 
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Case Study: Capital Punishment-The Enduring Debate 

In October 1993 the state of Maryland began 
preparing for ics first criminal execution in 
more than twenty-five years. Despite the 
legal and moral debate that has threatened the 
use of capita l puni hment. most Americans 
still support it. But the death penalty raises a 
number of problems, including proportionali­
ty of punishment, consisten .. y of state 
statutes. and the vagaries of sentencing. 

When the Bill of Rights was added to the 
Constitution, few intended che Eighth 
Amendment's "cruel and unusual punish­
ment" to preclude capital pumshment. The 
concern was 10 ensure that punishment be 
proportional to the offense. Flagrant acts of 
punishment, lil..e burning at tl:e stake. were 
outlawed. The use of capital pumshment con­
tinued historically. It peal.:ed in the 1930s and 
began to decline precipitously in the 1960s. 
Critics denounced the variability in state 
statutes and pointed out that the poor, blacl..s, 
and underrepresented groups were more like­
ly to be executed. By the 1960s, the ational 
Association for the Advancement of Colored 
People and the American Civil Liberties 
Union had mounted a campaign against the 
use of capital punishment. making the issue 
one of public policy debate. 

Beyond the question of arbitrary use. 
others raised the larger question of "evolving 
standards of decency.·· They argued that, 
though our colonial ancestors found no moral 
distaste in impos ing the death penalty, per­
haps contemporary standards of decency had 
changed. These two concerns. combined with 
growing y,,orry that junes lac(.;ed !tufficient 
directions in imposing the death penalty, led 
to a virtual moratorium on its use by the late 
1960s. 

Perhaps inevitably the question came 
before lhe Supreme Court. The first challenge 

lo the dealh penalty addressed questions like 
lhe legality of "death-qualified juries." that is, 
jurists selected for their will ingness to impose 
the death penally. The Court ruled such juries 
unconstitutional. The Court also invalidated 
the death penalty as mandated under the 
Federal Kidnapping Act. 

The major challenge to lhe death penalty 
occurred in the 1972 case Furman\'. Georgia 
The Supreme Court temporarily struck down 
the death penally because of the "arbitrary, 
capricious, and racist manner" in which it had 
been applied. Essentially the Court reacted to 
how the death penalty had been used, not to 
the death penalty per se. Though the decision 
was complex. it did leave two legal avenues 
open to the Mates. They could pass laws that 
established a bifurcated procedure for the 
death penalty. Here defendants would face a 
trial to establish culpability. If found guilty, 
then a second proceeding would follow to 
establish grounds for the death penalty. The 
other legal avenue available to states was to 
make the death penalty mandatory for certain 
crimes. 

The Supreme Court ruled on the legality 
of the two-step procedure in Greg,g 1•. Georgia 
( 1976). In this ca~e. the Court ruled that the 
death penalty for murder did not necessanly 
constitute cruel and unusua l punishment. 
Further, it declared lhe bifurcated system con­
stitutional. However, the Court ruled in 
Woodson v. North Carolina ( 1976) that the 
death penalty may not be made mandatory. 

Despite the fact that the Gregg case 
upheld the constitutionality of the death 
penalty, a series of rulings has eroded the jury 
discretion in applying the statutory guide­
lines. In addition to these fundamental legal 
questions, other objections have been voiced 
regarding the cost and effectiveness of the 

continues 
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Case Study continued 

death peralty. While some are persuaded that 
it i a coH-effective form of puni;hment, oth­
ers point out that, given the need to guarantee 
procedural safeguards, its costs are much 
higher thID are those of other forms of pun­
ishment. ln other words, the studies show that 
the detenent effect of the death penalty i<; far 
from pro~en. Comparisons sho"' few differ­
ences in •:rime rates for those states with the 
death peaalty and those without it. And in 
states with the death penalty, co111parisons of 
the crime rate before and after an execution 
show no differences. Many conclude that the 
death penalty is popularly supported by 
Amcricars and politically useful. Some elect­
ed officids, however-among tt em the for­
mer governor of New York, Mar•o Cuomo--

have argued forcefully for life in prison with­
out parole as a preferable entence. As noted 
by Cuomo in a New York Times editorial, 
"That alternative is just as pem1anent, at least 
as great a deterrent and-for those who are so 
inclined-far less expensive than the exhaus­
tive legal appeals required in capital cases." 

Sources: Mario M. Cuomo, "New York State 
Shouldn't Kill People, .. Nett York Times. June 17. 
I 989, p. 23; Donald D. Hook and Lothar Kahn, 
Death in the Balance: The Debate over Capital 
Punishment (Lexington, Mass.: D. C. Heath, 
1989); Bonnie Szumski, Lynn Hall. and Susan 
Bursell, eds., The Death Penalty : Opposing 
Vie11poinrs (St. Paul, Minn.: Greenhaven Press, 
1986). 

economic arguments are persuasive. Do drug addicts steal or kill to feed a drug 
habit? Again, good data to confirm this proposition are hard to come by. One study 
found the empirical suppo rt for economic violence to be very inconclusive. But the 
report 's first author, P. 1. Goldstein, further concluded from a s tudy done on the 
New York C ity Police Department that drug-related violence can be categorized as 
systemic violence rather than just economic violence.61 That is, it can be under­
stood as the result of fac tors concerned with the overall drug ··marketplace," in line 
with the following analysis : Current public policy aims at minimizing the supply of 
drugs. An artificial drug scarc ity results, which drives up the price of drugs. 
Dealers capture these excess profits, and drug users are forced to find ways to pay 
the contrived high price~ . Among the reactions to this systemic condition is vio­
lence resulting from territorial disputes, gang warfare, battles with police and 
informers, the creation of black markets, and the lure of corruption. Prostitution 
increa es, and drug dealers enter the school yards. A logical extension of this argu­
ment is the iron law of prohibition . If all drugs are prohibited, dealers have a 
greater incentive to traffic in the more profitable and more dangerous drugs. In 
other words, if the punishment for dealing marijuana is the same as that for dealing 
cocaine , then logically it is preferable to deal cocaine, which is more profitable.62 
Analysts point to the rising u e of expensive "designer drugs" as an indication of 
this trend. 
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One public policy direction consistent with this reasoning is decriminaliza­
tion of drugs. Not surprisingly, some elected officials have concluded that , given 
the costs of combating drug use, decriminalizing them makes the most sense. 
Proponents of this position argue that studies fail to confirm that drug use causes 
crime, and that maybe coincidentally criminals ju t u e drugs. In addition, some 
worry that effective drug programs will infringe on civil liberties. 

Decriminalization has only a small following. Most Americans simply will not 
accept the risk. It is estimated that as many as 6 million people already use drugs, 
and that legalizing them could lead to even greater numbers. Yet the costs of treat­
ing drug use as a crime are also great. Prison overcrowding, caseload pres ure, and 
ballooning police and military budgets raise practical questions about the policy. 
Some argue that de-emphasizing the crime connection and re-emphasizing the pub­
lic health aspects of drug use is a more viable and appropriate cour e.63 This 
approach would target education and rehabi litat ion rather than interdiction and 
prosecution as its main goals. The growing use of anabolic steroids, particularly 
among professional athletes, is an interesting example of a public health problem 
that has become a crime problem. These performance-enhancing drugs can pro­
mote uncontrolled bursts of violence known a "roid rage," thus daring new 
responses from the war on drugs. 

Gun Control 
Like drugs, guns represent omething tangible that policymaker can control in the 
fight against crime. Policymakers point to the experience of other countries, like 
England, which have tough gun control policies and far lower crime rates. But the 
relationship between guns and crime is very complex. While analysts concede that 
tough gun laws could mitigate crime, they argue that those Jaws would not work 
unless all states agreed to the same standards. 

Gun control policies affecting the availability, use, distribution, and deadliness 
of guns are already in place in the United States. Legislation dating to the 1930s 
regulated the use of machine guns and required gun sellers to be licensed. ln 1968, 
Congress passed the Federal Gun Control Act in reaction to public outcries over 
the assassinations of Senator Robert Kennedy and Reverend Martin Luther King. 
The act emphasized restrictions on the availability and distribution of guns. It 
banned mail order sales of guns and outlawed sales to convicted felons, fugitives, 
and individuals with certain mental illnesses. It restricted private ownership of 
automatic and military weapons. The law required that gun dealers be licensed by 
the Bureau of Alcohol, Tobacco, and Firearms (ATF) and that the serial numbers 
on all guns sold by licensed dealers be recorded. Finally, it required that individu­
als buying guns from licensed dealers must show proof of identification and resi-
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dency and certify their eligibility to own guns. In 1986, Congre s set mandatory 
penalties for those com icted of using guns in a federal crime and prohibited the 
use of bullets that could penetrate bulletproof clothing: "cop-killer" bullets. The 
import and manufacture of semiautomatic assault weapons was banned in 1990. 

Despite this effort to control the distribution and avai lability of guns, gun own­
ership today is widespread. The ATF estimates that 150 to 200 million firearms are 
privately owned, mostly used for hunting, sport , or self-protection. Twenty-four 
percent of privately o'Wned guns are easily concealed handguns, which are used 
di sproportionately in homicides. Estimates provided by the FBI indicate that in 
1989 about 60 percent of all homicides resulted from gun attacks and that the cost 
of gun injuries was about $14 billion.64 These frightening statistics led to a ground 
swell of support for more effective gun control. Many states tightened their gun 
01dinances by insisting on waiting periods before purchase, licensing of pur­
chasers, and laws against carrying concealed weapons. But these stricter require­
ments were often undercut by the less demanding regulations of neighboring states. 
Such frustration mounted that Congress finally passed the popular Brady Bill . The 
bill, named after presidential press secretary James Brady, who was seriously 
wounded in the 1981 assassination attempt on President Ronald Reagan, required a 
background check and a five-day "cooling off' period prior to purchasing a gun. 

Despite widespread popular support, particularly among law enforcement, the 
Brady Bill has met with ongoing congressional opposition. Its original passage 
cmne only after a threatened filibuster attempt by Senate members and an aggres­
sive advertising campaign mounted by the National Rife Association (NRA). Both 
failed to sway public sentiment. In an emotional ceremony, President Clinton 
signed the Brady Bill shortly after Thanksgiving 1993. Despite this, the Brady Bill 
initiatives have been rolled back. The five-day waiting period and required back­
ground checks were found unconstitutional, as the Supreme Court argued in Printz 
v. United States (1997 that they infringed on states ' rights. A national computer 
system now provides background checks, so the need for a waiting period no 
longer exists. The ban on assault weapons expired in 2004 despite considerable 
political pressure to extend its duration. 

Gun enthusiasts complain that legislation like the Brady Bill misses the point. 
Their common refrain, "Guns don ' t kill people, people kill people," reflects their 
belief that gun control will not solve the crime problem. Further, they argue that 
gun control violates individual rights. Supported by the aggressive lobbying of the 
NRA, gun control opponents challenge any attempt to curtail their right to own and 
use weapons. They base their opposition on the right to bear arms as protected by 
the Constitution's Second Amendment and on what they perceive as a common­
sense judgment that ownership of guns is uncontrollable. They find efforts to con­
trol certain types of guns-for example, the ban on imported assault rifles imposed 
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by President George W. Bush-to be illogical, particularly when no such ban was 
placed on similar domestic-made weapons. Opponents also point to studies that 
show no difference in crime patterns between jurisdictions with strict gun laws and 
those without.65 

Despite this opposition, U.S . public opinion sti ll insists that policymaker do 
something to counteract gun availability.66 Recent horrifying school violence­
such as two boys aged eleven and thirteen killing four schoolmates and a teacher 
and injuring ten others in Jonesboro, Arkansas, in 1998- has led to renewed 
demand for gun control.67 Children with access to firepower, perhaps spurred by 
the indiscriminate violence absorbed from television, movies, and video games, 
alarm even die-hard opponents of gun control. Scholars point out that gun use 
tends to be an instrumental act much more than an intentional act. They point to 
the fact that firearms are rarely used by serial killers. Tragically, gun availability 
has changed victimization patterns. Empirical evidence supports the conclusion 
that, while guns do not increase the overall levels of crime, they seem to increase 
the seriousness of criminal attacks.68 One study concludes: 

Where guns are available, commercial targets are robbed more than individual citi­
zens, and young men more frequently than elderly women. Similarly, in domestic 
assaults husbands are more frequently the victims. Thus the most important effects 
of guns on crime are that they increase the seriousness of criminal attacks and 
affect the distribution of victimization; they do not seem to markedly increase the 
overall levels of criminal anack.69 

Poverty and Crime 
Does poverty cause crime? The connection between these two societal illnesses is 
far from simple. Yet many propose that the antidote to crime is the elimination of 
poverty. Unfortunately, what research tells us about the relationship between 
poverty and crime is inconclusive and sometimes misleading. 

Much of the research about crime and poverty takes as its starting point 
assumptions about criminal behavior. In this model, individuals choose crime over 
employment when crime seems a more expedient course of action. They do this 
particularly if the risk of being caught is low and the utility (money) to be gained is 
high. It follows, then, that the appropriate reaction to this rational choice is to 
increase the deterrent (punishment) for prospective criminals. A further implication 
is that poor people are more likely to make thjs rational calculus than are members 
of other segments of society. They have less to lose than those who have sufficient 
income sources. 

Empirical research advanced to confirm this rationale is common but method­
ologically weak. Many studies use unemployment statistics to measure poverty, but 
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these have proven to be very unrefined measures, neither reliable nor valid. Time­
ser ·es studies comparing crime rates and unemployment statistics fail to explain 
mounting crime rates, nor do they show that unemployment causes crime. Cross­
sectional studies comparing crime rates and unemployment trends across different 
geographic areas are even more difficult to interpret. States and ci ties differ widely 
in the nature and extent of the crimes committed within their jurisdictions. 
Fluctuations in differing labor markets make unemployment fi gures difficult to 
compare. Nonetheless, the intuitive sense that if individuals have jobs they are less 
likely to commit crimes has resulted in politicians promoting job programs as an 
antidote to crime. The consequences of these policies have been unclear, leading 
some to wonder if the causes of unemployment and crime are the same, if some 
people simply cannot succeed economically no matter what help they receive, or if 
the problem is simply that criminals choose a life of crime (a return to rational 
choice notions). Analysts continue to struggle with these questions. Though unable 
to el(.plain how crime factors relate, researchers continue to point to correlations 
between delinquency, homicides, and the socioeconomic characteristics of commu­
nitie . 

lndicators like population density of households, residential mobility, family 
disruption, the presence of gangs, gun density, and drug distribution typically char­
acterize low-income communities. All correlate with high crime rates. Studies 
poin. out that population density of households, residential mobility, and disrupted 
fami ly structures, in particular, are significant indicators of crime.10 They are typi­
cal of communities with high numbers of teenagers and single-parent households. 

Research concludes that poverty today goes hand in hand with significant 
social disorganization. ln his study The Truly Disadvantaged: The Inner City, the 
Undue/ass, and Public Policy, William Julius Wilson writes of the social isolation 
of the inner city.71 Beyond the extreme racial segregation of inner cities in relation 
to other parts of the social fabric, there is a further breakdown within these com­
munities themselves. People live side by side but do not know one another. Great 
mistrust exists among neighbors. In these communities, unlike poor communities 
of the past, parenting becomes highly individua listic. Everyone is a stranger. 
Intergenerational relationships fal l apart. There are no positive identifications with 
a neighborhood, no explicit community norms, and no sanctions against delinquent 
behavior. A stree t culture develops with its own set of norms and symbols. 
Embedded in this culture i& a deep distrust for established institutions such as the 
police, schools, and businesses. Furthermore, given the current ongoing structural 
economic change toward service production and away from traditional industrial 
production, little opportunity exists in these communities to fi nd good jobs and 
move out of the inner city culture. Crime is convenient, pervasive, and attractive. 

1l1e crisis for policymakers is where and how to break into this cycle. In the 
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1970s, theories proposing the concept of "defensible space" took hold.72 Here the 
objective was to create a more livable and more easily protected environment. City 
planners took hold of these ideas and experimented with better architectural 
design, improved lighting, and more green space. Thirty years later, these experi­
ments have met with mixed success. While still aware of the need to make commu­
nities more hospitable, studies now recommend the use of more informal social 
controls. Community watch programs, beat police patrols, and exact-change 
requirements for public transportation are all examples of the changing emphasis. 
Increasingly, policymakers have come to consider crime and poverty as social ill­
nesses that need not just deterrence, but also improvements in areas such as public 
health. The complex relationship between crime and poverty defies any simple 
solution. Better studies, improved social and anticrime programs, and better eco­
nomic opportunities may help shed light on the issue. 

White Collar Crime 
White collar crime is defined as illegal activity conducted in the course of one's 
occupation. It differs from organized crime, which is economic gain through ille­
gal business practices like gambling, loan sharking, prostitution, and narcotics. 
Organized crime is one's occupation; white collar crime is perhaps more insidious. 
The activities of white collar criminals cut across business and politics, the profes­
sions and labor organizations. The scope of white collar crime is broad, including 
financial, environmental, safety, and consumer affairs misconduct. 

In 1939, U.S. criminologist Edwin Sutherland studied these crimes not "ordi­
narily included within the scope of criminology" and defined white collar crimes 
as those "committed by a person of respectability and high social status in the 
course of his occupation. "73 Sutherland's definition and research were controver­
sial at the time, but are less so today. The financial corruption and scandal associat­
ed with the economic boom of the 1990s affected many unsuspecting Americans. 
They found themselves caught up in the misdeeds of corporate white collar execu­
tives who exploited their privileged positions at the expense of many. 

Too often white collar offenders hide behind corporate or professional sanctu­
aries, leading to claims that white collar criminals experience more lenient penal­
ties. Critics say that white collar crime is just a "better racket." Unfortunately, the 
criminal justice system reacts differently to white collar crime than to street crime. 
Some criminologists theorize that judges and criminal justice personnel are often 
reluctant to view white collar crime as seriously because they identify wi th the 
socioeconomic standing of these offenders. To illustrate this, consider the savings 
and Joan (S&L) crisis of the 1980s. After the Reagan administration deregulated 
the S&L industry, some S&L owners and executives violated laws and regulations 
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by engaging in fraudulent, unsafe business practices that resulted in billions of dol­
lars of losses.74 Table 8.4 compares prison sentences for S&L offenders with those 
of selected federal offenders. The authors of this study concluded that the latter 
offenders often received longer sentences, "despite the fact that these crimes 
almost never approached $500,000, the average S&L offense. "75 White collar 
offenders typically have the resources to mount a good defense and, as argued by 
Richard Posner, because the "social stigma" associated with white collar crime is 
so great and the civil law procedure so costly, white collar criminals are best pun­
ished by "monetary penalties-by fines ... rather than by imprisonment or other 
'afflictive' punishments (save as they may be necessary to coerce payment of the 
monetary penalty)."76 

In part, the legal system's historical reaction to white collar crime reflects the 
difficulty in conceptualizing and measuring it. These crimes do not fit easily into 
w der definitions of crime. On the sidelines of criminology, they are often complex 
ard easily concealed, and present measurement problems. Responsibility for these 
crimes is easily diffused and sadly, victims are often unaware of what actually has 
happened to them. A recent New York Times article by journalist Floyd Norris 

Table 8.4 Prison Sentences for Savings and 
Loan Offenders and Selected Federal Offenders 

Savings and Loan offenders 
All federal offenders, convicted of: 

Burglary 
Larc!ny 
Motor vehicle theft 
Counterfeiting 

Federal offenders, with no prior convictions, convicted of: 
Property offenses (nonfraudulent) 
Public order offenses (regulatory) 
Dru1: offenses 

Mean Prison 
Sentence (months) 

36.4 

55.6 
27.5 
38.0 
29.J 

25.5 
32.3 
64.9 

SoMrr rs: Ftdera/ Criminal Cast Proctssing, 1980-90 (Washington, D.C.: U.S. Dcpanment of Justice, 
Bureau cf Justice Staustics, 1992), p. 17; Comptndium of Ftdual JMJ/ICt Statistics, 1988 (Washington, D.C.: 
U.S. De~artment of Justice, Bureau of Jusuce SIJltistics, 1991), p. 43. 
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derides the chief executive officer (CEO) of a large international corporation who 
claimed he "didn ' t know" about the company's wildly inflated revenues and hidden 
expenses. The executive's defense: " He worked on the strategy vision part, talking 
to key clients, being on the outside of the company." As Norris concludes about 
bo ses walking away while their subordinates go to jail, "It's good to be the king."77 

Classifications of white collar crime include fmancial manipulations known as 
"'theft after trust," fraud (including tax fraud) , corruption such as acceptance of 
bribes, and " restraint of trade" such as phony limited partnerships and pyramid 
schemes. Embezzlement is crime by an individual in a subordinate position against 
a strong corporation. Corporate crime includes price fixing and "collective embez­
zlement," or crime by a corporation against a corporation. Some occupations arl! 
more easily susceptible to crime, especially those in frequent contact with money 
or those that require specialized, technical infonnation. Some industries, like the 
automobile or pharmaceutical industries, are more vulnerable. The car dealer wants 
to sell that used car for as much as possible; the phannaceutical company can so 
easily falsify a result. 

In their study of the savings and Joan crisis of the I 980s, Big Money Crime, 
researchers Kitty Calavita, Henry Pontell, and Robert Tillman explain that , '"col­
lective embezzlers' were not lone, lower-level employees," but thrift owners and 
managers, acting within networks of co-conspirators inside and outside the institu­
tion. Indeed, this embezzlement was company policy."78 

Corporate crime is distinctive because its primary objective is to advance cor­
porate interests, and thus Calavita and colleagues find many similar characteristics 
between corporate and organized crime. Both are premeditated, organized, contin­
uous, and develop connections to public officials to avoid prosecution. These types 
of crimes reflect the dark side of the business subculture of competition and profit 
maximization. Crimes like false advertising, misuse of campaign funds, and occu­
pational and environmental violations are further examples of betrayals of the pub­
lic trust by business and political leaders. Ironically, most ci tizens worry little 
about or are unaware of the effects of this activity. In fact, the systematic, empiri­
cal study of white collar crime did not take hold until recently.79 Yet while the 
average bank heist nets a robber $I 0,000, the average computer crime has reached 
a figure of $430,00o.so Another study reports that "about 30 percent of business 
failures were the result of employee dishonesty ... about 15 percent of the price 
paid for goods and services goes to cover the costs of dishonesty."81 

Of similar interest are recent theories about white collar crime. Some econo­
mists apply rational choice theory to the white collar criminal, claiming that self­
interest in the absence of control best explains why it occurs. Others disagree, 
arguing that the wider social context must be explored. Financial perfonnance, the 
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search for profitability, the values of individualism, and the pursuit of wealth-all 
features of U.S. capitalism-give rise to white collar crime, a notion first identified 
by sociologist C. Wright Mills in his work The Power Elite in the l 950s.s2 Author 
D. Quinn Mills argued that psychological traits like obsession with power lead to 
large-scale misuse and abuse are evident in recent white collar crimes.83 

The general lack of documentation and prosecutorial activity regarding white 
collar crime is not surprising. Its nearly invisible and very diffuse nature compli­
cates investigation. One investigator complained that it was like "doing someone 
else's checkbook."84 Paper trails are papered over, increasingly with the help of 
computers and other sophisticated forms of technology. Nevertheless, the FBI has 
established a special branch of forensic accountants and lawyers to investigate and 
prosecute white collar criminals. In 1987, Congress enacted the Computer Fraud 
and Abuse Act, which has been supplemented by various state laws to counteract 
computer fraud and abuse. Computer specialists are now routine members of law 
enforcement agency staffs. This, combined with new tougher sentencing guide­
lines, means the criminal justice system is starting to focus on these illegal opera­
tions. 

Nothing prepared the U.S. public for the white collar crime spree of the 1990s. 
An array of prominent corporations confronted charges of large-scale financial 
abuse, stock price manipulation, and theft. Beginning with the inflated sales and 
profits of Sunbeam Corporation 's CEO Alfred J. Dunlap, and continuing to 
ENRON's notorious creative accounting schemes, the result has been millions of 
dollars lost to small investors. ENRON began as a gas pipeline company and grew 
into an Internet company involved in energy trading. Company officials, with the 
help of the Arthur Anderson company's accounting wizardry, concealed losses 
from investors and made a fortune by running off balance-sheet partnerships. 
Anderson, which ceased to exist after the ENRON fiasco, pioneered an accounting 
procedure named the "integrated audit." Essentially, the practice allowed Anderson 
accountants to work a company's books both on the inside and on the outside. In 
the absence of auditor independence, the accounting industry was compromised so 
seriously that Congress passed legislation to regulate the profession. Historically, 
the industry had relied on peer review, but as of 2002, with the creation of the 
'Public Company Accounting Oversight Board," established under the Sarbanes­
Oxley Act, auditing guidelines and professional discipline will be imposed on the 
accounting profession. Corporations including WorldCom, TYCO, Adelphia, and 
lmclone (which ensnared Martha Stewart) have been charged with egregious white 
collar crimes-egregious in the sense that the leaders of these large corporations 
stood to profit whether stockholders prospered or not. In a summary study con­
ducted for the American Bar Association, John Cassidy states, "From the begin­
ning of 1999 to the end of 2001, senior executives and directors of these doomed 
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companies walked away with some $3.3 billion in salary, bonuses, and the pro­
ceeds from sales of stock and stock options."85 

CEO compensation skyrocketed by the end of the twentieth century. Peter 
Drucker once suggested that the ratio of CEO to average employee compensation 
should be no higher than twenty times. As Drucker argues, when the salary gap 
goes beyond this amount, it makes a mockery of the contribution of the ordinary 
employee.86 Today's chief executive and chief financial officers prosper by way of 
stock options, which they can exercise to vastly increase their salaries. HistoricaJly, 
CEO salaries were tied to the size of a company, but in the late 1970s this switched 
to stock profitability. Based on models developed by two University of Chicago 
graduates, Michael Jensen and William Meckling, the use of the stock option was 
promoted as a way to better tie the CEO incentive structure to the company's prof­
itability. Whereas in the past the CEO worried about employees and customers, 
this concern was refocused to shareholder value. A stock option is a legal contract 
that grants the owner the right to buy stock in the future at a certain price. These 
largely unregulated stock options marked the course for corporate irregularity, as 
they led to creative accounting that overvalued corporate stock. 

The betrayal by corporate leaders of many trusting employees and investors 
has alerted the policymaking community to the need for different regulatory 
devices in the areas of finance and securities. Regrettably, the role of lawyers and 
accountants is too easily compromised when part of their job is determining just 
how much a company can get away with. 

With the white collar crime price tag estimated at approximately $200 billion 
per year, society can no longer afford to allow professional and business standards 
alone to regulate the workplace.87 In the aftermath of the savings and loan crisis, 
which cost U.S. taxpayers about $180 billion, the heavy artillery of criminal law is 
increasingly being used.88 Many Americans have yet to learn that there is a much 
greater property loss associated with white collar criminal activities than with 
street crime. Paradoxically, crime prevention funds are allocated in just the oppo­
site way. 

Conclusion 
While Americans are united, often passionately, over the need to fight crime, no 
public policy problem is more elusive. Science offers advances in medical treat­
ment and environmental protection, but tells us little about how to keep peace in 
our streets. 

How much crime is there? Newspaper accounts give the impression that 
crime-free, safe neighborhoods no longer exist. The days of unlocked cars and 
houses are of another era. Systematic studies of crime like FBI and police reports, 



Case Study: Napster Mania- New Spin on an Old Crime? 

In the late 1990s. middle-aged Americans 
shook their heads in confusion O\er the enter­
tainment industry's outcry about a computer 
"invention" named Napster. The brainchild of 
young computer whiz Sean Fanning, Napster 
was allegedly costing the recoroing industry 
millions of dollars in losses. Worried parents 
cautioned their college-aged children not to 
do whatever Napster purportedly did, so that 
they would not be caught in a st ng operation 
and lane in jail for copyright infringement. 
The clamor has quieted for now. A federal 
court 01der shut do'"'n Napster, but many 
wonder for how long and, more importantly, 
what caused aJI of the controver~y. To under­
stand th s "new age" crime, a short le son in 
intellectual property rights pol cy is impor­
tant. 

Copyrights and patents protect creative, 
including intellectual, property. Unlike other 
things that an individual owns, mtellectual or 
creative properties, in theory, !>.!come public 
goods u 1less they are protected. Without pro­
tection, there is nothing to stop an individual 
from se zing an idea, a song, or even a better 
way of doing something. using it for profit, 
and esc..1ping any associated "f xed costs"­
financi 11 investments made 1n creating a 
propert). Recall that classical lioeral philoso­
pher Jo m Locke reasoned that property had 
meaning when an individual mh:ed his or her 
labor .,.. ith ii. He used the analogy of the 
apple orchard and argued that after being 
picked from a tree, apples became the proper­
ty of the gatherer. Unfortunately, intellectual 
property is not easily guarded It cannot be 
placed ·n a basket and then bak'.!d in a pie for 
sale in he market. Intellectual iXOperty takes 
on a life of its own, out in the airwaves, on 
the stage, or in the case of N1pster, on the 
comput! r. 

To counteract this dilem'Tla, U.S. law 
extend~ a limited monopoly on creative and 
intellectual property. Despite their historical 

dislike of monopoly power. early policymak­
ers realized that wi thout protection, little 
financia l incentive ex isted to create and 
invent.89 Why not just copy? Discussion of 
copyright and patents quickly enters the 
realm of the technical and legal, though the 
fundamental arguments are quite understand­
able. Copyright protection allow~ copyright 
holders to maintain their ownership long 
enough to recover their fixed cost. Many 
argue though that the tem1s of protection are 
too long-for example, in the music industry 
a ninety-five-year copyright is issued for 
"work made for hire." A composer is given 
seventy-five years of protection for intellectu­
al property after his or her death. Technically. 
any time a band wants to sing a song, or a 
high school or church group wanh to perform 
a play. some royalty must be paid to the own­
ers of the copyrighted material. For any copy­
righted material used in this very book, 
whether a cartoon or a direct quotation. per­
mission must be obtained, credit must be 
attnbuted, and in the case of the cartoon, roy­
alty must be paid. 

Some property is not easily protected. 
For example, most classical baJlet (with the 
exception of the work of George Ballanchine) 
is not protected. and on a more mundane 
level, neither are recipes or clothing. (On the 
other hand. the Ralph Lauren Polo logo is 
protected. It is the brand name that garners 
the profit.) The invention of radio and later 
cable television set up new challenges for 
copyright law, all of which have been met 
with different and specific protections. 

This is the fundamental problem. 
Copyright protection tends to be very specific 
and ad hoc. When the need arises, demand for 
new protection begins. Powerful interest 
groups, like the Record Industry Association 
of America (RIAA) and the Motion Picture 
Association of America (MPAA), mount 
powerful offenses to protect the value of their 

continues 



Case Study continued 

property. Without much legal finessing, the 
ubiquitous VCR would never have survived 
the television and movie industries' assault on 
its ability to record TV programs and 
movies.90 Manufacturers of VCRs convinced 
the courts that their primary function was 
"time shifting," that is, recording for later 
viewing. The fact that the machines are used 
for more than thls was not as compelling. 

Essentially, technology continues to 
throw up new challenges for prevailing inter­
ests to protect. Such was the case for Napster, 
which turned out to be not as successful in 
mounting its defen\e as were the makers of 
the household VCR. Maybe if more middle­
aged adults understood the issue, the outcome 
would have been different. Napster allowed a 
'·peer to peer" (p2p) transfer of music files. 
File sharing of this sort had been around for 
some time. primarily among users of chat 
rooms. One protocol in particular, Internet 
relay chat (IRC), was used pnor to Napster 
and is still used today. A protocol is basically 
a set of guidelines that establish the rules of 
communication between two computers. Sean 
Fanning (whose chat nickname was 
"Napster") used IRC to transfer files before 
founding his company. 

Computers today use the file fo rmat 
MP3, a sophisticated computer algorithm that 
permits more dense storage than in the past 
with litt le quality lost. In the recent past, 
music files took up a lot of computer storage. 
In computer parlance, they were "hogs." 
Music files also took a long time to transfer, 
but with the creation of MP3s, files took up 
less space and transferred in about five to ten 
minutes. The stage was set. People, mostly 
teens and the college aged, recognized the 
potential immediately and began to "rip" 
tracks from CDs (tn other words, convert the 
music on CDs into MP3 format) and send 
them to one another through the IRC and file 
transfer protocol (FTP) servers. Industrious 
Sean Fanning set up Napster to streamline 

what was already happening. He established a 
central computer server complete with search 
terms. People signed on to Napster, searched 
for the music they wanted, then made contact 
with another "peer" to transfer the music. 
Napster facilitated but did not distribute the 
music. 

Napster exploded. Servers, especially at 
colleges, slowed to a crawl as students 
clogged bandwidth with downloaded files. 
The music industry cried foul. It threatened to 
sue colleges, argumg that as Internet service 
providers (ISPs), they enabled the activity. 
Some schools complied by penalizing stu­
dents and even shutting down servers. The 
RIAA went after individuals and male head­
lines by prosecuung college-aged students, 
whom they considered excessive users of 
Napster.91 Ironically, many in the music 
industry embraced the Napster concept. They 
argued that this was the way of the future and 
that it actually helped mcrease sales. Other 
groups, like the heavy metal band Metallica, 
fought alongside the RIAA and eventually 
met Napster in a federal court in California. 
ln the end, Napster was shut down and sold. 
Now, if people want MP3s. they pay a fee to 
download their favorite song. The clamor has 
quieted, but not without raising important 
questions about the nature of copyright and 
the inexorable march of technology. 
Supporters of Napster railed against the 
music industry, complaining that overpriced 
CDs encouraged the proliferation of MP3s. 
Further, they claimed that copying music files 
was hardly a crime. Stealing a song was not 
like stealing a car; after all, the owner still 
had the song. The Napster case h a precursor 
of what lies ahead as technology enhances the 
ability to copy, store. communicate, spy on, 
and imitate owners of property. These cases 
are changing the face of copyright law and 
creating greater challenges to ownership than 
ever. 
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aJong with academic studies, confirm this impression and tell us that violent crime 
in particular has reached record levels. The associated physical, emotional, and 
financial costs have forced policymakers at all levels to put crime at the top of 
their agendas. 

What are the causes of crime? Efforts to answer this question have so far 
offered minimal direction to policymakers. Diverse theories point to a range of 
possible origins, but none explain conclusively why some individuals commit 
cnminal acts and others do not. More is known about specific conditions associat­
ed with crime, like the use of drugs, the availability of guns, and poverty. 
Unfortunately, policy recommendations based on this knowledge are controversial 
and too often aimed at achieving politicaJ aims rather than true solutions. 

How can the U.S. criminaJ justice system create effective policies to control 
crime, punish offenders, and protect the innocent? The criminal justice system is 
the crossroads for testing our resolve to protect the rights of the victims and of the 
accused before conviction, yet to punish offenders. Often bogged down by its own 
size and complexity, the system is characterized by the right to legal appeaJs, per­
vasive plea bargaining, and complex sentencing requirements. The police, the front 
line in fighting crime, typically suffer "whiplash" from the need to observe proce­
dJral safeguards, protect victims, and respond to society's demand that they catch 
the criminals. 

Consequently, crime abatement creates a policy quagmire. There is no consen­
sus and there are no viable remedies. A rough starting point is the healthy uneasi­
ness about current crime control practices voiced by individuals like Attorney 
GeneraJ Janet Reno. Reno calls for redirection in fighting crime to emphasize pre­
vention and the welfare of children, rather than tougher punishment. Despite this, 
President Clinton's $30.2 billion crime bill passed after an aggressive partisan bat­
tle over what some representatives saw as "social pork." The resul ting crime bill, 
the biggest in history, suggested few links between public health and education. It 
called for $13.4 billion in grants to locaJities to hire more police, $9.9 billion to 
build more prisons, and just $5.5 billion for crime prevention programs-the pork. 
The bill also banned nineteen more types of assault weapons, increased to sixty the 
number of federal crimes punishable by death, and introduced the so-called three 
strikes penalty for repeat offenders. It appears that the future portends stronger gun 
control laws, more prisons, new antidrug campaigns, and increased police visibility 
as the plan of action. 

This chapter's discussion calls for a warning: finding the answer to crime has 
proven as intractable as eradicating any of humanity's most deadly diseases. Like 
disease, crime rots the social system. Analysts know that until the true root causes 
of this social illness are determined, money spent and prisons built will only treat 
the symptoms. 
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Questions for Discussion 

I. Is there a relationship between public expenditure and crime abatement? 
2. How accurate are crime statistics? Why is crime underreported? 
3. Compare and contrast leading theories of criminal behavior. What policy 

guidance have they offered? 
4. Describe the competing philosophies of criminal justice. How does deter­

rence differ from other philosophies? 
5. Discuss contemporary police theory. What policies reflect these new 

approaches? 
6. What are the implications of a decentralized criminal justice system? 
7. Is the "war on drug!>" winnable? What is the theory underlying decriminal­

ization? 
8. Do "guns kill people" or do ··people kill people"? Discuss. 
9. Why are Americans less concerned about white collar crime? How impor­

tant is the ''fear factor" in our criminal justice policy? 
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CHAPTER 9 
Education Policy: 

Low Grades for 
National Effort 

Surveys on policy issues cons istently show that education ranks among the top 
concerns. Those without children in the school system are just as likely as par­
ents to cite education as their primary concern. Generally, parents think their 
children 's schools are better than other schools in their community and that pub­
lic schools nationally have even more serious problems. There is broad agree­
ment that the education system should be improved, that academic standards 
hould be enforced, that teachers should be paid more, and that run-down build­

ings should be fixed up. The major problems in public education nationally 
include concern over disruptive students in the classroom and violence, along 
with overcrowded classrooms and lack of parental involvement. There is strong 
public support for educational reforms in these areas even if it requires higher 
taxes. Proposals to reform public school funding by providing equity in financ­
ing, using vouchers, or instituting charter schools are much more controversial. 
Apathy and complacency among the public have been replaced with increasing 
interest as education has become a policy issue of national importance. Alarm 
over policy issues in education often has many different and contradictory sides. 
Many believe that investing more in education would solve the unemployment 
problem in the United States and help it regain its competitive edge in interna­
tional trade. 

Public opinion is less concerned about colleges and universities. Many U.S. 
institutions of higher learning are regarded as the best in the world. There is 
increasing concern about the rising cost of higher education, and whether lower­
income Americans lack the financial resources to pursue a postsecondary degree, 
thus contributing to the unequal distribution of income and wealth. 

Education is a distinct departure from other services provided by the govern­
ment. Unlike social welfare or health care, which are concerned with the mainte-
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nance of human capital, education seeks to develop it. Americans agree that pro­
viding a quality education is one of the most important items on the public policy 
agenda. Policies that remove obstacles to achieving a quali ty education, such as 
reducing school violence or discouraging disruptive behavior, receive widespread 
support. Beyond these areas of obvious agreement, the unity quickly dissolves 
when more fundamenta questions are raised. Education policy provokes debate 
because no policy issue is more important to the nation 's future. For example, 
wliat should be the purpose of the educational endeavor? Is it primarily to help 
individuals succeed to their full potential? Or is its main ideal to contribute to the 
puolic good by creating a more skilled labor force? Or perhaps it is some combi­
nation of both propositions. These two separate ideas are the basi s for conflicting 
educational goals and policies. The fi rst view suggests that parents have a right to 
gi'Ve their children the best education possible, one that will give them access to 
the most important jobs available (or allow them to pass on their privileged posi­
tion in society to their children by giving them education advantages). The second 
proposition leads to the view that education should promote the public good, 
which is best achieved by a dedication to educational equality. Many hold both 
views simultaneously. The result is widespread dissatisfaction with the U.S. edu­
cational system. Unfortunately, little consensus exists about what should be done 
to resolve the problems .md who has the primary responsibility for taking correc­
tive action. 

Education: A Quasi-Public Good 
In Chapter 1 we pointed out that competitive markets are very efficient mecha­
nisms for meeting consumer demand. Why, then, should government be involved 
in providing education when a competitive market is such an efficient mechanism? 
After all , education has some elements of a private market; for example, education 
brings private rewards to individuals through higher income, more satisfying work, 
and more pleasant working conditions. 

Public support of education has long been touted because of its positive impact 
on society. Functionali sm holds the view thar society can exist in harmony 
because its institutions spring from a shared culture. Consequently, the family, the 
educational system, and the economy, among other institutions, perform specific 
"functions" necessary for the survival of society. The function of education is to 
( 1) transfer societal values, (2) produce a more informed citizenry, (3) produce 
workers with more productive skills, and (4) provide for "equal opportunity'" by 
providing everyone, regardless of circumstance, with basic education skills. School 
sef'Ves as a halfway house to assist a chi ld's passage between the familiar world of 
the family and the impe1 sonal world of adult careers and community life.I The 
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belief that formal education correlates with good citizenship has assimilated into 
U.S. culture. 

Functionalism supports the notion in that all members of society should have 
an equal chance for educational and economic success. This meritocratic ideal 
strongly supports equality of opportunity, but not equality of outcomes. Supporters 
of the theory contend that a public education system fosters greater equality 
because it provides the knowledge and skills necessary to perform those jobs that 
society rewards highly. Thus, wealthier members of society are not able to monop­
olize access to highly paid jobs. By broadening the equality of opportunity, educa­
tion encourages social mobility. We will return to the critics of this view after dis­
cussing the implications of human capital theory. 

Education also has characteristics of a quasi-public good in that important 
positive externalities result from an educated society. A more highly educated and 
skilled work force is more productive and produces more wealth than a poorly edu­
cated one. Individuals demand education based on their expectations of personal 
benefit without regard to the larger benefits to society. The result is that private 
decisions about how much education to buy will not lead to a socially optimal level 
of output. The external benefits justify that government provide education for 
everyone through subsidies. 

Human Capital Theory 
To most people the notion of capital means a factory, shares of stock, or a bank 
account. They are forms of capital in that they are assets that provide income in the 
future, as opposed to consumption, which provides immediate benefits but does 
not increase one's ability to earn future income. Human capital theory contends 
that expenditures on education, medical care, and training make individuals inher­
ently more productive and therefore more highly valued workers. Adam Smith and 
John Stuart Mill realized that there must inevitably be a link between education 
and economic growth. Smith pointed out that education was an investment that 
would improve the future productive capacity of workers, and their future earn­
ings, just as an investment in machinery or a factory will generate future income. 
He said that the capital stock of a nation includes the 

useful abilities of all the inhabitants or members of the society. The acquisition of 
such talents, by the maintenance of the acquirer during his education, study, or 
apprentice-ship, always costing a real expense, which is a capital fixed and real­
ized, as it were. in his person. Those talents, as they make a part of his fortune, so 
do they likewise of that of the society to which he belongs. The improved dexteri­
ty of a workman may be considered in the same light as a machine or instrument 
of trade which facilitates and abridges labour, and which, though it costs a certain 
expense, repays that expense with a profit.2 
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During preindustrial periods the value of individuals to society was measured 
pn marily in physical productivity rather than mental ability. The size of a nation 's 
population was a strong indicator of its power. With the advent of the industrial 
and commercial revolutions, it became apparent that a nation's power was less 
dependent on physical labor and more dependent on skills. A country with the 
largest population was not necessarily the most productive or powerful. The ability 
of colonial England and France to control far more populous territories illustrated 
this.3 

Education can be thought of as human capital because individuals cannot be 
separated from their knowledge o r skills the same way they can be separated from 
material assets. Just as a corporation commits some of its profits to buying new 
equipment to generate more profits at a later date, the individual may reduce cur­
rent income (and consumption) by investing in education in the hope of increasing 
future income. By obtaining a college degree, you anticipate that you will acquire 
useful knowledge and skills that will improve your employment opportunities and 
lifetime earnings, resulting in a more pleasant job than a high school friend who 
did not continue his or her education would have. 

The Rate of Return to Human Capital 
The theory holds that those with more human capital should be more productive 
than those with less. The productivity and quality of labor will be largely deter­
mined by the education and skill of the work force. The educational process repli­
cates many of the skills the job market rewards generously in the form of wages. 
Mo~t efforts to measure the rate of return to investment in education concentrate on 
direct monetary benefits and ignore the spillover benefits that accrue to society 
because of the difficulty in measuring them. The fact that private rates of return to 
educational investment are higher and more easi ly measured than the social rates 
of r.!turn, especially for higher education, has been used to justify adding tuition 
fees and student loans at the university level. 

There is a positive relationship between education and lifetime earnings. High 
school graduates ordinarily have higher lifetime earnings than those without a high 
school degree, and college graduates will earn more during their lifetime than high 
school graduates (see Table 9.1). This leads to the conclusion that one is better off 
with more rather than les~ education. That more education correlates with higher 
lifet me earnings does not prove that higher education causes the higher earnings. 

Further, estimates of educational benefits may be too low because of the diffi­
culty of distinguishing between consumption and investment benefits.4 Education 
is not only an investment, but also a consumption good in that many enjoy learning 
during the process. 
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Table 9.1 Average Income by Highest Degree Earned, 2002 

Not a High 
High School 

School Graduate Associate"s Bachelor's Master's Professional 
Graduate Only Degree Degree Degree Degree Doctorate 

All 18,826 27,280 34, 177 51,194 60,445 112,845 89.734 
25-34 year~ 19.235 26.278 30,662 42,623 48.598 75.247 62,190 
35-44 years 22,324 30.259 37,440 58.267 63,758 123.81 l 88.818 
45-54 years 21.231 31,251 39,167 60,680 67,096 126,230 112,538 
55-64 years 24,761 30,893 34,848 55,057 62,640 132,372 81,166 
65 and over 18,949 27.519 34,33 1 5 1,612 61 , 151 114,98 1 91 ,77 1 

Soura. U.S. Census Bureau, Sta//fllca/ Abstract 2004-2005 ('\'a hmgton. D.C .. U.S. Government Printing 
Office, 2004), p. 142. 

Costs and Benefits of Human Capital Investment 
Who pays for the costs of education? In regard to the public school system, gov­
ernment at the federal, state, and local levels underwrites the costs of education 
through tax subsidies, especially at the elementary and high school levels, where 
compulsory attendance is required at least through age sixteen. Individuals during 
the years of their elementary and high school education forgo minimal income, 
since the law precludes significant employment below the age of sixteen. All tax­
payers, including parents and those without children in the affected age groups, 
absorb the cost of the educational subsidy. 

A college education is far more expensive, since the government does not fully 
subsidize its costs. The student, or his or her impoverished parents, must pay 
directly for room, board, tuition, books, and other assorted fees. In addition, the 
individual receiving the education can forgo significant income during the typical 
four- to five-year period it increasingly takes to complete a college degree. And 
after the college educat ion is completed, it may take time before college graduates 
surpass high school graduates in income levels, since the latter have already 
acquired four years of seniority and experience on the job. The variation in income 
as related to gender and education, indicated in Table 9.2, is striking. 

Human capital theory maintains that education provides skills and technolo­
gies, such as reading, wri ting, mathematical calculation, and problem solving, that 
are directly related to the production process. Education therefore raises productiv­
ity and the earning capacity of the individual worker. This is called the marginal 
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Table 9.2 Average Income by Highest Degree Earned and 
Factors of Gender and Racial/Ethnic Background, 2002 

High 
School 

Graduate Associate's Bachelor's Master's Professional 
Only Degree Degree Degree Degree Doctorate 

-- -
' 

All 
Male 32.673 42.392 63,503 73,629 138,827 99,607 
Female 21,141 27,341 37,909 47,368 61.583 66.426 

White 28.145 34,876 52,479 60,787 115,523 92,125 
Male 33,920 43,494 65,439 74,426 140.965 103,787 
Female 21,388 27.480 37,903 47,209 60,944 64,106 

Black 22,823 30,391 42,285 51,974 96,368 69,780 
Male 25,582 36.028 47,018 60,647 (B) (B) 
Femal~ 20,209 26,940 38,741 47,765 (B) (B) 

Hispanic'· 24,163 31,710 40.949 58,814 81,186 (B) 
Male 27,992 37,365 46,115 59,901 90,767 (B) 
Female 18,810 25,888 35,357 57,447 (B) (B) 

--- ---- ---
Saurel'. U.S. Census Bureau, S1atis1 cal Abstrarr 2(){).J-2005 (\Vashington, D.C.: U.S . Government Pnnung 

Office, 2004). p. 142. 
Norn a Person• of Hispanic origin may be of any race. 
(B) = ba..e figure too small to meet srnistical standard> for reliability of a derived figure . 

productivity theory, which states that an employer will be willing to pay a worker 
on y for what he or she adds to the firm's utility. 

Higher educational attainment provides the individual not only with higher 
income, but also with greater job security. One way to measure job security is to 
compare unemployment rates and educational attainment, as in Table 9.3. 

As Jess developed countries have dramatically increased their own supply of 
college graduates, businesses have found that many highly skilled jobs can be sent 
overseas. For example, India is now producing over four times as many engineers 
annually as is the United States. Many jobs that rely on highly skilled and educat­
ed AmericJus can now be contracted out at far lower costs. The result is that high­
er .!ducation is less able to provide the safeguard against econom ic shocks that it 
once did. As pressure to cut costs rises. U.S. businesses are replacing high-quality, 
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Table 9.3 Unemployment Rates by Educational Attainment, 1992- 2003 

Not a High School 
High School Graduate Less Than a College 

Total Graduate Only Bachelor's Degree Graduate 
------

1992 6.1 11.5 6.8 5.6 3.2 
1995 4.3 9.0 4.8 4.0 2.4 
2000 3.0 6.3 3.4 2.7 1.7 
2003 4.8 8.8 5.5 4.8 3.1 

Source U.S. Censu\ Bureau. Sratwica/ Abstract 2004-2005 (Washington. D.C.: U.S. Government Printing 
Office, 2004 ), p. 396. 

high-wage workers in the United States with high-quality, low-wage workers 
abroad. 

Objections to Human Capital Theories 
Early theories of human capital that claimed precise relationships between educa­
tion and economic growth, both at the individual level and at the national level, 
have been forced to acknowledge that supportive empirical evidence is weak. 

One social science theory that broadly supports the human capital theory main­
tains that education functions to distribute workers into the jobs for which they are 
best suited based on their educational skills. Critics of functionalism accuse it of 
disregarding the social class divisions in society perpetuated by the educational 
system. They charge that students are separated into vocational, general education, 
and college prep programs along the general class lines of their families. One 
researcher suggested a similar sorting mechanism takes place in the way curricu-
1 ums are presented in different communities.5 Many hoped that as education 
became more available and equally distributed, chi ldren from disadvantaged fami­
lies would get as much education as those from advantaged families. That has not 
happened. Therefore, the critics claim, while education can provide social mobility, 
it tends to "transmit inequality from one generatio n to another."6 One study shows 
that high school graduates who are in the top quarter in socioeconomic status are 
almost twice as likely to go on to college as those in the bottom quarter.7 The gaps 
in educational achievement are a major factor in the transmission of inequality. 
Another study, by Christopher Jencks and his colleagues, found that about 40 per­
cent of the association between male childhood family background and adult occu-
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pational status was due to students' educational attainments, after controlling for 
the effects of IQ test scores. In other words, upper-class graduates receive higher­
status jobs than do working-class graduates, because the former receive more edu­
cat on and not because of greater innate ability.s 

Pierre Bourdieu, a French sociologist and leading critic of higher education, 
has focused on the g laring inequal itie in the distribution of wealth and status that 
per~i st despite the expansion of educational opportunities for everyone.9 He is con­
cerned with how inequalities of position endure over generations. Bourdieu argues 
that individuals use education to maintain their positions of privilege. The educa­
tional system has displaced the family, church, and workplace as determinant vari­
ables for the transmission of social stratification. Since democratic societies origi­
nated in a rebellion against privilege and therefore affirm a belief in the essential 
equality of individuals, privileged groups cannot openly claim a right to dominat­
ing positions. Modem democracies rely on indirect and symbolic forms of power 
rather than physical coercion to maintain authority. Dominant groups have found 
that higher education can transmit social inequalities by converting them into aca­
demic hierarchies. JO Several points are stres ed in Bourdieu 's research. His investi ­
gation supports other findings that academic performance of students is highly cor­
related with parents' cultural background. This further relates to degree of success 
in the labor market, which hinges on both the amount of education received and the 
academic prestige of the institution attended. Ultimately, educational institutions 
frequently develop their own academic interests and agendas. These may differ sig­
nificantly from those proclaimed by the existing social order. 

Class Conflict Model 
Another explanation for the expansion of education in the United States argues that 
education grows to meet the rising technical skill requirements of jobs. Given this 
premise, the class conflict model claims that employers use education to screen 
workers, although no demonstrable connection exists in most cases between educa­
tion and job performance. ccording to this model, formal education developed to 
meet the growing problems created by industrialization and urbanization in the 
United States. Rather than meeting objectives like supplying workers with more 
complex technical skills or reducing social inequality, public education has provid­
ed social control by instill ing behavior attributes like obedience, discipline, and 
respect for and compliance with authority.1 1 Thus, employers are willing to give a 
preference to more educated workers in hiring and salary because those workers 
are more will ing to accept traditional corporate values.12 Thus, education serves to 
legitimize inequalities rooted in the economic structure of society. 

Research by Gregory Squires concluded that the upgrading of the educational 
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requirements related to work cannot be explained in terms of the increasing techni­
cal skill requirements of jobs.13 He points out that the Census Bureau reports that 
the increasing educational achievements of workers show that educational accom­
plishments have risen faster than technical skill requirements. He states that there 
is a misconception that a change from farm laborer to assembly line worker or 
from blue collar worker to white collar worker necessarily represents an increase in 
skill requirements. Although an assembly line worker may use more sophisticated 
machinery than the farmer, the assembly line worker is not necessarily a more 
highly skilled worker. 14 Employers frequently raise the educational specifications 
of jobs in reaction to an increase in the supply of bener-educated workers. And bet­
ter-educated workers receive the preferred posi tions within the job structure. With 
the expansion of schooling, both employers and occupational groups increasingly 
rcquiie formal education as an entry requirement. 15 One result is that individuals 
have responded by acquiring higher levels of educational achievement to improve 
their competitive position within the job market, thereby continuing the ever-high­
er spiral of educational credentials and requirements. 

As the gap betv1een the supply and the demand for college graduates continues 
to increase, competition between them extends further down in the labor market, 
leaving those with less education with even fewer job opportunities. Thus the wage 
gap between those with high school degrees and those with college degrees 
increases, while both groups experience underemployment. More highly educated 
workers receive higher pay, but it is based on the amount of education rather than 
the content of learning or the skills required for the job. 

Human Capi tal Theory and Its Limits 
Since supporters of human capital theory believe that there is a linear relationship 
between formal education and economic growth at the individual (micro) level and ./ 
national (macro) level, education emerges as a major policy field. In the context of 
economic policy, higher unemployment, declining international competitiveness, 
and a generally weaker economy, education (or lack of it) is identified as the cause 
of the problem. It also suggests a solution- more education- to resolving U.S. 
economic problems. Education is viewed as a form of economic and not social pol-
icy. In fact, the need for education to level the playing field in improving the life 
chances of those born into poverty, or to strengthen the social fabric of society or 
provide for a more informed democratic citizenry, increasingly tends to be ignored. 
Supporters of human capital theory justify an emphasis on education policy to pro­
duce the economic drive needed to reverse the declining fortunes of the national 
economy. 

Alan Greenspan, Chairman of the Federal Reserve, provided the standard 
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Case Study: Education as Market Signaling 

Human c.1pital theory suggests that college 
graduates should receive an increased income 
that at lea~t compensates them for their extra 
investment in education. It assumes that stu­
dent-. acqt ire skills as they succes,fully com­
plete high school. and gain even more skills 
improving their productivity as tht•y invest in 
a college education. 

Other social scientists challenre this view 
of how education raises income. One view 
claims that the educational process teaches 
students little in the way of relevlnt knowl­
edge or skills for subsequent job performance. 
Rather, th<· educational system suts people 
according to abilit}. Supporters of this view 
claim that competencies like per-;everance, 
intelhgenct', and self-discipline are needed to 
succeed in :ollege and also correlat•! with suc­
cess in the labor force. A college dc.:gree indi­
cates to er;iployers that the individual is a 
high-qualit:· worker who can be trained easily, 
thus lowering productivity costs. Employers 
are therefo-e willing to pay a diffrrential to 
more highly educated workers because they 
will be mor·! productive on average. 

Academic credentials thus provide a 
mechanism by which better-educated workers 
may separate themselves from thosr with less 
education. Suppose the labor force s divided 
equally between low- and high-skilled work­
ers: a low-skilled worker has a marginal rev­
enue product (MRP) (the additional revenue 
wtren the firm uses an additional unit of 
input) of S'.:00 per week, and a hifh-skilled 
worker has in MRP of $500 per wee<. 

If an employer cannot be sure whether a 
new worker has the qualities of a high- or 
low-quality Norker when first hired, the wage 
will be based on the anticipated MRP. Thus 
the firm will calculate that a new hire has a 
50 percent .;hance of being a high-quality 
worker and a 50 percent chance ol being a 
low-quality •vorker, and pay a wage based on 

the expected MRP of $400 ([0.50 x $300) + 
[0.50 x $500] = S400). 

Since firms pay the average MRP, low­
quality workers are better off, since they 
receive $400 rather than $300, whi le high­
quality workers are worse off, since they 
receive $400 rather than $500. High-quality 
workers would like to signal to the firm that 
they possess the characteristics associated 
with high productivity in the labor force. The 
educational system provides the means for 
them to signal the firm in a way that low-qual­
ity workers would be unable to do. Employers 
are aware of the correlation and screen work­
ers based on their education. Although educa­
tion by itself does not increase a worker's pro­
ductivity, it signals to the employer the 
probable possession of other qualities that 
improve productivity. Signaling does not 
change the average wage, only its distnbu­
tion. It has a positive effect on the income of 
the more highly educated workers, and a neg­
ative effect on the incomes of those less edu­
cated. 

A more radical view holds that the 
wealthy are able to buy the best education 
regardless of ability. Education thus sorts 
people according to social class, not ability. 
In this way, education is a device by which 
the privileged members of society are able to 
pass on their favored position to their already 
privileged successors while providing the 
appearance of legitimacy for higher wages. In 
this model, education does not enhance abili ­
ty, but does cul!Jvate noncogmtive traits like 
discipline, respect, obedience, and acceptance 
that are valued in the business culture. 

So11rct A. Michael Spence, "Market Signaling: 
Informational Transfer in Hiring and Re lared 
Screening Processes," in Han•ard Economic 
Studies, vol. 143 (Cambridge: Harvard University 
Pres~. 1974). 
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human capital theory in testimony before the House Committee on Education and 
the Work Force when he said that the U.S. economy is best served through compe­
tition in the global economy. Therefore, to ensure that as many Americans as possi­
ble have the opportunity to receive the benefits that flow from this engagement, 
one crit ical element is the "provision of rigorous education and ongoing training to 
all members of our society." He went on to say that, unfortunately, the United 
States has "a shortage of highly skilled workers and a surplus of lesser-skilled 
workers."16 At the same time, Greenspan rejected the notion that the quality of the 
education system is directly linked to how much government spends, and warned 
against "overcommitting" to certain levels of expenditure. "Putting money in is not 
necessarily an accurate measure of the output. However, he said, "we have to 
increase the skills every year or we will fall behind. "17 

Jared Bernstein of the Economic Policy Institute agrees that highly educated 
workers are far more likely to be employed and to be well compensated than those 
with less education. However, there is little evidence of a shortage of highly skilled 
U.S. workers; the problem is a lack of jobs. Highly skilled jobs are moving over­
seas, including jobs for computer software engineers, architects, radiologists, and 
financial analysts. Such workers are among the most highly educated in our country. 
Many less-developed countries have been producing many more skilled workers, 
which results in the exportation of jobs and an erosion of our comparative advan­
tage. This increased supply of skilled workers abroad brings a downward pressure 
on the earnings of skilled workers at home, who have a significant wage advantage 
over workers with similar ski lls abroad. Human capital investment theory assumes 
that by further educating our most ski lled workers, we will justify once again the 
wage differential in our favor in the global labor market with even more workers 
with even higher ski lls than were previously available. 18 But since these workers are 
already among the most skilled workers in the country, they would require educa­
tion beyond anything now contemplated. Bernstein concludes that although the edu­
cational system has problems, the ··problems do not stem from a national lack of 
quality, but rather from inequities in the distribution of that quality. "19 

Current Policy Goals 
In the United States the goal is to reposition the nation and its economy around the 
free market forces of free competi tion, deregulation, and private enterprise as 
opposed to social welfare approaches. Supporters claim that education reforms in 
the 1970s and 1980s lost their rigor as a result of education policies being taken 
over by teachers, parents, and students who were allowed too much control. The 
need for schools to provide a skilled work force as justified in human capital theo­
ry is now central to U.S. education policy. The National Commission on 
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Excellence in Education produced a document titled A Nation at Risk, which criti­
cized the "educational reform" that had occurred in the educational system. It 
claimed that "if an unfriendly foreign power had attempted to impo e on America 
the mediocre educational performance that exists today, we might well have 
viewed it as an act of war "20 

The report found tha society and its educational institutions had lost sight of 
the basic purposes of education and the disciplined effort needed to achieve them. 
This state of affairs resulted from schools, teachers, and parents having gained too 
much authority, the result being that policymakers had to regain control to secure 
U.S. economic interests. Since the commission's report , educational policy has 
been closely tied to economic policy concerns for U.S. global competitiveness. The 
commission proposed resi ructuring education through a series of reforms to focus 
on the "basics," and measuring learning and progress toward certain goals through 
standardized testing. If progress was not swift enough, schools, teachers, and stu­
dents could be quickly identified and appropriate remedies applied. 

Implementing education policy in the United States is particu larly cumber­
some. There is an increasing effort at the national and state levels 10 determine pol­
icy, set educational targets and direction, evaluate outcomes, and provide teacher 
appraisaJs on the basis of achieving the measurable goals. Simultaneously, there is 
an effort to shift responsibility for achieving policy goals to the local level, as 
funds appropriated to the !-chools are tied to the achjevement of, for example, attri­
tion rates, standards, and competencies as measured by distant policymakers. 

The Structure of U.S. Public Education: An Overview 
The success of U.S. education in the nineteenth century. especially when compared 
to European nations, reflects the nation's revolutionary origins. The Founding 
Fathers rejected the idea of a hereditary aristocracy and emphasized the equality of 
aJI c.tizens. Around the time of the American Revolution, much of education was 
the responsibility of the family. This informal education took place primarily in 
the home, with relatives and friends serving as teachers. Leaming in this context 
took place largely through the socialization process and through imitating the 
behavior of elders. This was because in an economy based on tradition, production 
techl' iques changed at a glacial pace, and the needed knowledge and skills would 
be passed from one genera ion to the next through apprenticeships and work expe­
rienc<!. 

ll'l more advanced market economies, however, production techniques change 
more rapidly, requiring greater adaptability to the new skills needed by workers. 
Productivity growth is fostered by workers with more education who can more eas­
ily adapt to new work requirements than can workers wi th less education. Modem 
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societies have developed formal education systems in which professional teachers 
guide the learning process. The state has become largely responsible for transmit­
ting culture, literacy, and technical knowledge. 

Most modem societies spell out the right to education in their constitutions. 
However, education is not mentioned in the U.S. Constitution, which was drafted 
in 1787, when formal education was a rarity and not perceived as critical to society 
or its citizens. Thomas Jefferson believed that democratic government required an 
educated citizenry. He wrote that " if a nation expects to be ignorant and free, in a 
state of civilization, it expects what never was and never wi ll be."21 Jefferson 
thought education was essential to maintaining a free government. As such, the pri­
mary purpose of education was to enlighten the citizenry so that they could assume 
the responsibilities of democratic citizenship. Jeffersonian scholar Saul Padover 
maintained that ensuring political liberty was a major goal of Jefferson 's plan, 
which was based on the principles that ( 1) democracy cannot long exist without 
enlightened citizens, (2) democracy cannot function without wise and honest offi­
cials, (3) talent and virtue, cri tical to a free society, should be educated regardless 
of accidents of birth and wealth, (4) and the children of the poor must be educated 
at common expense.22 

Jefferson was so concerned about the political necessity of an educated elec­
torate that in his State of the Union address in 1806 he submitted an amendment to 
the Constitution to provide federal support .23 Jefferson 's proposed amendment was 
never seriously considered, so after leaving the presidency he developed an exten­
s ive education plan for Virginia covering elementary, secondary, and university 
levels. At a time when most education was informal, Jefferson believed that the 
elementary school plan was the most important, because it was "safer to have the 
whole people respectfully enlightened than a few in a high state of science and 
many in ignorance as in Europe."24 

In the early years of the nation, education was the responsibility of the min­
istry of the various congregations. As a result, elementary and secondary educa­
tion, funded by tuition payments from parents, was not begun within states until 
the early 1800s. Alexis de Tocqueville, in the early nineteenth century, noted that 
equality was the dominant value in U.S. society, along with a culture of individual­
ism that supported personal freedom to pursue interests without hindrance by the 
government. In this view, social conditions should enable individuals, whatever 
their pedigrees, to compete for positions on the basis of merit (though in the nine­
teenth century gender and race were sufficient grounds for exclusion from all high­
er-level positions). 

Most businesspeople of the early nineteenth century opposed efforts to require 
compulsory school attendance, as well as taxation to support public education. The 
struggle to create publicly funded school systems in the various states was taken up 
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as J crusade by educational refonners in the 1830s. Paradoxically, the drive to pro­
vide public schools, financed by property taxes, was given a boost by immigration. 
Successive waves of immigration generated the fear that unless the new arrivals 
were "anglicized," the "American character" would be destroyed. The arrival of 
Ca holies and Jews in increasing numbers caused growing concern among the 
established elites. ln fact, the '"Know-Nothing" party of the 1840s developed from 
fear of a Catholic takeo' er. Catholic and other religiously affiliated schools were 
founded not only to reinforce religious values, but also to escape societal religious 
discrimination. 

Providing schools v.here foreigners learned U.S. customs, morals, and lan­
guage meant the system had to be tuition-free for all newly arrived poor immi­
gral'lts as well as for second- and third-generation Americans. A public school sys­
terr reflecting U.S. nativism was designed to anglicize recent arrivals. Public 
education was justified as a public good that reduced distinctions between people 
and created a unified citi1enry. 

There is still uneasiness in the United States regarding parochial schools. 
Critics see these institutions as maintaining religious and cultural identities differ­
ent from mass culture. Still , the United States has the largest number of religious 
and private elementary and secondary schools , and universities, in the world. 
Pri\ ate and parochial schools enroll 14 percent of all elementary school children, 
11 percent of all secondary school students, and 33 percent of all college stu­
den s.2s Many are hardly distinguishable from public schools. Others are known as 
elite academic institutions. Many elite prep schools, which began with a religious 
purpose, have dropped any formal religious affiliation. These boarding schools 
(such as Phillips Exeter, Groton, and Choate) provide the children of families of 
established wealth and di5tinction with advantaged access to the most prestigious 
uni\ersities, and from there, with access to corporate and political leadership. 

One goal of the U.S. educational system, which can be traced back to 
Jefferson, is to equalize differences in wealth and circumstances so that individuals 
can progress according to their abilities. Unfortunately, according to critics, the 
results of U.S. public education in the past reflected differences in the wealth of 
students' parents, and often do so today: 

For despite the promise of American education, it was organized in such a way 
hat it acted as an overwhelmingly powerful mechanism for preserving and pro­

"'Tloting racial and social class segregation. Today its effocts are so pervasive that 
;>robably no other public policies or government actions are as imponant in pre­
-erving inequality from one generation to the next.26 

The method of financmg public education has contributed to the inequality of 
the system. As recently as 1920, over 80 percent of public education revenue still 
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came from local government. State assistance was generally limited to a flat gram 
per pupil. The Progressive movement of the early twentieth century, with its con­
cern over unequal educational opportunities between school districts, proposed 
various plans for states to finance public schools. Between 1920 and 1980, most 
state governments developed some form of assistance to local school districts. The 
state government share of the education budget has grown to an average of 49.7 
percent of all public school funds spent within states. Traditionally, once having 
developed education systems funded by tax revenues, states have jealously defend­
ed their authority and control over public education. 

The Jong tradition in the United States of local control includes not only what 
is taught but also how schools are funded. Since school districts are typically fund­
ed by local property taxes that are matched on a per pupil basis by the state, the 
school district 's spending is highly correlated to the wealth of the community. Not 
surprisingly, there are many states where pupils in the most affluent districts 
receive more than double the funding that students in poorer districts receive. The 
public educational system historically provided one school per community for chil­
dren from all social levels (segregation by race was a glaring anomaly). 
Limitations in transportation kept residents, their workplace, and schools in close 
proximity. Since World War ll, the automobile has fostered the separation of work­
place from residence, and the development of large, socially homogeneous school 
districts. This coincided with the erosion of the egalitarian principle that underlay 
the notion of public education. It also led to the erosion of traditional local control 
of education. 

Local property taxes within the districts, which often are identical with local 
political boundaries, typically provide less than half of school finances. But 
dependence on local property taxes resulted in highly unequal funding available 
per student between property-rich and property-poor districts. Lawsuits challeng­
ing the fairness of relying on local property taxes for funding have resulted in 
states steadily increasing their contribution to local school districts.21 Today and 
overall, states provide more funding than do local districts. In 2001-2002, states 
contributed 49.7 percent of the money needed for public elementary and secondary 
education, as noted earlier, while local districts contributed 42.9 percent. The fed­
eral government contributed 7.5 percent.28 States generally establish standards for 
education within their boundaries, while local control is exercised within the con­
straints permitted by state governments. 

The U.S. method of financing public schools primarily through property taxes 
perpetuates inequality. School district boundaries reflect societal divisions between 
affluent and poor, and between white and nonwhite students. Central city school 
systems tend to receive fewer funds and have disproportionate numbers of poor 
and minority students. Children attending these schools typically exhibit poorer 
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academic performance than 5.tudents attending suburban schools. "White flight" to 
suburban school districts. the result in part of efforts to escape mandated desegre­
gat on of inner city schools, has introduced a racial and ethnic factor into these 
educational problems. Concern over the strong association be tween family back­
ground and success in scholastic performance has led to much research and a num­
ber of theories. 

Despite the promise of the Supreme Court in the landmark case Brown v. 
Board of Education ( 1954), the condition of public education in the United States 
still tends to be separate and unequal. And despite the virtual elimination of de jure 
seg1egation, most minority children today still attend de facto racially segregated 
schools. Public schools, for all the ir vi rtues, have not been very helpful to those 
chi ldren who need it most. The same educational system that once was seen as a 
poor child 's ticke t out of the slums is seen by many as part of the system that today 
traps the poor in the slums. 

Several California SC' hool districts sued the state over unequal funding of 
school districts. In Serrano v. Priest (1971 ), the California Supreme Court found 
the inequities in the school funding system, based on property taxes, to be so egre­
gious as to violate the state constitution's equal protection clause. The court said 
that .he funding scheme invidiously discriminated against the poor because it made 
the quality of the child's education a function of the wealth of his or her parents 
and 1eighbors. The court m led that property tax rates and per pupil expenditures 
shou ld be equalized and the difference in base revenue limits should be less than 
$ 100 by 1980.29 In 1979, California adopted Proposition 13, which shifted control 
of the property tax from school districts to the state. This effectively transformed 
school funding from a local system to one in which the state has control over the 
bulk of school revenues. The result has been a decline in average spending per 
pupil, and has not equalized quality across districts. 

Many hoped that the Serrano decision would provide the foundation for a suc­
cessful challenge of many state finance systems before federal courts. However, 
the U.S. Supreme Court dashed those hopes with its decision in Rodriguez v. San 
Antot io School District ( 1973), in which it held that an unequal school financing 
plan in Texas was not a federal issue. ln the Rodriguez case the Supreme Court 
rejected the idea that education is even a federal responsibility, since education is 
not a fundamental right guaranteed by the Constitution. This decision made clear 
that such maners are in the Jurisdiction of state courts. 

The effect of Rodriguez was that equity lawsuits were brought before over 
forty .tdditional state courts. in nineteen of these cases, the school funding system 
was found to violate the state constitution. The courts in many cases followed 
along the lines of Serrano and required school districts to spend within a certain 
range per pupil. The courts have tried to provide a range of equity based on a prin-
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ciple of reasonable variation. Policymakers in various states have been required to 
spend a lot of time trying to define "relative equity" and devising plans regarding 
how to achieve it.30 Since the 1990s the equity issue has been overshadowed by 
concern over '"finance adequacy." The concern here is to define what minimal level 
of funding is needed in order for every school to effectively teach. 

The Federal Government's Role 
President Lyndon Johnson enacted the Elementary and Secondary Education Act 
(ESEA) as a component of the war on poverty. It was the first program to provide 
significant federal funds targeted toward the educationally disadvantaged children 
from kindergarten through grade twelve because of social and economic condi­
tions. The act created a range of educational programs for economically and cultur­
ally disadvantaged children. The act was originally authorized through 1970, but it 
has been reauthorized every five years since then and has undergone various name 
changes with different presidents. The basic purpose of the law remains.31 The pro­
grams that have been funded by the act include Head Start, Native American 
Education, Bilingual Education, Class Size Reduction, Education Technology, and 
Title I (the latter of which assists the disadvantaged in meeting high standards). 

President George W. Bush reauthorized the ESEA, now renamed "No Child 
Left Behind" (NCLB), which was signed into law in January 2002. The NCLB law 
strengthens Title I accountability by requiring states to put accountability systems 
in place to cover all public schools and students. These systems basically require 
states to administer standardized tests in reading and mathematics for all students 
in grades three through eight. The!.e test results and state progress objectives must 
be categorized by poverty, ethnici ty and race, and limited English proficiency and 
other disabilities, to make sure that no group is in fact left behind. Schools that fail 
to make adequate annual progress toward statewide proficiency goals will be sub­
ject to corrective action and restructuring. 

The centerpiece of the NCLB Jaw is that it gives children who are attending 
failing schools the opportunity to attend public schools, within the local area, that 
have attained acceptable standards, which may include charter schools. The district 
must provide transportation to and from the new school. 

Charter schools are self-governing public schools frequently run by corpora­
tions operating outside the authority of local school boards. Most operate in urban 
areas in poor neighborhoods. These schools were originally hailed by conserva­
tives as a way to force public schools into competition with the institutions based 
on the private school model. The NCLB law was expected to stimulate an expo­
nential growth rate in charter schools. 

However, the 2003 National Assessment of Educational Progress, usually 



320 PUBLIC POLICY 

referred to as the "nation 's report card," provided data to the American Federation 
of Teachers revealing that charter schools are failing to provide the remedy to poor 
schools that the adminis ration clearly hoped for. Data reported in the New York 
Tin1es shows that fourth-graders attending charter schools are performing about 
hal · a year behind students in other public schools in both reading and math.32 This 
means that 25 percent of the fourth-graders attending charter schools were profi­
cient in reading and math, against 30 percent who were proficient in reading and 
32 percent in math at traditional public schools. This report is the first national 
comparison of children attending both types of schools. 

Charter schools were once hailed by conservatives as a kind of free market 
solution offering parents an escape from failing public schools. Yet around the 
cou'ltry over eighty charter schools were forced to close because of financial prob­
lems and poor performance. And in California, the state 's largest charter school 
operator announced the closing of sixty campuses, stranding 10,000 children just 
weeks before the start of the fall 2004 school year.33 

The original ESEA program was designed to offset the inequality of per pupil 
spending within states . But there is in fact a greater inequality in the per pupil 
expenditures between rich and poor states. There is little likelihood that the federal 
government will push to target increased funding to alleviate this problem, since it 
has not requested sufficient funds to fully implement the NCLB law, its own flag­
ship policy proposal in education. Resistance can also be expected from states 
reluctant to surrender control over their major public policy. However, it is the 
financial inequity in per pupil spending between states that is perhaps more serious 
than intrastate inequalities. An argument for a greater funding role for the federal 
government comes from an analysis of interstate inequalities of school financing, 
which has risen sharply since l 982.J4 The complexity of the problem of equalizing 
per pupil spending between states would have to take into account a number of fac­
tors. For example, the purchasing power of money varies between sta tes. High­
spending states are typically states where the purchasing power of a dollar in edu­
cation buys less than in many lower-spending states. Also any national plan would 
have to adjust funding on the basis that it costs more to educate disadvantaged and 
high-risk students than ad\antaged children. To encourage states to use federal aid 
as a supplement and not a replacement, any plan would have to determine taxing 
abil ity versus taxing effort (this distinguishes the taxes levied consistent with one's 
ability to pay versus low ax rates levied in a state with mcomes comparable to 
state~. with higher tax rates). A precise computation of such differences is impossi­
ble, but estimates of cost o~ living and other indicators suggest that the real spend­
ing gap between most high · and low-spending states is less than the raw numbers 
would indicate, but the gap is still significant. Most Organization for Economic 
Cooperation and Development countries have constitutions that were drafted since 
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World War II. These constitutions refer to education as being the national govern­
ment's responsibil ity. As a result, they do not face the great disparity in per pupil 
funding between geographical divisions that is found in the United States. 

Table 9.4 suggests the difficulty of comparing the state effort in education with 
its ability to tax and with the decision of how much of its budget to put into educa­
tion. The second column (spending per pupil) indicates the state average without 
taking into account the intrastate inequalities. Even if all intrastate spending were 
equalized at the "average," high-poverty districts in rich states would spend much 
more than low-poverty districts in poor states.JS Currently, per pupil spending on 
education in the lowest-spending states is roughly half the expenditures in the 
highest-spending states. 

Assessing Factors in Learning 
How can we evaluate the quality of education offered by a school system? How 
can parents be confident that their son or daughter will receive a quality education 
from a particular school? How can a local school board, legislator, or governor be 
confident that they can evaluate the effectiveness of the education offered within a 
school, the educational district, or the state? The most difficult provision of the 
NCLB law is the requirement to assess student progress in order to hold schools 
accountable. States are required to set goals for learning and to present a plan to 
measure success in reaching those goals. 

States have been slow to set out their goals on yearly progress and accountabil­
ity. They are concerned that, if areas for improvement are identified in many 
schools and in many areas. they could compound the problem by trying to aid so 
many schools and spreading their resources so thin that they would be unable to 
provide extra resources and help to the schools and students most in need. States 
are also concerned that if they set higher goals than do other states, they may unin­
tentionally penalize themselves, because their schools will have a more difficult 
time achieving complete efficiency, while states that put forward lower goals might 
have an incentive to keep them low. 

Improving qualifications of teachers and paraprofessionals. The NCLB law 
requires teachers of core academic subjects to be highly qualified as defined by the 
law. Whether raising these qualifications will improve the educational process is 
unclear. Presumably, if state certification requirements are more rigorous, it will 
contribute to better teaching. 

Although the NCLB law mandates that schools employ " highly qualified" 
teachers, and although new studies reaffirm the importance of quality teaching, 
new research also shows that pay for teachers from kindergarten to grade twelve is 
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Table 9.4 Spending per Pupil as a Percentage 
of State General Spending and Personal Income 

Educational Educallonal 
Spending as Spending 

Educational Percentage as Percentage 
Spending of General of Personal 
per Pupil State Budget Income 

($ 2002-2003) Rank ($FY 2000) Rank ($FY 2000) Rank 

Alabama 5,418 47 35.2 27 7.7 36 
Alaska 9,569 8 23.2 50 9.9 J 
Arizona 5,197 48 33.8 34 6.5 46 
Arkansas 5,789 46 38.0 II 7.4 45 
California 7.244 29 32.5 40 6.4 22 
Colorado 7,428 25 35.J 29 6.2 24 
Connecticut 11 ,378 2 31.4 44 5.2 12 
Delaware 10,270 5 36.6 19 7.4 5 
Florida 6.411 40 30.3 46 5.4 50 
Georgia 8,238 17 38.8 7 6.9 29 
Hawaii 7.455 24 25.4 49 5.7 47 
Idaho 6,378 41 36.6 18 7.5 41 
Illinois 9,376 9 35.3 26 6.0 25 
Indiana 8.307 16 39.8 4 7.4 20 
Iowa 6,974 33 38.3 10 8.1 10 
Kansas 7,620 21 37.9 12 6.9 27 
Kentucky 7,274 28 33.5 36 6.9 44 
Louisiana 6,698 38 32.3 41 7.2 43 
Maine 9.289 10 32.0 42 7.2 35 
Maryland 8,124 20 36.6 16 6.0 16 
Massachus ~Its 10,69 1 4 30.3 47 5.2 30 
Michigan 8,166 18 41.4 2 8.1 3 
Minnesota 8,628 14 33.0 39 7.0 9 
Mississippi 5,822 45 34.6 31 8.4 37 
Missouri 6,819 37 37.2 14 6.4 40 
Montana 7,368 27 36.3 22 8.4 26 
Nebraska 7,203 31 38.9 6 7.2 15 
Nevada 6.128 43 3 1.0 45 5.4 48 
New Hampshire 8,151 19 36.4 21 5.5 39 
New Jersey 11 ,103 3 39.8 5 6.5 4 
New Mexico 6,857 35 36.6 17 9.7 11 

continues 
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Table 9.4 continued 

Educational Educational 
Spending as Spending 

Educational Percentage as Percentage 
Spending of General of Personal 
per Pupil State Budget Income 

($ 2002-2003) Rank ($ FY2000) Rank ($ FY2000) Rank 

New York 11,515 1 29.0 48 6.6 7 
North Carolina 6,547 39 35.0 30 7.1 33 
North Dakota 4,773 50 34.2 33 8.5 14 
Ohio 7,518 22 35.8 23 6.7 28 
Oklahoma 6,829 36 42.4 1 7.6 38 
Oregon 7,242 30 32.0 43 7.2 19 
Pennsylvania 8,331 15 35.3 25 6.8 18 
Rhode Island 9,889 7 33.4 37 6.4 32 
South Carolina 7,403 26 35.2 28 7.8 31 
South Dakota 6,924 34 35.4 24 6.6 42 
Tennessee 6,048 44 33.1 38 6.0 49 
Texas 7,152 32 41.0 3 7.3 21 
Utah 4,907 49 38.4 9 8.5 17 
Vermont 9,942 6 38.6 8 8.7 6 
Virginia 6,316 42 37.8 13 6.4 23 
Washington 7,516 23 34.5 32 6.6 13 
W~st Virginia 8,722 13 36.4 20 8.4 34 
Wisconsin 9,019 12 37.l 15 8.0 8 
Wyoming 9,232 11 33.8 35 8.9 2 
All fifty states 7,415 34.8 6.7 
District of Columbia 13,355 18.8 4.7 
United States 7,829 34.7 6.7 

Source: Kendra A. Hovey and Harold A. Hovey, CQ's State Fact Finder 2004 (Washington, D.C.: 
Congressional Quarterly Press, 2004), pp. 216, 217, 218. 

significantly lower than for other workers, and that the wage gap is growing.36 
Research has found a pay gap between teachers and workers with similar education 
and skills, with no improvement in benefits that offset the growing wage disadvan­
tage. The erosion of teachers' pay will make improving their quality more difficult; 
it cannot be done on the cheap. 

Most efforts to assess quality in education from kindergarten through college 
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try to evaluate the effect of the educational experience on the individual's educa­
tion. Assessment of the value added by an educational institution is difficult, 
because education has many different dimensions. Different primary and secondary 
educational institutions may have different educational missions. Public schools 
may vary in their vocational, technical, or arts focus. When private and parochial 
schools are added into the comparison, the missions become even more varied and 
complex. Although money is not the solution to every educational problem, most 
aspirations to improve the value added do have tangible costs associated with 
them. 

Assessing outcomes. One strategy for assessing quality is to measure the out­
come of education as students move from one grade to another and as they gradu­
ate. For example, the Scholastic Assessment Test (SAT) is often cited by institu­
tions as a good way to measure the educational attainment of their high school 
graduates. 

Less that half of all high school graduates talce the SAT and a slightly higher 
number take the American College Test (ACT). SAT scores began to decline in the 
late 1960s and reached a low point in the early 1990s. Average math scores 
dropped from 516 in 1967 to a low of 492 in 1980, but bounced back to 506 in 
1995 (see Table 9.5). Average verbal scores fell from 543 in 1967 to 500 in 1990, 
and have only begun a modest rebound since. In 1994 the College Board recen­
tered SAT scores at 500 based on the levels established in 1990. By accepting the 
new standard, critics point out that it validates the mediocre performance of 1990. 

Why SAT scores have declined is a matter of debate. Some dismiss the decline 
as a shift in the pool of students taking the SAT. They contend that a smaller and 
more elite percentage of high school students were college bound in the 1960s. As 
college admission has opened up to a larger percentage of high school graduates, a 

Table 9 5 Average Scholastic Assessment Test (SAT) Scores, 1967-2004 

Verbal 
Math 

1967 

543 
516 

1970 

537 
512 

1975 

512 
498 

1980 

502 
492 

1985 

509 
500 

1990 

500 
501 

1995 

504 
506 

2000 

505 
514 

2004 

508 
518 

Source: U.S. Census Bureau, Statisrica/ Abstracr 2004-2005 (Washington, D.C.: U.S. Government Printing 
Office, 2004), p. 162. 

Note: S..:ores for 1995 and prior yean bave been recentered by the College Entrance Examination Board. 
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growing number of less well prepared students have been included in the pool. But 
declines also occurred at the top end of the distribution. For example, in 1972, 
116,585 students (1 1.4 percent of those taking the SAT) scored above 600 on the 
verbal test. By 1983 only 66,292 (6.9 percent of the total) scored above 600. Since 
that time, the proportion scoring above 600 has languished at around 7 percent.37 

There is no relationship between the diversity of test takers and the decline in 
test scores. In 1980, math scores reached their lowest level, when less than 20 per­
cent of those taking the test were from minority backgrounds. In the late 1990s 
almost a th ird of the test takers were from minority backgrounds, yet math scores 
had increased significantly. One reason for the improvement in the math scores 
may be attributed to the "New Bas ics" math requirements. Because of these 
requirements, in the past fifteen years the number of high school graduates who 
have taken geometry increased from 45 to 70 percent. However, they have also 
resulted in students taking a wider variety of courses in "language arts" rather than 
courses that emphasize grammar, syntax, and spelling. 

One study suggests that the drop in SAT scores may explain the decline in the 
productivity rate in the labor force over the past two decades.38 To the extent that 
test scores do measure intellectual achievement, even imperfect ly, the decline 
results in a slowed growth of U.S. productivity. There is a cost to the nation, in for­
gone productivity and earnings, that can be associated with the low academic 
achievement of the average person who joins the work force after high schooJ.39 

International Comparisons 
U.S. students have often been criticized for lagging behind their contemporaries in 
other countries overall and among the most advanced students. The most recent 
and largest international comparison of student achievement ever administered is 
the Trends in International Math and Science Study (TIMSS), conducted in 1995, 
1999, and 2003. In 1995, U.S. eighth-graders scored well below the international 
average in mathematics and only slightly above the mean in science. In 1999, U.S. 
eighth-graders rose to nineteenth out of thirty-eight countries in mathematics and 
eighteenth in science. In 2003, Singapore, Hong Kong, Taipei, and the Republic of 
Korea led in science and math test scores, but U.S. students made progress against 
forty-eight other countries. U.S. eighth-graders closed the gap in science, ranking 
ninth among all nations while trailing Singapore by fifty-one points. The interna­
tional average for eighth-grade science was 474, and the United States scored 527. 
The international average for eighth-grade math was 467, and the United States 
scored 504. U.S. fourth-graders were twelfth in math and sixth in science. The 
international math average was 495, and the United States scored 5 18. The interna­
tional average for fourth-graders in science was 489, and the United States scored 
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536.40 Despite the 2003 improvements, these are disappointing scores when one 
considers that the United States spends more money per capita on education than 
any other country except Finland. Only in the United States, however, are a majori­
ty of those who work in education not teachers.4 1 A survey in 1991 by the 
Organization for Economic Cooperation and Development found, for example, that 
in Australia, Belgium, Japan, and France, teachers made up 80 percent of all educa­
tio"l workers.42 

Student- Versus School-Centered Approaches 
Researchers have developed two general approaches for analyzing educational 
achievement: student-centered and school-centered. 

Student-Centered Analysis 
Education at the individual level is inherently a student-oriented system. The heri­
tability thesis suggests that there is a natural inheritance of genes that, according 
to Arthur Jensen, detemunes about 80 percent of one's IQ. Thus, according to this 
view, there is little point in intervening to try to reduce this difference.43 A slightly 
different thesis was put forward by Richard Herrnstein and Charles Murray, who 
contend that genes for IQ are becoming correlated with class. Their view may be 
summarized as follows: if differences in ability are inherited, and if acquisition of 
wealth and prestige requires high abilities, then social inequalities will be based on 
inherited inequalities.44 In the United States the ideal of equality can be reached 
when each individual can go as far as their talent and hard work can take them, 
without the worst forms of social inequality barring the way and the abolition of 
prh ilege. The result would be a class stratification system. 

Critics point out that Herrnstein and Murray failed to mention the many more 
comprehensive studies that give a much lower estimate of heritability. Nor do they 
mention studies that show the extreme sensitivity of estimates of heritability to the 
inclusion of factors such as cultural transmission. Heritabi lity does not provide us 
with any information regarding the effectiveness of any social policy on a trait. 
Nor does the view suggest how we may structure the learning experience for dif­
ferent individuals so that each can maximize their potential. The bell curve thesis 
revives the essentially racist propositions of an earlier period that would provide us 
once again with the convenient logic to release us from any obligation to devise 
policies to improve the lives of every citizen.45 

Cultural deprivation theory counters the heritability thesis by focusing on 
the environment. It examines the relationship between a child's experience and 
cognitive development and holds that lower-income or "working-class" culture is 
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different from "middle-class" culture. These elitist interpretations emphasize the 
qualities of the student, as brought into a learning environment. 

Basically, many of these arguments suggest that a cultural deficit works to 
provide poor and working-class students with behavior patterns and attitudes dif­
ferent from those of the white middle- or upper-class culture reflected in the public 
educational curricula.46 The theory holds that working-class and nonwhite students 
perform poorly because they are raised in a culture that fails to develop the ski lls 
that encourage school success. Conversely, middle-class culture does prepare chil­
dren adequately for educational success. For example, Melvin Kohn discovered 
class differences in culture in the 1950s, when he found middle-class parents more 
likely to encourage independence of mind for their children, and working-class 
parents more likely to value obedience.47 ln the late 1950s, Oscar Lewis introduced 
the idea of a culture of poverty, in which poor people develop lower-class cultural 
values to enable them to survive poverty, and so children in poverty are "deprived" 
of preparation for the demands of academic success and achievement.48 Individuals 
in this subculture grow to feel he lpless and powerless to change their circum­
stances. By the age of six or seven, the cultural resources of lower-class children 
are insufficient to ensure educational success, while the cultural resources of mid­
dle- and upper-class children go a long way toward ensuring their relative success. 
The effectiveness of the elementary and secondary educational systems depends on 
the quality of the home environment, which becomes increasingly important in 
econdary school. This view is in theoretical conformity with the notion of a cycle 

of poverty, and is supportive of C. Wright Mills's concept of elite self-recruit­
ment.49 The members of the elite class protect their interests and those of their 
children by sending them to the best schools, where they acquire the social skills to 
n se to the most powerful po itions in society. 

The cultural deprivation theory suggests that there is something in the cultural 
background of lower-class children, irrespective of gender, race, or ethnic back­
ground, that needs changing. If something in the lower-class culture holds children 
back, then we need to identify the characteristics that create failure and modify 
them. lf schools cannot be significantly changed, we must change those aspects of 
the deprived culture of lower-class families. 

Student-centered analysis has been attacked for letting schools escape criti­
cism by focusing blame on the deprived children. In the 1960s, people were sur­
prised to learn that almost 50 percent of men reporting for military service from a 
background of poverty were educationally or physically unfit. President Johnson 
declared a war on poverty based on the view that poverty could be cured through 
education in the correct attitudes needed for success. The policy was based on the 
notion that the poorest people are not only culturally deprived, but also trapped in a 
cycle of poverty. It was hoped that compensatory education could offer poor chil-
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dren some of the educational advantages of the more affluent children and change 
their attitudes and values. Head Start combined health care, social services, and 
education. Even though there was some disappointment in that Head Start did not 
live up to some of its e"aggerated expectations, it is generally viewed as an 
unq.ialified success in improving the well-being of many poor children. 

Cultural difference theory rejects cultural deprivation theory. It claims that 
the ack of educationally important skills is not due to any inadequacy in working­
class or minority households, but results from children being raised in oppressed 
subcultures. It sees the low educational aspirations and achievements of working­
class and minority students' achievement reflected in the inequalities inherent in 
the class structure.so Tho~e who have little education are also likely to have little 
income, forcing them to ive in communities where their children attend inferior 
schools.51 Rapidly rising college tuitions and federal financial-aid policies tilt 
toward the more affluent, making it very difficult for low-income students, even if 
wel prepared, to pursue a college degree. Studies that control for academic 
achievement find that the "dumbest rich kids have as much chance of going to col­
lege as the smartest poor kids. "52 

Some cri tics of student-centered anal ysis see school failure as a long-term 
effect of elitist and meritocratic school procedures that lead to different educational 
conditions for the advantaged and the disadvantaged. Thi view accounts for low 
student achievement by attributing it to individual inadequacies, rather than to 
schools that do not serve their students well. Whatever their weaknesses, student­
centered interpretations do delineate the differences between the skills and charac­
teristics that students bring to school and those that lead to success in classroom 
settings. 

School-Centered Analysis 
School-centered analysis shifts the focus to the educational process. Until the 
mid- l 960s, this approach started from the premise that a major reason disadvan­
taged students receive les~ education is because they go to inferior schools, while 
in contrast, middle- and upper-income students attend schools having substantially 
more resources and more experienced teachers. This explanation has an appealing 
inherent logic. 

Researchers began to investigate schools commonly considered effective and 
compared them, where possible, with schools commonly regarded as ineffective. 
This approach provided insight into the critical performance factors within the 
larger population of schools. By the late 1970s and early 1980s, a number of stud­
ies reached the inescapable concl usion that school organization does have an 
important impact on learning. 
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Case Study: Justice and Educational Equality 

John Rawls and Robert Nozick offer two con­
flicting philosophical approaches for consid­
ering the problem of inequality in education. 
Rawls holds that only those inequalities that 
are to the benefit of the least advantaged are 
justified- that is, inequalities of position or 
resources that result in greater productivity 
and thereby provide greater benefits to all. 
Rawls would anempt to delete the "accidents 
of birth" wherever possible, thus creating a 
full equalization of o ppo rtun ity for each 
child. By moving toward equality, individual 
liberty is lost to the central authority that 
impose!> that equality. 

Robert Nozick's position is based on the 
entit lement of the individual to whatever 
property he or she has legitimately acquired. 
Accordingly, for him the imposition of equal­
ity in benefits signifies a loss of rights for the 
affluent as well as the poor. The extreme 
position of Nozick would suggest no public 
education. Public education is by definition 
redistributive. But according to Nozick, in 
regard to education each child is entitled to 
the untaxed benefits of his or her family's 
resources to the extent that the family choos­
es to apply those resources to the child's edu­
cation. This would make all education private 
and paid for by each family according to its 
ability and desires. By moving in the direc­
tion of individual liberty, equality is lost to 
the variations in market power enjoyed by 
different individuals. 

Because of the issue of school financing, 
parental choice of schools based on residence 
conflicts with the attempts by states and fed­
eral agencies to reduce inequality. This prob­
lem arose because schools were no longer pri­
marily financed from independent towns and 
cities . The schools reflected the social diver-
ity within their communities, so the poor and 

amuent had access to the same program of 
studies, which encouraged Rawlsian equality. 
But each school district was thought to be 
entitled to its own resources even if there was 
inequality between districts, which accorded 
with Nozick 's position. The decision to levy 
taxes for public schools resulted in the sur­
render of control over resources to govern­
ment authority. 

With the shift in recent decades of the 
responsibility for financing public education 
away from local government to the state and 
federal levels, the issue of liberty ver us 
equality has become more prominent. But 
now it involves the liberty of the local school 
district (not the individual) to freely allocate 
it s own resources, versus equity among 
school districts (not individuals), restricting 
district liberty. The basic conflict is between 
those who appeal for financing by the state 
based on principles of equity, versus those 
who protest that resources should not be 
redistributed to other districts. For this issue 
there are policy alternatives that tend toward 
the positions of Rawls or Nozick, and a third 
that is somewhat of a compromise. The first, 
in tune with Rawls 's views, would emphasize 
equality by providing full funding by the 
states. This extreme position precludes the 
liberty of individual districts to spend more 
on education by taxing themselves more 
heavily, insisting on complete equality of 
funding for all children. The second option, 
more closely in tune with Nozick 's views, 
would maintain local funding and local deci­
s ions regarding the level of expenditure. State 
and national funds would supplement local 
financing but without regard to the level of 
the local tax burden for education. 

The third alternative would encourage 
some aspects of both Rawls's and Nozick's 

continues 
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Case SttJdy continued 

principles. Rather than taking away rights 
from those who feel entitled by their econom­
ic power to opt for the school of their choice 
through residence, those righ :s might be 
expandec' to include others who do not have 
this choke. Permitting choice would increase 
equality rather than inequality by allowing 
indiv iduals otherwise effectively excluded by 
economks from the residential area of the 
school to choose a school other than that of 

closest res idence. By exercis ing this right, 
inequality is reduced. Full equality is not 
realized, however: the liberty of the affluent 
to maintain socially homogeneous schools is 
restricted. Importantly, however, a new Liber­
ty (option) is provided for the less privileged, 
who previously were without it. 

Source: James Coleman, "Rawls, Nozick, and 
Educational Equality." Public Interest 43 (Spring 
1976): 121- 128. 

Interestingly, one of the major arguments in favor of the significance of school 
organization on the learning process came from the late James Coleman . In a study 
whose res ults were publi shed in 1982, Coleman and his colleagues at the 
University of Chicago used the High School and Beyond data set to conduct a com­
parative study of public, parochial, and private schools.SJ They concluded that 
pa1ochial school students generally received the highest scores on achievement 
1esls, followed by priva e school students and then public school students. This 
finding remained constant even when background characteristics of students, such 
as ~arnily income or parental education, were controlled. The study also found that 
parochial schools, primarily those serving inner city racial minorities, were more 
integrated than public schools.S4 Parochial and private schools on average did a 
better job of educating the typical student than public schools. The superior per­
formance seems clearest in inner city settings, where lower-income students have 
fewer options. Coleman recognized the difficulty of separating the performance of 
these schools from the selection decision. That is, because attending public school 
is an option, but because parents of some students invest additional resources for a 
private or parochial sc.;hool, students who attend the latter schools are different 
from public school students wi th otherwise identical characteristics. When the 
selection issue is taken into account, various studies conclude that there is still an 
:id\ antage from attending parochial schools but not for attending elite private 
schools.ss Caroline Hoxby provided evidence that public schools react to outside 
competition by performing better in areas with concentrations of Catholic schools 
than in areas wi thout outside altematives.s6 The more affluent can seek higher­
qual ity schools by selecting their residential location in terms of school quality. 

Coleman's findings generated considerable debate. Many in the public educa-
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tional community rejected the study out of hand. But Coleman and hjs colleagues 
established an important theoretical point that schools matter. "Effective schools 
research," as studies of school organization came to be called, suggest that it 
should be possible to identify how structural features of schools can condition 
teacher behavior and expectations and influence student success. Using this 
approach, schools whose students perfonn much better than typical for comparable 
students elsewhere are identified. Researchers then try to isolate those factors that 
differentiate such atypically effrctive schools. Comparing "'effective schools" with 
those commonly regarded as "ineffective" also provides insight into the general 
elements of effectiveness within the educational system. 

No single factor makes a school exceptional. Effective schools, these studies 
have concluded, are characterized by several ingredients that conventional wisdom 
has all along suggested to be important:57 

• Clear school goals. Effective schools have clear goals and a strong princi­
pal or school-based leadership. In other words, schools hould have a mis­
sion rather than operate from force of habit. 

• School autonomy. Effective schools are free from extensive outside bureau­
cratic controls. 

• High expectations. Effective schools have high expectations for student per­
fonnance, from teachers as well as principals. 

• Vigorous leadership and involvement. In effective schools, the principal 
plays a leading role in the instructional program. 

• Rigorous academic standards. Effective schools employ teachers with high 
expectations for students-that they graduate from high school, go to col­
lege, become good readers, and become good citizens. 

• Professionalism among the teachers. In effective schools, teachers spend 
their time actually teaching and monitoring their students, and providing 
feedback to them. Teachers rely on tests they have developed in judging 
student achievement. 

• Experimentation and adaptation. In effective schools, principals and teach­
ers are able to experiment and adapt techniques and procedures in response 
to the circumstances encountered. 

The research on effective schools came at a time when dissatisfaction with the 
educational system reached a critical level. It is consistent with the views of those 
who suggest a "back-to-basics" approach that accentuates order and discipline, 
emphasizing basic skills, more testing to measure progress, and higher educational 
standards. Coleman and others found in their research that Catholic parochial 
schools tend to be more effective and provide a significantly better education than 
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public schools, due to their focus on just such aspects of education .58 This research 
has been challenged, along with its policy implications, by several researchers.59 

In the private education sector the formal right to control a school is vested 
with a church, a corporation, or a nonprofit agency that has the legal right to make 
all .he educational dec isions. In the public education sector, different interes ts 
struggle over educational decisions. Ironically, though, a basic market or "choice" 
principle gives parents and students a mo re influential role in private sector 
schools than in the public educational system. Those who run private or parochial 
schools have a strong motivation to please their clientele, because they know that if 
people do not like the educational serv ices they receive, they can switch. This is 
invariably a strong possibility, since the low-cost public school system is always an 
alternative. Moreover, private sector schools that cannot attract a clientele of suffi ­
cient size must be able to pass along the higher per pupil charges to the fami lies of 
the ~tudents they are able to attract or to their sponsoring organizations. Otherwise 
the} will go out of business.oo This is a strong financial motivator to be responsive 
to p:irents and provide a good education. 

Coleman's conclu sions have been supported and reinforced by the more 
recent research findings of Anthony Bryk and his colleagues, as reported in their 
wor < Catholic Schools for the Common Good.61 Their most significant finding is 
that Catholic schools have been particularl y effective in educating inner city 
min;>rity students with profiles very similar to those associated with failing public 
schools. These parochial schools are typic:illy more racially integrated and oper­
ate 11 a per capita cost of between 50 and 60 percent of public schools. Most 
would agree that racial equality can be achieved only by eliminating the differ­
ences in the average academic performance of blacks and whites. However, half 
of all African Americans, but only 20 percent of whites, in public school attend 
inner city schools. In the largest U.S. ci ties, the racial differences between inner 
city and suburban school ~ are even greater. In Chicago, Dallas, Detroit, Houston, 
Los Angeles, and Washington, D.C., over 85 percent of public school students are 
mino rities.62 In fact, tod.iy's pri va te school students are more integrated than 
those attending public school. According to 1992 Department of Education data, 
37 percent of private school students are in classrooms whose share of minority 
students is close to the national average, compared to only 18 percent of public 
school students.63 

Other researchers, such as Richard Rothstein, maintain that holding schools 
accountable can only be a part of the solution. Rothstein's concern is that effective 
schools research entire ly neglects the earlier concern regarding cultural differ­
ence .64 It is simplistic to think that even the most effective schools could over­
come the black-white or the rich-poor achievement gap. His research emphasizes 
how different child-reari ng practices, ways of communicating, and discipli ning 
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methods wil l influence child ren's performance in school. Poor families have occu­
pational, economic, psychological , health, and personality traits that predict lower 
achievement in academic and other settings for children compared to families from 
more affluent levels of society. Therefore. school reform must be assisted by a 
comprehensive compensatory program along with after-school, summer, and 
prekindergarten programs. 

School Choice and Vouchers 
In 1990, John Chubb and Terry Moe published Politics, Markets, and America·s 
Schools, which is now a classic in U.S. education.65 Their work was controversial. 
as its findings helped initiate a national movement in support of vouchers. Their 
research findings suggest that factors are at work in the public educational system 
that directly conflict with several of the indicators that make for effective schools. 
The voucher issue remains the most controversial topic in U.S. education today. 
For example, Chubb and Moe concluded that a public educational system with low 
or declining quality may not keep parents from moving into a school district , and it 
is even less likely to cause existing residents to leave. Rather, it might prod them to 
consider a private school. If they choose that option, it reduces the number of dis­
gruntled parents in the public school system and reduces the average dissatisfac­
tion of those left in the public sector.66 The major disincentive to leaving is that 
public education has a very low out-of-pocket cost. Therefore, private or parochial 
schools must be far superior to public schools to atlract students. Or stated differ­
ently, the low cost of public schools permits them to attract students without being 
particularly good at teaching them. 

Once parents make a choice in favor of a public school despite their apprehen­
sions, they may try to correct perceived problems in methods or performance 
through the democratic process. The political struggle for control over the public 
schools involves parents, student advocacy groups, teachers, teacher unions. 
administrators, business groups, local school boards, state governments, and the 
federal government. Victory comes in the form of tenuous compromises regarding 
goals that could vanish wi th a shift in political power. Thus schools will be d irect­
ed to "pursue academic excellence, but without making courses too difficult; they 
will be directed to teach history, but without making any value judgments; they 
will be djrerted to teach sex education, but without taking a stand on contraception 
or abortion. They must make everyone happy by being all things to all people­
just as politicians try to do."67 The winning coalition inevitably sets up a bureau­
cratic arrangement to force compliance upon the losers and to ensure against the 
risks of future defeat by opponents who would like to impose their own rules. 
Bureaucratic control means that teacher behavior will be regulated in minute detail 
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and through enforcement procedures set up by the winners that permit verification 
of teacher compliance with rules and standards. 

Thus the tendency to blame the public education bureaucracy for educational 
problems is to misunderstand the nature of the problem. It is true that bureaucrats 
are rewarded for devising rules and regulations and setting standards based on poli­
cie5. and programs defined in the past. But the bureaucrats are put in place by the 
victors of the political struggle to enforce compliance with their vision of what 
education should be. Not to put bureaucrats in place would result in an uncertain 
pol tica1 victory and an inability by the victors to enforce their terms. 

Nor are teachers necessarily to blame for problems in public education. Good 
teaching consists of skilled operations that are extremely difficult to measure in 
fonnal bureaucratic assessments. Educational output results from the interaction 
bet..veen a teacher and a student. This is the primary relationship in education. 
Professionalism requires that teachers have the freedom to exercise their judgment 
in applying their knowledge and teaching skills to the specific students and circum­
stances they encounter. When the system is bureaucratized, the most important 
rel ationship for the teacher is with the supervisor, not the student. Increasing 
bureaucratic regulations and reporting standards guarantee that teacher discretion 
wil be reduced and initiative stifled.68 

The Debate over Market-Oriented Reforms 
The obvious implication of the "effective schools" type of research is that policy 
alternatives need to be implemented that will move the educational system in the 
dirC'ction of decentralized educational ·'markets." Public schools would be forced 
to compete with other private and parochial schools. Advocates argue that this 
would give parents more choice in selecting schools for their chi ldren and force 
schools to compete for the financial support that would come through parental 
choice. As a necessary component of choice, proponents point out, schools must be 
ginn greater autonomy m deciding their academic programs, principal, and staff, 
and how to compete for students. Thus they would resemble private and parochial 
schools more closely. The projected benefi ts would be a public education guided 
more by markets and less by politics, and therefore it would be less prone to the 
debilitating effects of eJ1.cessive bureaucratic controls. By subjecting schools to 
fe\\ er bureaucratic requirements, but to more competition, the market mechanism 
would reward clear goa s and efficiency. Finally, proponents argue, the choice 
exercised by the consumers of education, parents and students, should foster more 
positive and cooperative affiliations between parents, students. and the school.69 

The fuestorm of controversy generated by these studies demonstrates that edu­
cation is not an issue that neatly divides liberals and conservatives. Much of the 
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subsequent literature is subordinate to ideological considerations and has not been 
particularly scientific.70 

Chubb and Moe's research led them to conclude that Americans like public 
schools. They are also reasonably satisfied that their local school system is per­
forming well. Most Americans also support a public school ideology, meaning that 
they have a set of values that lead them to think that having good public education 
is worthwhile. However, many Americans, especially supporters of vouchers, also 
think that private and parochial schools are better than public schools in terms of 
relat ive performance. Further, they think that the education system tends to be 
inequitable and that parents do not have enough influence. They also believe that 
many schools are too big and that generally they do poorly in teaching moral val­
ues. They also think that competition would be a healthy thing for schools.11 

Many critics of vouchers are fearful that they would have the greatest appeal to 
the affluent and that, if adopted, there would be an exodus of advantaged students 
from the public system, which would exacerbate the existing social biases of the 
schools. There is a legitimate fear that "elitists" want to separate themselves from 
lower classes. Moe's research found evidence that parents think primarily about 
finding a good school for their children, and not about race or elitism. In fact, 
choice has the greatest appeal to parents who are low-income and minority (espe­
cially black and Hispanic), and who reside in disadvantaged school districts. 

Supporters argue that vouchers would be a better system, especially for poor 
children most in need of choice. As they see it, this would give the disadvantaged 
more of the choices that the affluent already have. With affluence comes the ability 
to buy homes in the preferred public school district or to opt for private school 
alternatives. The affluent have also been able to press for the best principals, teach­
ers, and facilities. It is only equitable to provide an open enrollment plan (market 
oriented) to give the disadvantaged families the same market power to choose that 
the affluent have always had. Currently, the poor have little choice. The idea of 
giving the poor the same options as those exercised by the more affluent members 
of society appears inherently democratic. 

One concern frequently expressed is that conservatives are attempting to use 
the research findings and recommendations for "choice" to rig the system against 
the poor and divert more resources to the affluent. The contention is that the No 
Child Left Behind bill applies testing not only to students but also to schools. 
Schools can "fail" just as students can. Failing schools are overwhelmingly in poor 
districts with the attendant funding and student problems. Failing schools would be 
"punished" by cuts to their funding, which would make it more difficult for them 
to improve, and many would face elimination. The faili ng public schools would be 
replaced by a voucher system that would be insufficient to provide payment to 
good private schools. The voucher would be a " transfer slip" for a poor student to 
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another poor school. The wealthy could convert their tax payment for public 
schools to a voucher to be used as partial payment in a private school, reducing the 
cost of the private school by the monetary value of the voucher. 

It would contravene the policy goal of leveling the playing field between rich 
and poor if vouchers were to permit affluent parents to select the private school of 
their choice and give it their share of what had been their tax payment for public 
schools. The objection basically concerns why the taxpayer should have to subsi­
dize the parents who want to use their taxes to pay a significant portion of the high 
tuition that elite schools charge. Low-income families would not be able to pay the 
difference between the 'value of their voucher and the tuition costs of elite acade­
mies. Legislators in Wisconsin provided one solution to the problem by limiting 
eligibility for state vouchers to families whose income did not exceed 175 percent 
of the federal poverty level. Means-testing the program does eliminate a concern 
over the wealthy taking advantage of the system to subsidize their leaving the pub­
lic educational system. Another proposal to thwart the affluent using the voucher 
as a tax deduction would be to require the receiving school to accept the voucher as 
"payment in full," which would eliminate affluent private schools while still per­
mitting some parochial schools to take part. 

Strict separationists argue that school choice or voucher programs that would 
include parochial schools would have the "primary effect" of advancing religion 
and would therefore be unconstitutional. The Supreme Court has continued a pro­
hibition against direct public assistance to religious institutions, but in recent years 
has provided standards that would permit parents to receive aid to send their chil­
dren to religious schools. Three basic requirements for aid to be permissible are, 
first, that the assistance must be provided to the parent or child rather than to a reli­
gious institution; second. that any benefit that accumulates to a religious institution 
must result from a parental decision; and third, that funds must be appropriated on 
a neutral basis regarding religion and made available to everyone regardless of 
whether they attend a public, private, or parochial school.72 The Rehnquist Court 
has stressed that parents who wish to have their children attend sectarian schools 
are entitled to the same rights and privileges as those who desire a public education 
for their chi ldren. The Supreme Court held that a Minnesota tax deduction for edu­
cational purposes, whether for secular or parochial schools, did not "establish a 
religion. " Nor did state-provided scholarships "establish a religion" as long as they 
could be used at any school, whether Catholic, Protestant, Jewish, Muslim, or sec­
ular.73 Supporters argue that if religious schools accept vouchers, they should be 
required to admit students of any religion. 

In the United States. the Democratic Party, which has long felt that education 
is its issue, finds itself torn between its desire to defend the educational establish­
ment and its desire to support its working-class members who want choice. 
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Republicans have eroded the Democrats' advantages by appealing to traditionaJ 
Democratic Party constituents, especiaJly ethnic minorities and Catholics, and by 
supporting choice. 

Leaving Children Behind: The Dropout Crisis 
Policy concern over high school dropouts stems primarily from the importance of 
having an educated work force. Technological advances have increased the 
demand for skilled labor to the point that a high school education is increasingly a 
minimum requirement to enter the work force. Students who drop out of school 
before completing their high school education exact a high cost on themselves and 
U.S. society. On average, dropouts have higher rates of unemployment and earn 
lower wages than those who graduate. The average annual income of dropouts is 
approximately 69 percent of the income of high school graduates ($ 18,826 versus 
$27 ,280 in 2002). 74 Women who drop out of high school are more likely to become 
pregnant at an early age, and are more likely to become single parents.75 They are 
also more likely to receive public assistance. Half of all families on welfare are 
headed by high school dropouts.76 The stress and frustration associated with drop­
ping out mean an increased risk of turning to crime for financial support; dropouts 
account for about half the prison population and over half of death row inmates.77 

There is no doubt that completing high school is an important highlight in an 
individual's academic career, as well as an indicator of social and economic 
advancement. For all these reasons, graduation rates are an important indicator of 
the performance of the school system. The passage of the NCLB law in January 
2002 focused attention on calculating a high school 's "on-time graduation rate" . 
rather than the "dropout" rate, which can be subject to various state definitions. 
The law for the first time requires that school systems be held accountable not only 
for academic assessments, but for graduation rates as well. 

The Urban Institute compiled and analyzed data from the U.S. Department of 
Education's "Common Core of Data" to compute graduation rates for the high 
school class of 2001 in nearly every public school district in the nation. 78 Its find­
ings are discouraging. Nationally, only 68 percent of ninth-grade students graduat­
ed in four years. Graduation was defined as on-time with a regular diploma. When 
results are separated out by race and ethnicity, 77 percent of white and Asian stu­
dents graduated on-time compared to only 50 percent of black students, 51 percent 
of American Indian students, and 53 percent of Hispanic students. Male students 
complete high school at a rate about 8 percentage points below that of females. 
Therefore, minority on-time graduation rates for males were less than 50 percent. 
In school districts that are predominantly minority, highly segregated, and socioe­
conomically disadvantaged, the graduation rates were 15 to 17 percent lower than 
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rates in more affluent school districts. For example, New York City had a 38 per­
cent completion rate, Houston and Atlanta had a 40 percent rate, while Oakland 
and Cleveland had a 30 percent completion rate. 

Congress recognized the seriousness of the dropout problem by including 
accountability provisions for graduation rates in the NCLB law. In a contentious 
decision, Roderick Paige, secretary of the Department of Education, reduced the 
effectiveness of the provisions by issuing regulations that permit states to "bundle" 
dropout rates for accountability reporting , which conceals the alarming data 
regarding socioeconomic and minority status. The Department of Education also 
approved state plans that set a "soft" adequate yearly progress (A YP) goal, which 
allows states to avoid sanctions by providing evidence of the slightest improve­
ment from one year to the next. As a result, California set a goal of 100 percent on­
time graduation, but reports A YP for "any improvement"-even one-tenth of a per­
centage point. If California were to disaggregate its graduation data and require 
progress by all major racial groups, it could take the state over 500 years to reach 
its goal. In contrast, the Department of Education enforces a more rigid test score 
accountability in detennining A YP. This creates an incentive for administrators to 
improve their school's test profile by "pushing out" low-performing students rather 
than providing resources to keep them in school. Low-income and minority stu­
dents are most vulnerable to these practices.79 

Growing up in poverty does not determine school failure. But when the diffi­
culties of deprivation are not alleviated by the dedication of substantial resources 
and the commitment of concerned adults, it is extremely difficult to succeed. There 
is little help in many poor rural communities and inner city schools. As Theodore 
Sizer, a former dean of the Harvard School of Education, wrote: 

The hard fact is that if you are the child of low-income parents the chances are 
good that you will receive limited and often careless attention from adults in your 
high school. Most of this is realism that many Americans prefer to keep under the 
rug, of course; it is no easy task for the poor in America to break out ... of their 
economic condition. But a change of status that is a matter of moderately poor 
odds becomes impossible when there is little encouragement to try.so 

Higher standards usually do not come with funding for remedial programs. 
lncreasing the number of required courses and upgrading course content may result 
in teachers adding units to a course but allowing less time to aid students who are 
falling behind. There are many programs with substantial funding to promote 
"excellence" in education, but few that take "equity" into account, which may be 
essential in helping potential dropouts to remain in school. 

Students drop out of school for reasons that are largely unchanged over several 
decades. In the High School and Beyond study, researchers found that the most 
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often cited reason for leaving school is poor academic performance. High-risk stu­
dents frequently find school to be a hostile environment where they are confirmed 
as failures daily. School agendas prize uniformity, harmony, regulation, and intel­
lectual competition. These behaviors are often especially difficult for high-risk stu­
dents. Their rebellion against those behaviors leads to truancy, suspension, or other 
forms of misconduct within school. They are more likely to report that they are not 
popular with their classmates, are less likely to take part in extracurricular activi­
ties, and feel estranged from school life. Males who are older than average for their 
grade (who tend to have repeated a grade at least once) and racial and ethnic 
minorities (other than Asian Americans) are more likely to experience "discipli­
nary" problems and become dropouts. Dropouts by and large are capable of doing 
the academic work, however, though they are inclined to be underachievers, as 
indicated in the High School and Beyond survey, which found that their tested 
achievement levels were seven to twelve percentiles higher than their grades. 

A variety of programs have been developed to increase pupil retention. First, 
programs should address those school practices that discourage high-risk students 
and substitute practices and arrangements that encourage them to remain in school 
until graduation. Recommendations of several studies include the following. 

1. Higher requirements should be accompanied with support for low-achieving 
students. Higher standards without additional assistance for those with lower apti­
tudes and achievement will reinforce their sense of failure and negative views of 
school. 

2. Promotion policies. The dropout rate among students who have repeated a 
grade is more than double that of those who have not been held back. This connec­
tion begins as early as the first grade. Research shows that holding a child back a 
grade in elementary school is less cost effective than providing the special services 
the student needs to perform at the grade level. Several states are instituting stan­
dardized tests to determine competence for promotion and graduation. If such pro­
grams are implemented without remedial programs, they may simply divide " win­
ners" and "losers" without identifying where help is needed. Retaining a student 
without remedial help is a form of punishment. 

3. School and class size . The larger the school and classes, the more problems 
reported by both teachers and students with the quality of teaching. Teacher work­
loads are increased with overcrowded classrooms, making it difficult to provide 
individual attention or remedial help with learning difficulties. Students experienc­
ing problems in overcrowded classrooms find teachers less acs;essible, increasing 
their feelings of frustration and alienation. The greatest overcrowding occurs in 
poorer school districts, where there is insufficient funding to provide extra class­
room space or hire the additional teachers needed. 
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4. Lack of support for minorities. Many ethnic minority students, primarily 
Hispanic, suffer from attending schools that do not provide sufficient bilingual 
education. Few Hispanic children with limited English proficiency, even in areas 
where they make up the majority of the class, are placed in a bilingual program. 

5. Work-study programs. Schools should develop programs to provide relevant 
work experiences for 5tudents who are faced with the necessity of helping to pro­
vide a family income. 

Evaluation of Current Federal Education Policy 
The "No Child Left Behind" law is an extension of Lyndon Johnson 's Elementary 
and Secondary Education Act of 1965, which was intended to provide aid to low­
income children, though it tended to become general federal aid to education. 
Reform measures undertaken by Bill Clinton required more focus on aid going to 
poor children. The NCLB law goes further in making schools accountable for the 
achievement of poor children. In reality, the NCLB law is a sweeping nationalization 
of school policy. The law took its name from Marian Wright Edelman 's Children's 
Defense Fund slogan '·Leave No Child Behind." Its stated goal was to require 
schools co close the huge achievement gaps in U.S. education between poor and 
minority children and those attending primarily suburban affluent and mostly white 
schools. It was to do thi& by creating an accountability system of tests, on-time grad­
uation rates, and other indicators that would force schools to make significant 
progress by raising overall test scores as well as every major subgroup of students 
(low-income, African American, Hispanic, special education students, and those 
learning English) to a state-defined level of competence. School districts were to 
issue annual report cards on the system, and each school was to provide information 
on the quality of its education. Schools were to ensure the presence of "highly quali­
fied" teachers in every classroom by 2005-2006. "Failing schools" were to face 
sanctions until their performance once again satisfied their annual goals. Children in 
"failing schools" were to be allowed to transfer to better public schools (including 
charter schools if available). For its part, the federal government was to provide the 
necessary resources to fund the reforms required to implement the policy. 

The law has several problems. The major complaint is that although the admin­
istration can argue that funding for education is up, appropriations fall seriously 
short of what Congress has authorized and what states claim are necessary to 
achieve the goals. Many educators see the law as essentially an unfu·nded federal 
mandate. States have been spending more money even while their tax receipts have 
fallen, and the federal government is not providipg the funding it promised. 
Several state legislatures have considered withdrawing from the NCLB program 
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even though they would lose whatever federal money is available under the law. A 
wave of lawsuits have been filed by parents and school districts demanding that 
states provide the resources necessary to achieve the standards that they have 
imposed. 

The law is also criticized for failing to live up to its own provisions. Many stu­
dents of "failing schools" hav~ found there is nowhere to transfer to, because other 
schools are already overcrowded. Other school districts have complained that 
schools with large numbers of English learners are in a no-win situation. If foreign 
students (primarily Spanish-speaking) become proficient on English tests, they are 
redesignated as being proficient in English and are no longer counted in the 
''English learner" group. But new students enter who are not proficient, so it is dif­
ficult to show statistical improvement. In fact, in areas with rapidly growing Latino 
populations, it may appear that schools are regressing. The law mandates putting 
"highly qualified" teachers in every classroom, but has not been able to get many 
school districts to even report on teacher qualifications. 

Some cynics have suggested that the NCLB accountability system was adopted 
as a conservative ploy to show the school system's fail ures and open the door for 
vouchers. Former governor Howard Dean says the purpose of NCLB "is to make 
the public schools so awful, and starve them of money, just as he 's [Bush's] starv­
ing all the other social programs, so that people give up on the public schools."81 

Most observers, while critical of underfunding the program, approve of a process 
that puts more pressure on schools to be more accountable to the achievement of 
poor children. 

Conclusion 
There is widespread evidence that the quality of elementary and secondary educa­
tion in the United States is lagging behind that of many other countries. The United 
States is atypical in that education is primarily a state and local policy issue. 
Constitutionally, states are responsible for educational systems. The federal gov­
ernment's ability to influence policy is primarily through the carrot of financial 
assistance. The result is that education policy has never been a major aspect of 
national policy. It is frequently a matter of symbolic politics. As recently as 1980, 
Ronald Reagan campaigned on the platform of aboli shing the Department of 
Education, since education was not a question for national policy. 

There are several theories regarding the benefits of education. Functionalism 
stresses that education prepares individuals for various positions in the job market. 
Other theories contend that education should promote equality, but that the system 
in fact reinforces social stratification. Human capital theory is one of the major jus-
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tifications for government intervention and for treating education as a quasi-public 
good. 

Recent studies to improve the quality of education have focused on the factors 
that affect learning. Student-centered and school-centered factors are both involved 
m the learning process. School-centered approaches are the primary interest of 
"effective schools" research , which suggests that decentralized systems that 
encourage market competition are strongly correlated with effectiveness in educa­
tional achievement. 

Because evolution of the educational system in the United States occurred long 
after the drafting of the Constitution, education has been primarily a state and local 
responsibility. This is decidedly unlike the systems in many other countries, where 
education is a function of national governments based on more recently drafted 
constitutions. Countries noted for educational excellence, such as Japan, have 
s ongly centralized education ministries that ser national standards. Germany and 
Britain are exceptions. Germany vests its Lander (states) with educational authori­
ty in a manner simi lar to the arrangement in the United States, while Britain gives 
its Local Educational Authorities considerable autonomy. A strongly centralized 
system wiU not work in the United States, since states and local governments are 
jealous of their authority over education. 

There are almost 16,000 school districts in the United States, none of which 
uniformly turns out students that outperform their foreign counterparts. The system 
of school choice might introduce an element of market competition among U.S. 
schools that would make them more effective. 

High school dropout rates are reflective of serious social stratification prob­
lems in society and a need for remedial assistance to encourage greater equality of 
educational opportunity. 

Questions for Discussion 

l. Has the "No Child Left Behind" law lived up to expectations regarding the 
measurement of student learning and holding schools accountable? What 
are the major criticisms of the law? 

2. Does the economy grow because of its investment in human resources, or 
does it invest in education because it is growing and can afford it? 

3. Acquiring high levels of education was assumed to guarantee job security. 
What evidence is there that this may no longer be as valid as in the past? 
Does that mean that investment in education is no longer as valuable as in 
previous years? 

4. What is the concept of "human capital investment"? ln what ways can edu-
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cation and training be considered investment? In what ways can they be 
considered consumption? 

5. Should parents be able to apply school vouchers to public schools only, or 
should they be able to use them for private or parochial schools as well? 
What are the arguments for and against their use in public schools, let alone 
private or parochial schools? 

6. How could we provide for equality in public education? Is there a realistic 
chance of resolving the issue? 

Useful Websites 
American Association for Higher Education, http://www.aahe.org. 
American Federation of Teachers, http://www.aft.org. 
Center for Education Reform, http://www.edreform.com. 
Children 's Defense Fund, http://www.childrensdefense.org. 
Democratic Committee on Education and the Workforce, http://edworkforce.house. 

gov/democrats. 
Education Policy Ana.lysis Archives, http://epaa.asu.edu. 
Educationa.l Resources Information Center, http://www.ericsp.org. 
Educause, http://www.educause.edu. 
House Committee on Education and the Workforce, http://edworkforce.house.gov. 
National Center for Public Policy and Higher Education, http://www.highereducation.org. 
National Center for Education Statistics, http://www.nces.ed.gov. 
Nationa.l Education Association, http://www.nea.org. 
U.S. Department of Education, http://www.ed.gov. 
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CHAPTER 1 Q 

Health Care: Diagnosing 
a Chronic Problem 

Health care issues consistently surface as one of the most important policy con­
cerns facing the United States today. Americans spend more money on health care 
than does any other nation in the world. Yet health care seems to be a topic of con­
stant controversy. Who gets health care and how much they receive is an ethical 
and a practical problem in society. We do not want to get ill but want proper treat­
ment when we need it. Why is it that , despite spending huge sums of money, we 
never seem to have the health care we want? It is so costly that almost 45 million 
Americans are without health insurance and do not have access to high-quality 
care. Whatever the amount we spend on health care, how can we spend it efficient­
ly so that we get the most effective health care for a given commitment of 
resources? Efforts to control rising costs are held in check by new treatment tech­
nologies, which drive up the cost. Various business and lobby groups prefer the sta­
tus quo over changes that might limit their influence. Political power is divided 
among the executive, various congressional committees, states, and political par­
ties. Finally, there is an ideological conflict between those who see health care as 
just another "market" good and those who think government should guarantee 
health care as a right based on need. 

The Rising Cost of Health Care 
The cost of health care is the single most important concern of most Americans 
when they think of health care problems. After housing and transportation, health 
care spending and food claim the largest share of average household spending. 
American health is a study in contrasts. A baby girl born to an affluent family can 
expect to live for about eighty-two years, but a girl born to a poor family without 
health insurance will have a much shorter life expectancy. The affluent child can 
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expect to receive adequate nutrition and attention to health needs, and be given 
every educational opportunity. If she becomes a mother, she and her child will ben­
efit from high-quality maternity and prenatal care. As she grows older, she may fall 
victim to chronic diseases, but insurance and personal resources will ensure that 
he receives the best treatment and rehabilitation services available. Almost no 

11edical treatment recommended by her physician will be turned down. 
Meanwhile, the poorer girl born to a poor mother without prenatal care will 

more likely be an underweight child throughout childhood. Living in poverty will 
mcrease the likelihood that the child will develop asthma or other diseases that 
may be a chronic condition largely left untreated. She will probably have poorer 
dietary habits and a lower level of education. She will more likely marry at an ear­
lier age and will have a greater likelihood of having inadequate insurance and thus 
continuing the pattern of inadequate maternity and prenatal care and counseling. If 
she develops chronic diseases later in life, she is much less likely to have access to 
adequate treatment. Her chronic health problems will lead to a shorter life span, on 
average, than that of the affluent child. 

The contrasting scenarios are at the crux of what good medicine can achieve 
and the unmet needs of those without access to good health care. A goal of health 
care in the United States today is to close the gap between the health care inequali­
ties. 

Spending on health and health care has risen dramatically in the United States 
and most other Organization for Economic Cooperation and Development (OECD) 
countries in the first several years of the twenty-first century. Slower economic 
growth along with increased health spending drove the share of health expenditure 
as a percentage of gross domestic product (GDP) from 13 percent in 1997 to 
almost 14.9 percent by 2002 in the United States.I Health spending increased 2.3 
times faster than GDP during that period. Meanwhile, the OECD average increase 
in health expenditures increased from 7.8 percent in 1997 to 9.3 percent in 2002. 
Health expenditures exceeded average annual OECD rates by 1.7 percent. In 1997 
the average American spent $3,939 on health care. By 2002, health care spending 
in the United States reached $5,440 per capita, over twice the OECD average of 
$2,144.2 Health care is valued highly in the United States, as demonstrated by the 
nation 's sizable investment in it. The nation provides health insurance in the form 
of Medicare for those over sixty-five and offers tax subsidies to support health 
insurance for workers, which taken together benefit about 85 percent of the popu­
lation. 

Why has the demand for health care grown so much? Obviously the desire of 
people to remain healthy has led to a continuous growth in the demand for health 
care. But there are more specific reasons for the continued increase in demand for 
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health care. There has been a shift from a focus on infectious diseases to more 
costly chronic diseases.3 With the development of vaccines and antibiotics, the 
incidence of infectious diseases decreased and concern shifted to chronic ailments, 
such as heart disease, diabetes, and cancer, for which cures are not available. 
People with chronic diseases often undergo treatment for the rest of their lives, 
which is more costly. 

Improvements in medical technologies is a second factor that has driven up the 
cost of health care. New and more expensive drugs permit the treatment of a num­
ber of conditions, such as asthma, that previously were essentially untreatable. 
Technology that permits heart bypass surgery, kidney dialysis, and chemotherapy 
and radiation for cancer may not cure or even arrest chronic diseases, but may per­
mit a much longer and higher quality of life. Other expensive technologies are used 
with increasing frequency, such as magnetic resonance imaging (MRI) for diagnos­
tic purposes. 

A third major factor contributing to cost escalation is the changing age struc­
ture. Countries like the United States have an aging population, which increases 
the demand for health care. The elderly (defined as those sixty-five and older). who 
require more health care than younger age groups, now constitute over 12 percent 
of the population and are the fastest-growing age group. As baby boomers begin to 
reach retirement age within the next few years, this segment will expand signifi­
cantly. 

Rising real incomes have resulted in many people deciding that they no longer 
have to endure the pain, discomfort, or lack of mobility associated with conditions 
like osteoarthritis of various joints. People now demand a hip or knee replacement 
operation rather than accept the reduced mobility that used to be associated with 
those conditions. 

Finally, traditional health insurance system~ have contributed to the increase in 
demand for health care (and therefore its costs). Employer-based health insurance 
grew rapidly in the decade after World War II and provided a ready supply of cash 
to finance technical developments in medical care. 

Nevertheless, now over 15 percent of the U.S. population has no health insur­
ance, about one in six people, while virtually I 00 percent of citizens in all other 
OECD countries are covered by their respective national health care systems. As 
mentioned above, Americans spend more on health care. both per capita and over­
all , than do citizens in any other country in the world, and that spending continues 
to grow faster than GDP. The proportion of GDP spent on health care may rise to 
18 percent by 2013.4 This is unsustainable. Any increase in health care spending 
must be accompanied by offsetting reductions in other sectors of the economy such 
as housing and education. 
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The Problem: Access to Health Care and the Uninsured 
Despite the large sums of money spent as a nation on health care, a growing num­
ber of Americans lack access to health care because they cannot afford basic health 
insurance. The U.S. Census Bureau concluded that the share of the population 
without health insurance rose from 41.2 million in 200 1 to 45 million in 2003, or 
15.6 percent of the population.5 How large is 45 million? It is more than all African 
Americans (about 37 million), all Hispanic and Latino Americans (about 40 mil­
lion), or all Americans age sixty-five and older (about 36 million). The uninsured 
population is about the same size as the number of Americans living in California, 
Washington, and Oregon combined. The percentage of people covered by employ­
ment-based health insurance dropped from 62.6 percent to 60.4 percent between 
200 1 and 2003, in what has become a clear trend. 

There is a general stereotype that the uninsured are unemployed and on wel­
fare. The truth is somewhat more complicated. Considering the eighteen- to sixty­
four-year-old population, workers are somewhat more likely to have health insur­
ance than are nonworkers. But over 74 percent of nonworkers have insurance.6 
Among employed workers, the proportion who have employment-based policies in 
their own name has been declining, to 55 percent in 2002. There are several key 
demographic factors related to health insurance coverage. Age is a significant indi­
cator. Young adults (ages nineteen to twenty-four) compose a larger share of the 
uninsured than do workers (21 percent versus 10 percent).7 Since almost everyone 
over sixty-five is covered by Medicare insurance, over 99 percent of the elderly 
have health coverage. For other age groups, employment-based insurance coverage 
increases with age. The likelihood of having health insurance also increases as edu­
cational levels rise. The same is true with income. While 20 percent of all workers 
have low family incomes (defined as an income less than double the federal pover­
ty level [FPL]), over half of uninsured workers have low incomes. Almost half of 
poor workers (an income equal to the FPL) and a third of near-poor workers (an 
income equal or greater to, but less than double, the FPL) have no health 
insurance.s 

In 2002 there were 143 million workers aged eighteen through sixty-four, of 
which 55 percent had employment-based health insurance. The proportion of 
workers with insurance increased with the size of the company. Only 3 1 percent of 
the workers in firm s employing twenty-five or fewer people had employment­
based insurance, compared to 65 percent of those employed by firms with one hun­
dred workers or more. Not surprisingly, the uninsured are also more likely to be 
minority, eij}er black (20 percent) or especially Hispanic (32 percent). The unin­
sured also vary significantly by state. Texas has one of the nation's lowest rates of 
employer-sponsored coverage and the highest rate of uninsured (24 percent) in the 
country. In 2002, over 1.4 million children were uninsured in Texas. In contrast, 
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j ust 8 percent of Minnesota's population was uninsured. The uninsured tend to be 
young workers in low-skill jobs working for small companies that often do not 
offer health insurance to their employees. 

Those without insurance lack access to quality health care. Without insurance, 
the out-of-pocket expenses put all but the most routine health care out of reach. 
Not surprisingly, the uninsured get significantly less care than do insured people. 
The Institute of Medicine estimates that 18,000 people between the ages of twenty­
five and sixty-four die prematurely each year because they are uninsured .9 T he 
institute also found that the amount the uninsured pay for services out of pocket, 
along with worker compensation, charity, and insurance payments for partial cov­
erage is over $100 billion per year. When they do receive services, the uninsured 
are often charged a higher price and pay more of the total cost themselves than do 
people with health insurance. The lack of health insurance is costly to society. 
Uninsured children lose the opportunity for normal development and educational 
achievement when preventable health conditions are left untreated.lo Famil ies lose 
peace of mind because of the uncertainty of the medical and financial conse­
quences of an illness or injury. The economic vitality of the country is diminished 
by productivity lost as a result of poorer health, disability, or premature death of 
uninsured workers. This is bothersome for both ethical and medical reasons. As 
David Cutler has written, "In a country as rich as ours, it is difficult to accept that 
not everyone has health insurance. Other countries insure everyone, and at lower 
cost. Why can't the United States do the same?"ll 

Quality of Health Care in the United States 
ls the quality of health care in the United States what we would expect from an 
investment of 15 percent of GDP? It is not unusual to hear the boast that health 
care in the United States is the best in the world. But critics make the claim that it 
is scandalously inferior to what the average citizen in other developed democracies 
has come to expect. Unfortunately, both claims may be simultaneously valid. In the 
Dickensian sense it is "the best of times, and the worst of times." For the affluent 
and the well insured, access to health care of the highest quality is readily avail­
able, while for the poor and uninsured, access is limited and the quality of health 
care they receive is decidedly inferior. 

According to the U.S. government, health care spending rose to $1.6 trillion in 
2002, a growth rate of 9 .3 percent, or 5.7 percentage points faster than the overall 
economy.12 Governments must rely on tax revenue to fund health care programs. 
When tax rates remain constant, tax revenue will generally increase at the same 
rate as GDP. However, health care costs continue to accelerate at a faster rate than 
GDP, which must result in a rising portion of GDP going to health care. One policy 
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dilemma is that taxes must be raised to pay for increased heal th costs or govern­
ment deficits will rise. However, recent government policy leans heavily in the 
direction of reducing taxes, which makes it increasingly difficult co pay for rising 
health care costs. Another possibility is that the government might seek ways to 
have the private sector pick up an increasing portion of the expense. Another obvi­
ous policy dilemma is that more resources put into health care means that there are 
fewer resources for other sectors of the economy. Private industry is opposed to 
absorbing more health care costs because it already feels itself at a competitive dis­
advantage with foreign competitors. 

Figure 10. l indict tes that private sources funded over half the national health 
expenditures in 2003, with private health insurance contributing 36 percent of the 
total ($550 billion). Out-of-pocket payments contributed $212 billion, or 14 per­
cent of all expenditures. The public sector accounted for 45 percent of all health 
payments, with Medicare providing 17 percent, at $267 billion and Medicaid 16 
percent, at $249 billion, of total spending, and other public spending equaling 12 
percent. Figure 10. l aho indicates where the money was spent. 

Since we pay more for health care than any other country both per capita and 
a> a percentage of GDP, one might expect that our society would lead the world 
in indices of what constitutes health. We are also the only developed democratic 
capitalist state that leaves most of health care up to market forces and the only 
country without national health insurance. The fact that Americans spend 14.9 
percent of GDP on health care while other developed countries spend approxi­
mately 8 percent would suggest that, by paying so much more, we would have 
more services available than do other countries. Unfortunately, the United States 
lags behind most countries in several leading health indicators. Table 10.1 illus­
trates the problem. 

Despite paying so much more than other OECD countries for health care, the 
United States ranks below most of those countries in key areas. For example, the 
United States had 2.4 doctors per 1,000 people, compared with a median of 3.1 in 
other OECD countries. Even more striking is the fact that the United States lags 
benind every other OECD nation in infant mortality rates, with 6.9 deaths per 
1,000 live births versus an OECD average of 4.4. Or consider life expectancy at 
birth for the U.S. population compared to that for other developed countries, as 
indicated in Table 10.2. 

Female life expectancy in the United States is the lowest of the fifteen nations 
listed in Table I 0.2, while males in the United States rank fourteenth, just ahead of 
Portugal. OECD projections also indicate that the United States will rank four­
teenth on the overall life expectancy indicator in 2010. OECD data also suggests 
other anomalies. For instance, the United States has only 2.9 hospital beds per 
1,000 people, whi le the OECD average is 3.9.13 An American is also likely to 



Figure 10.1 U.S. Health Care Spending: Where It Came From and 
Where It Went, 2003 
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Source: Centers for Medicare and Medicaid Services, Office of the Actuary, National Health Statistics 
Group, 2003. 

Notes: a. "Other public" includes programs such as worker compensation, public health activity, 
Department of Defense, Department of Veterans Affairs. Indian Health Service, state and local hospital 
subsidies, :md school health. 

b. "Other private" includes industrial in-pl:mt, privately funded construction, and nonpatient revenues, 
including philanthropy. 

c. "Other spending" includes dental services, other professional services, home health care, durable med­
ical products, over-the-counter medicines and sundries, public health activities, research, and construction. 



358 PUBLIC POLICY 

Table 10.1 Health Expenditures and Health Indicators 
for Selected OECD Countries, 2002 

Australia 
Austria 
BelgiLm 
Canada 
Finland 
France 
Germany 
Greecf 
Italy 
Japan 
Netherlands 
Ponug.il 
Spain 
United Kingdom 
United States 

Total Expenditures 
on Health 

(% olGDP) 

O.Ja 

7.7 
9.1 
9.6 
7.3 
9.7 

10.9 
95 
85 
7 ga 
9 I 
93 
7.6 
7.7 

14.9b 

Infant Monality 
(deaths per 

1,000 live binhs) 

5.0 
4. 1 
4.9 
5.0 
3.0 
4.2 
4.3 
5.9 
4.7 
3.0 
5.0 
5.0 
3.4 
5.3 
6.9 

Practicing Physicians 
(Densi ty per 

1,000 population) 

2.5 
3.3 
3.9 
2. 1 
3. 1 
3.3 
3.3 
4.5 
4.4 
2.0 
3. 1 
3.2 
2.9 
2.1 
2.4 

Sourc •s: Organization for Econo111ic Cooperation and Development (OECD), OECD Health Data 2004. A 
Compar<tive Analysis of 30 Cow11rits (Paris: OECD. 2004): Center for Medicare and Medicaid Services: U.S. 
Census E ureau, Statistical Abstract 2003 (Washington, D.C.: U.S. Government Printing Office. 2003). 

Notes. a. 200ldata. 
b. Revised upward from 14.6 as origmally reported by the Center for Medicare and Medicaid Services. 

spend fewer days in a hospital and less likely to be admitted to a hospital in any 
given year. This is not necessarily bad in itself, but if this is the case, then why do 
we spend so much more than other countries and receive fewer services? 

Barbara Starfield found that the fact that over 44 million Americans have no 
health insurance is well known, but seems to be tolerated under the assumption that 
better health results from more expensive care. Her research concluded that, in 
fact, Americans do not have anywhere near the best health in the world. 14 Of thir­
teen countries in her study, the United States ranks twelfth on sixteen available 
health indicators, lagging behind Japan, Sweden, Canada, France, Australia, Spain, 
Finland, the Netherlands, the United Kingdom, Denmark, and Belgium.15 Evidence 
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Table 10.2 Life Expectancy at Birth, 2002 

Females al Males al Male and Female 
Birth (years) Birth (years) Projected to 2010 (years) 

Australia 82.6 77.4 81.0 
Austria 81.7 75.8 (NA) 
Belgium 81.l 75.1 79.4 
Canada 82.2 77.l 80.7 
Finland 81.5 74.9 (NA) 
France 82.9 75.6 80.3 
Germany• 81.3 75.6 79.4 
Greece 80.7 75.4 79.8 
Italy 82.9 76.8 80.3 
Japan 85.2 78.3 81.6 
Netherlands 80.7 76.0 79.6 
Portugal 80.5 73.8 77.4 
Spain 83.I 75.7 80.2 
United Kingdom• 80.4 75.7 79.2 
United States• 79.8 74.4 78.4 

So11rce: Organization for Economic Cooperation and Development (OECD), OECD Health Dara 2004: A 
Comparative Analysis of 30 Co11ntries (Paris: OECD, 2004); U.S. Census Bureau, Statistical Abstract 2003 
(Washington, D.C.: U.S. Government Printing Office, 2003). 

Notes: a. 2001 data. 
(NA) indicates data not available. 

of the deficiency of U.S. medical care has been reinforced by the World Health 
Organization (WHO), which ranked the United States fifteenth out of twenty-five 
industrialized countries.16 The WHO created a single measure of the overall quality 
of national health systems by integrating measures of child survival and life 
expectancy with differences across social groups in experiences with health care 
systems and the level of public financing (versus out-of-pocket expenditures for 
health care). The evidence from international comparisons, according to Starfield, 
is "incontrovertible," and the U.S. position is declining not improving. Research 
suggesting the relatively poor position of the United States, when compared to 
other developed, democratic, capitalistic nations, is not dependent on the particular 
measurements used. Thus the data in Table IO. l suggest that about 4 percent of 
GDP (about $600 billion a year), the amount we spend beyond what other coun­
tries spend, is essentially wasted. 
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tr ibution system. The first criterion is effic iency : Does the system allocate 
resources in a manner that meets the Pareto efficiency criterion (i.e., an allocation 
that makes one person better off must not make someone else worse off)? The allo­
cation is efficient if the tradeoffs lie on the production possibilitjes frontier (see 
Chapter I). The second criterion is normative in that it depends completely on peo­
ple's values. Does the system meet society's view of justice? Although this criteri­
on is more subjective, it has been determinative in other industrialized nations, 
\\here notions of the prerequisites to create a just and humane society have resulted 
in adoption of a policy of health care as a basic right for all citizens. 

The concept of fajrness here is analogous to our discussion of horizontal and 
vertical equity in tax policy (see Chapter 6). Horizontal equity in health care would 
provide equal treatment for those in equal need. Horizontal equity would require 
trat two individuals with the same medical condition receive the same treatment. 
Treatment would not differ according to financial circumstances, for example. 
Vertical equjty holds that people in unequal circumstances should not be treated 
equally. Accordingly, in health care we would expect unequal treatment for 
unequal circumstances. A severely injured victim of an accident should be given 
more treatment than a walk-in patient with a minor complaint. And as in taxation, 
it might include the government financing heal th care based on ability to pay, such 
as through a progressive tax. 

The determination of what kind of health care to provide, how to finance it, as 
well as how and to whom to deliver it, is deeply influenced by the unique culture 
and peculiar political system of the nation concerned. Especially in the United 
States, health policy is "ery broad and encompasses much more than just the feder­
al government and bureaucracies like the Center for Medicare and Medicaid 
Services. States also play a major role, especially in financing care for those in 
poverty and in licensing medical practitioners. Insurance companies, which are pri­
vate businesses, provide health insurance to other corporations. Thus corporations 
in the United States are key players in determining the way health care is financed 
and delivered. They are also deeply involved in pressuring government at all levels 
to accept a market-based approach. Private professional orgaruzations such as the 
American Medical Association (AMA) have been a major force behind the creation 
of the private-practice fee-for-service model for health care delivery providers. 
Private businesses that attempt to compete with physicians to hold down prices as 
an alternative to traditional prepaid private insurance, known as health ma inte­
nance organizations (HMOs), have also become very influential. Accordingly, the 
Un ited States is unique in treating medical care as a market commodity to be 
bought and sold in the marketplace rather than as a social good that should be 
made available to all on the basis of need. 

The first policy deci sion to profoundly affect the way health care evolved in 
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the United States was the result of a commission report that attempted to restruc­
ture and standardize medical education. In the early 1900s there were few stan­
dards regarding medical education in the United States. The Flexner Report of 
1910, titled Medical Education in the United States and Canada, was very critical 
of the quality of medical education at the time and encouraged strict standards of 
education as a requirement to become a certified practitioner of medicine. The 
report promoted the AMA as the primary authority over medical practice, and so 
government at all levels began to rely on the AMA for advice regarding policy 
matters. The AMA effectively closed down inferior medical schools while improv­
ing the economic status of physicians by limiting the number produced. The sover­
eignty of the U.S. medical profession was not eriously challenged at the time, 
because health care was a relatively minor concern in most people's lives. 
Insurance companies and corporations were not yet players in the health care 
arena. In the early part of the twentieth century, physicians were seen as profes­
sionals who provided care to P.veryone without regard to ability to pay. Hospitals 
were often run by religious or charitable organizations and charged fees to those 
who could pay, but provided care to everyone despite financial ability. It was this 
view that led state and local governments to defer authority to the medical profes­
sion over how medicine was practiced. Physicians were able to demand the autono­
my of a fee-for-service system because of their specialized knowledge and the fact 
that there were no other major players in the field. A critical view contends that the 
medical profession began using its power to limit the size and number of medical 
schools and thereby limit entry into the profession. The AMA was able to restrict 
the supply of physicians by placing limits on medical schools and on the number of 
physicians trained, and ultimately on the supply of doctors in active practice.20 As 
Table I 0.1 illustrates, the United States ranks near the bottom in number of physi­
cians available to the population. The AMA also prevented doctors from advertis­
ing, which prevented consumers from gaining the information needed to make a 
rational choice in a free market.2• 

The fee-for-service system defended the right of physicians as entrepreneurs to 
charge patients a separate fee of whatever the market would bear. ln providing 
health care, physicians presumably had the desire to make decisions that would be 
in the interest of the patient as well as in their own financial interest. The higher 
the quality of medical care for the patient would also improve the personal income 
of the physician. 

The AMA accepted the original prepaid indemnity plans as not conflicting 
with the fee-for-service notion. An indemnity plan allows the enrollee to use any 
licensed doctor and provides the same coverage no matter which physician or hos­
pital the enrollee uses. It reimburses for covered medical services, as long as the 
expenses are reasonable and customary. A physician's willingness to supply these 
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services and lhen bill he insurance company leads to the problem shown in Figure 
l0.2's simple supply/demand curve. 

The fee-for-service syslem also provided a powerful incentive to develop new 
~urgeries or devices to improve health. Research funds flow from such organiza­
tions as the National Institutes of Health. hospitals, pharmaceutical firms, and 
insurance companies. The expected return for successful research is obviously 
high. Insurance companies as a major source of such funds found themselves fac­
ing increasing costs to generate benefits and to pay for their use once established. 
It is not easy to conv ince employers to pass the cost on to workers in the form of 
higher premiums (which ultimately result in lower wages). 

The economic sucless the medical profession enjoyed after establishing con­
trol over the organization of medical care and gaining acceptance of the fee-for­
service ystem ultimately brought about its own countervailing power. According 
to Gerard Anderson and colleagues, the reason for the high level of spending is that 
Americans with access to health care pay much more for prescription drugs, while 
hospitals, doctors, and administrative expenses are higher than in most industrial­
ized countries.22 This puts an upward pressure on insurance costs. Employers 
increasingly resist higher costs for health insurance to prevent further erosion of 
their competitiveness with foreign corporations that do not face similar health care 

Figure 10.2 Implications of User and Third-Party Payer Health Care 

Q 

In a user-pay approach, the consumer would 
choose the quality of health care (Q) at cost 
(C). In a third-part) payer model, the user can 
buy more health care (Q 1) at a lower price (P) 
because of his or her low deductible or copay­
ment, whereas the third-party payer's pay­
ment provides the necessay reimbursement to 
supply the higher quantity (Q 1) at a higher 
price (C1 ). 
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costs because of national health insurance. Governments also find that Medicare 
and Medicaid costs ri se faster than tax revenues, even when the economy is grow­
ing. A slow growth economy, or even a contracting one, results in deficits, and tax 
cuts further exacerbate the problem. 

The Growing Consensus on the Need for Change 
The growing public awareness that health care costs have climbed so high that 
more and more Americans can no longer afford basic health insurance has forced 
health care onto the poli cy agenda. A survey by the Henry J. Kaiser Family 
Foundation in 2004 found that 73 percent of survey respondents said health care 
would be "very important" or "one of the most important issues."23 There is also 
increased concern that the government could do more to ensure both improved 
access to and quality of health care for all Americans.24 

Theodore Roosevelt proposed a publicly financed universal health care system 
in the United States when he ran for president in the Bull Moose Party in I 912, but 
it garnered little support. Although private health insurance was introduced in the 
early part of the twentieth century, it was not until 1929. when Blue Cross offered 
hospital insurance, followed a few years later by Blue Shield's offering of prepaid 
physician care, that health insurance began to grow. Before then, very few 
Americans had prepaid health insurance that covered hospital or doctor bills. In the 
1930s and 1940s, labor unions, strengthened by New Deal legislation, pressed for 
higher wages and fringe benefits. President Franklin Roosevelt considered adding 
medical care to the Social Security legislation in 1935, because so many poor and 
unemployed during the Great Depression had no secure access to health care. Blue 
Cross developed a vigorous campaign to persuade the middle class that the avail­
ability of private insurance made national health insurance unnecessary and even 
illegitimate in that private, not public, programs were the American way. Roosevelt 
decided that adding health care to legislation already deemed radical by opponents 
would destroy the chance for passage of Social Security by Congress. 

The situation changed rapidly during World War II, when unemployment virtu­
ally disappeared. Companies were not allowed to raid rival corporations' workers 
by offering higher pay, because strict wage controls to fight inflation were in 
effect. However, the tax code, after energetic lobbying efforts by a growing insur­
ance industry and labor unions, allowed employers to claim the cost of health 
insurance as a tax-deductible business expense. Insurance premiums were not 
counted as wages, or taxable income, to workers. This po licy continued after the 
war. 

The employee actually pays for the health insurance fringe benefit, since it is 
part of overall compensation. If he or she did not receive it as insurance coverage, 
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it would be paid in higher wages. But an employee would rather receive $100 as an 
untaxed health care benefit than $100 in wages, which would be subject to federal, 
state, and payroll taxes (Social Security and Medicare). As a result, almost every 
major company provided health benefits to its employees as a standard fringe ben­
efit by the end of the 1950s. Since employees receive a subsidized (i.e., untaxed) 
benefit, they have an incentive to buy more insurance coverage than if they had to 
pay the premium out-of-pocket as well as a tax on the income. 

After World War ll, the recipient of health care services usually had to pay 
O'lly a minor deductible or copayment, and the insurance company became the 
major payer for care itself. Under this third-party-payer system, both consumers 
and physicians had little incentive to consider costs when seeking or providing 
medical care. And the more medical services the physician performed, even ques­
tionable procedures, the more his or her total personal income increased. 

Employment-sponsored, prepaid private health insurance became the standard, 
so that shortly after the war, lack of medical insurance coverage was seen as a 
problem primarily of the poor and the elderly. In 1945 and again in 1948, President 
Harry Truman proposed national health insurance to cover those without employ­
ment-related insurance His program was defeated, largely because the AMA 
launched a well-financed and harsh anack to defeat Truman and his congressional 
sponsors of "socialized medicine." The AMA continued its assault on Truman and 
his congressional supporters even after the Democrats regained control of the 
House and Senate in 1949.25 

A discussion of health care brings up the obvious differences in the ability of 
individuals to pay for health care. The affluent are more able to buy health insur­
ance and to pay for more esoteric medical treatment than are those in poverty. Fifty 
years ago, most physicians would provide medical services for the uninsured by a 
process known as cost shifting, in which physicians would absorb some of the cost 
of seeing indigent patients, and offset some of the cost by a somewhat higher fee 
billed to insurance companies or more affluent patients. The rising costs of medical 
care resulted in insurance companies tightening their oversight on billing while 
raising their rates. The health needs of the uninsured quickly exceeded the ability 
of p ysicians to supply them. Since many medical advances have been assisted by 
health insurance, it has become increasingly expensive. And because most afford­
able insurance for families with modest incomes is through their employment, 
one's employment is often a deciding factor regarding health insurance coverage. 

Health Care and Market Failure 
In theory, markets respond to impersonal forces of supply and demand and produce 
the services that we want at the lowest (i.e., most efficient) cost. Sometimes, how­
ever, market imperfections may result in what policy analysts call market failure. 
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For example, most health care decisions are made by the physician (the supplier) 
on behalf of the patient (the consumer). Once the patient selects the physician, the 
physician determines most of the patient 's health expenditures by prescribing med­
ications, ordering tests, and if deemed necessary, admitting the patient to a hospi­
tal, as well as charging for their own services. 

A model of perfect competition requires that buyers have perfect information 
and that sellers produce the good or service at the lowest possible price and earn 
only normal profits. Here the sellers have the power to influence both the price and 
the total amount of health care consumed. Physicians and other suppliers of health 
care usually have significantly more power than does the consumer. 

Most of us think in terms of what sort of health care we would want for our­
selves if we needed it. We tend to value treatment for potential health care needs. 
Our concern is often for health care that we may someday need. We typically do 
not know if or when we will need it, only that some people may and it could be us. 
How would we pay for care if we were in an automobile accident, suffered a 
stroke, or found out that we, or a member of our family, had cancer? Since we can­
not know all of our future health care needs, we try to prepare for such eventuali­
ties by purchasing insurance and paying the premiums whether we need health care 
or not. We only know that not buying health insurance is risky. Consumers pur­
chase insurance to remove risk and uncertainty. A free market in health care will 
also require an efficient health care insurance market. Unfortunately, moral hazards 
and adverse selection may cause a market failure here as well. 

The need for medical resources is potentially unlimited, but the supply of those 
resources is not. In a market-driven system there are not enough providers or 
money to give care to everyone. Initially, those with adequate insurance received 
whatever care they needed and were not significantly affected by rising costs. To 
keep costs low, insurance companies made it expensive and difficult for those most 
needy of health care services to get insurance. The health needs of the uninsured 
promptly exceeded the ability of humanitarian caregivers to supply them. And ris­
ing health care costs meant that almost any health care was prohibitively expensive 
for the uninsured. Some in the health care industry were still committed to the 
notion of providing health care to all who needed it, despite their ability to pay. 
The system tried to meet the need by spreading out the cost of caring for the poor 
and uninsured, through increasing the charges to those with insurance. This drove 
up health care costs for providers, employers, and insurance companies, and creat­
ed a larger division between the haves and the have-nots in health care coverage. 

Recent Steps Toward Cost Control 
The health care system in the United States really consists of separate markets. The 
system has responded to the haves, whose well-funded insurance plans encourage 



368 Pt...BLIC POLICY 

Case Study: Health Care and Moral Hazards 

A moral hazard refers to the reduced incen­
tive of policyholders to protect themselves 
from v. hat they are insured against. The point 
is that once we have purchased health insur­
ance, we may change our behavior in ways 
that will drive up insurance co~ts. As already 
noted, consumers who are i n~ured have 
incentives to seek more care than they would 
if they were paying the entire cost out-of­
pockel. 

Pa·t of what is claimed to be a moral 
hazard is a subjective judgment. however. A 
jogger. with insurance. who fa lls and twists 
an ankh• while running may have x-rays taken 
to dete.mine if there is a fracture Without 
insurance. the person may hope it is just a 
sprain t 1at will heal in a few days by giving 
the ankle rest. Whether seeking medical 
attentio1 in such a situation is excessive or 
not is unclear. It is also unlikely that possess­
ing health insurance would increase one ·s 
incentiv~ to take rish that might lead to can-
cer. 

As well, the concern wit1' the insured 
consumt r as the focal point of a moral hazard 

may be misplaced. The major choice made by 
the patient noted above is typically that of 
choosing a physician. After that choice, the 
physician i ~ a lso affected by moral hazard 
when he or she acts as the patient ·s agent and 
decides what diagnostic tests to run, which 
medical procedures are appropriate. and 
which hospital to use. Physicians are tempted 
to provide more treatment than necessary and 
bill the third-party payer. 

Insurance companies try to reduce the 
problem of moral hazard by requiring a poli­
cyholder to share some costs of any claim. 
Cost sharing generally takes two forms. 
Deductibles in health insurance generally 
require the purchaser to pay the initial med­
ical charges up to some predetermined limit. 
So a health policy might not cover the first 
$250 of health care in a year. Many health 
insurance policies also provide for copay­
ment (or coinsurance). For example, under a 
copayment arrangement, the insurance com­
pany pays for 75 percent of a physician 's 
bills, and the policyhoider pays the remainiug 
25 percent. 

demand for new and expensive technological developments in health care. Critics 
of the current system claim that exempting from taxable income the health insur­
ance premiums paid by employers creates an incentive for many individuals to 
become overinsured. If employer-pajd health insurance premiums were taxed like 
regular income, these c ritics argue, the government would take in about $45 billion 
additional tax dollars each year. In the view of these cri tjcs, s ince insurance pays 
most medical bills, many individuals have no incentive to ask ques tions about the 
cost of the ir health care or to compare the costs of diffe re nt alternatives. And 
insured patients rarely pressure doctors to consider costs when ordering tes ts or 
providing treatments. 

Federal policies that subsidized employer-provided private health insurance, in 
which the company indemnified the patient for the cost of health care, constituted 
the dominant model of health insurance until the 1980s. Blue Cross and Blue 
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Shield, reflecting their origins as nonprofit entities, originally offered insurance 
based on a community rating. This meant that different employee groups were 
charged the same rates, based on the average cost of health care for broad groups 
of people, despite the age or the health experience of a particular firm's work force. 
Profit-oriented insurance firms, confronting intense competitive pressure to lower 
costs and boost profits, began to offer policies at lower costs than did Blue Cross 
and Blue Shield, based on an experience rating, which provides for different 
insurance rates based on the predicted average health care costs of a company's 
employees, including administrative costs and profits. This saves money for those 
who employ younger workers and for workers in certain occupations and indus­
tries. However, it raises premiums and cost sharing for workers in higher-risk 
occupations and for companies with older workers and more retirees. The market 
implications are clear. Every insurance company feels pressure to offer insurance 
based on an experience rating or be driven out of business. 

This also meant that insurance companies would offer insurance to workers in 
certain high-risk industries or occupations, if at all, only by charging premiums 
several times higher than those paid by workers in low-risk industries or jobs. 
Competitive health insurance markets inevitably lead to efforts to shift costs to 
consumers. The result may be positive when, for example, private insurers use the 
incentive of an experience rating to reward positive behavior, such as offering non­
smokers lower insurance rates. 

As long as health care costs rose at a predictable rate, insurance companies 

Case Study: Insurance and Adverse Selection 

A successful health insurance company must 
estimate the level of risk accurately. The 
adverse-selection problem occurs because 
infonnation on the health status of a compa­
ny 's employees may be incomplete. The 
insurance company may set the premium at 
an average risk level. But employees who are 
low-risk (very young and in excellent health) 
may decide that the "average" risk policy is 
too expensive and do not buy the insurance. 
When the best risks select themselves out, it 
is called adverse selection. 

Those who buy the premium will tend to 
be higher-risk people and will prove to be too 

costly for an insurance company that does not 
receive enough premiums from low-risk peo­
ple. Insurance companies may respond by 
offering different premiums related to the 
level of risk; for example, nonsmokers may 
be offered a lower premium than smokers. 
This practice of offering low cost to low-risk 
groups is known as cherry picking. 
Conversely, it means that high-risk groups, 
such as the elderly, must be charged high pre­
miums. The result is that health insurance is 
often too expensive, especially for those most 
in need of health care. 
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could gradually increase their rates to keep pace with inflation. However, in the 
1980s health care coMs exploded, primarily due to dramatic cost increases in med­
ical technology. insurance carriers responded by raising the corporate premium to 
reflect the increa ed costs of underwriting the loss from the previous year and the 
higher projected costs for the coming year. In effect, insurance companies took a 
commission from the premiums to pay administration fees and a projected profit, 
while the risk was borne by the insured workers. 

The first reaction of employers was to shift health care costs to employees by 
increasing the worker's share of health insurance premiums, deductibles, and 
copayments.26 An increasing number of employers have also reduced coverage or 
elected not to insure employees at all. Increasingly, employers are reducing their 
health care cost burden by subsidizing only their employees' insurance and requir­
ng the workers to pay the entire premiums for dependents if they want insurance 
~or them. 

The insurance industry defends high premiums, waiting periods, condition­
specific payment denials, and denial of coverage to people with preexisting condi­
tions as necessary to protect companies from the moral hazard of people who only 
want to pay for insurance when they need it. The practices are actuarially sound 
and permit more affordable rates for other employers and employees. Many work­
ers agree, and contend that they cannot afford to subsidize others. However, this 
approach, by definition, is at variance with the idea of insurance as a way to spread 
risk. Competition in the insurance market now means insurance companies search 
for ways to avoid risks rather than for ways to share them. Employer-based cover­
age has become insecure and insured workers face the threat that their coverage 
will dissolve when the} need it most. 

Insurance compan es prefer to insure those who are the least likely to have 
health care claims. Many insurance companies have resorted to occupational 
blacklisting to avoid high-risk employees. Among blacklisted occupations, for 
example, are gas station attendants, taxi drivers, security guards, and those who 
work for liquor and grocery stores, because of the increased likelihood of injuries 
due to robberies. Florists and hair dressers are often blacklisted because insurers 
insist that the higher proportion of gays working in these job categories means an 
increased likelihood of AIDS. Other occupations, such as logging, commercial 
fishing, and construction, are sometimes excluded because of the high risk of 
injury associated with them. 

In response to the rising costs of health insurance or its unavailability, many 
companies decided to pay for their employees' health care rather than pay an insur­
ance company. They have become self-insured, which also relieves them of state 
insurance regulations. Under the federal Employee Retirement Income Security 
Act of 1974, passed to encourage the development of employer pension programs, 
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companies may structure their own health plans if they act as their own insurers 
rather than using an insurance company. The law permits companies to hold the 
funds needed for medical claims in company accounts, thereby permitting them to 
realize investment income from those funds and pay out benefits themselves rather 
than using an insurance company-they are exempt from all state taxes and regula­
tions governing health insurance. The original purpose of the exemption was to 
allow companies with employees in several states to offer uniform health care cov­
erage throughout those states. But companies soon discovered that self-insurance 
was a way to avoid state laws mandating certain minimal coverage, and that it 
allowed them to restructure heaJth plans to reduce costs. In the early 1990s, just 
before the explosion in managed care, more than 80 percent of companies employ­
ing more than 5,000 people provided health care through these self-insurance 
plans.27 None of these measures slowed the inflation in health care, which acceler­
ated from 1988 through 1990 and dealt a severe blow to the traditional fee-for­
service plans that reimbursed physicians for each service that generated a fee. 

Globalization of the economy made corporate managers more sensitive to the 
competitive advantage corporations had if they operated in an environment with 
national health insurance. For example, automakers in the United States and other 
countries like Canada and Japan pay taxes to help finance public health care. But in 
the United States, automobile manufacturers must also pay about $ l ,300 for 
employee health benefits for each midsize car produced. The price of the car must 
reflect this cost. In Canada and Japan, the auto manufacturer pays more in taxes to 
help pay for nationaJ heal th care, but still pays less than in our expensive system. 

The Managed Care Revolution 
Managed care, as an alternative to fee -for-service, was launched in the early 
I 930s and fl ourished despite strong opposit ion from the AMA. Managed care 
organizations were attractive mainly because they seemed to avoid the moral haz­
ard of the fee-for-service system. Enrolled patients could only go to those physi­
cians who were members of the organization. Because providers were paid a fixed 
rate for the year for each person enrolled, it seemed to encourage early interven­
tion and preventive care. By putting physicians on salary, there is no incentive to 
over-treat a patient as in a fee-for-service system. Money saved by reducing 
unnecessary surgery or other care could be directed toward preventive care. There 
was a fixed annual budget from which all necessary services were paid. Since an 
HMO contracts to provide all necessary care to its members, it must monitor costs 
carefully. If physicians provide more care than is absolutely necessary, the HMO 
could run out of funds by the end of the year and be unable to pay physician 
salaries. 
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The AMA vigorously opposed HMOs because they objected to physicians 
being paid a salary, which made them employees of the organization and under­
mined the fee-for-service independent practitioner model. ln fact, the AMA actual­
ly succeeded in outlawing such consumer-controlled cooperatives ih several states. 
Nevertheless, several HMOs survived and even flouri shed . Kaiser-Permanente 
became the largest and most well known, but there were several others, such as the 
Harvard Community Health Plan in Massachusetts and Group Health Cooperative 
in Seattle. These plans had lower costs than fee-for-service plans, and those 
enrolled seemed satisfied with their health care. 

Richard Nixon saw HMOs as an appealing alternative to liberal-backed nation­
al health insurance plans, while some labor leaders saw them as a way of reducing 
health care costs. The Nixon administration repackaged prepaid group health care 
plans as HMOs, with federal legislation providing for endorsement, certification, 
and subsidies.28 More important, the administration pushed a law through 
Congress- the Health Maintenance Organization Act of 1973- that provided $375 
million over five years for grants and loans to help start HMOs, and required busi­
,esses with more than twenty-five employees to offer at least one HMO as an alter­
native to conventional insurance if one was available in the area. The act nullified 
state laws restricting HMOs. It required that a "federally qualified HMO" be 
organized on a nonprofit basis. Jn a concession to the AMA, the law broadened the 
definition of an HMO to include a fee-for-service option, known as an "independ­
ent practice association." 

Employers, who willingly included health insurance as a fringe benefit to 
attract workers in the 1940s, watched their health care expenditures soar over the 
next decades, and large employers eventually began taking an active part in trying 
to hold down costs. By the late 1990s, over 150 million people were covered by 
some form of managed care through an HMO. Other variations of managed care 
include a preferred provider plan (PPO), which provides care through a wider 
f'etwork of doctors and hospitals who will accept a lower negotiated fee, and a 
point of service (POS) plan, which allows members to choose providers outside 
L1e HMO for a higher cost to the employee. Many large corporations in the 1990s 
simply contracted with an HMO or a PPO and required all employees who wanted 
to be insured to join. 

Backlash Against Managed Care 
Corporations employing physicians seek profits by selling services. The physician­
employee l:eases to be a free agent. Commitment to patient care is subordinated to 
the need to ensure corporate profitability. These managed care plans almost always 
require that physicians' incomes be tied to meeting profitability requirements. 
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Physicians who provide ·'too much" care may be "deselected" from the HMO. 
Most plans require that physicians get authorization for various treatments and 
tests usually thought of as routine, such as x-rays. Failure to get authorization may 
result in a denial of payment. It is not unusual for physicians to be told retrospec­
tively that their care was excessive and have deductions made from their salary.29 

Almost 90 percent of HMOs require that primary care physicians serve as 
gatekeepers. As gatekeepers, they often have a financial incentive not to refer 
patients to appropriate specialists. A pool of money is set aside for the gatekeeper. 
Whenever a patient is referred to a specialist, the cost of the care is subtracted from 
the pool of money. At the end of the year, the gatekeeper is allowed to keep any 
money remaining in the pool. Such financial incentives create stark ethical dilem­
mas. The financial incentive to withhold or limit care is pervasive throughout the 
managed care industry. 

Many of these programs try to exclude from coverage patients who are high 
risk. The traditional group plans accepted all who applied, to spread the risks. 
HMOs practice risk avoidance in the interest of profits. In so doing, they deny care 
to those most in need. This shifts the cost of caring for the sickest patients to other 
plans, which are then viewed (incorrectly) as high cost and therefore less efficient. 

Various studies show that HMOs are more successful at holding down costs 
when compared to traditional fee-for-service prepaid insurance programs.Jo Other 
studies suggest that the move to managed care has realized a one-time savings in 
the amount Americans spend on health care, but as the data above suggest, it has 
not stopped the long-term growth in the overall cost of health care from climbing 
to 14.9 percent. Managed care has few supporters among either physicians or 
patients. Physicians find the system Jess generous than the fee-for-service model. 
They often feel constrained by the need to hold down costs, which hinde rs them 
from providing some health care options permitted under the traditional system. 
There is a widespread negative reaction among patients, who feel that the avings 
have come at the expense of quality. 

The Introduction of Medicare and Medicaid 
Proposals for comprehensive health care programs under Franklin Roosevelt and 
Harry Truman were ultimately scrapped in the face of implacable opposition from 
the AMA, the insurance industry, and other conservative interest groups. The 
Johnson administration proposed a federal universal health insurance program for 
those s ixty-five or older, known as Medicare, and a federal/state program to pro­
vide medical insurance for the poor and disabled. Lyndon Johnson's policy goal 
was to get the federal government to accept responsibility for paying the health 
care costs of the have-nots- the poor and the elderly-through Medicaid and 
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'v1edicare at the top of the Great Society agenda. The poor could not afford health 
insurance and not infrequentJy their physical condition would have precluded their 
coverage in any event. Since most insurance was employment based, retirees found 
that advancing age made them ineligible for private insurance coverage or that it 
was prohibitively expensive. The reality wa~ that private insurance companies had 
1 ttle interest in offering coverage to retirees. From an insurance underwriting per­
spective, it was not considered traditional insurance-that is, a hedge against 
unforeseen needs-since many elderly individuals have chronic health conditions 
and an ongoing need for services. 

Johnson, with an overwhelmingly Democratic Congress in 1965, enacted the 
legislation over the opposition of the medical profession and the insurance indus­
try. John Kingdon write;; that issues move to the top of the policy agenda when two 
conditions are met.3' First, an abrupt shift in how a problem is perceived or a 
change in who controls the levers of power in government may open a "window of 
opportunity" for policy innovation. Second, three "streams" in the policy 
process-problems, policies, and politics- must come together. For example, the 
election of a new president and a new Congress, especially if all are controlled by 
the- same party, may influence how a problem like health care is perceived and 
defined by public opinion. If the contextual definition fits with the preferred policy 
alternative of the political leaders, it will likely be significant for the policy agen­
da. Both of these conditions were met when Johnson became president, after the 
assassination of John Kennedy, and both houses of Congress were controlled by a 
Democratic majority. Johnson subsequently wanted to include prescription drugs, 
but problems in Vietnam, including the costs of the war, civil unrest, and growing 
deficits, prohibited him from pushing for the initiative. 

Medicare. Medicare, in contrast to Medicaid, is strictly a federal program, not 
related to income level. I is the largest federal health program, serving all those 
who have reached the age- of sixty-five and have worked in employment covered 
by Social Security or railroad retirement. It was actually passed as an amendment 
(Title XVIII) to Social Security legislation. It was designed to relieve the threat of 
financial ruin due to medical expenses among the elderly, although there are signif­
icant gaps in its coverage. 

Opposition by the AMA did result in a compromise that created two separate 
programs, Parts A and B (see Table l0.4). Part A, officially known as the Hospital 
Insurance (HI) program, pays all covered costs of hospital care, except for a 
deductible approximately equal to the first day of hospitalization, $912 in 2005 (up 
from $876 in 2004), for up to sixty days per iJlness. Medicare will pay for an addi­
tional thirty days, less a coinsurance payment ($219 per day in 2004). Part A helps 
pay for a semiprivate room, meals, regular nursing services, rehabilitation services, 



Table 10.4 Summary of Medicare, 2005 

Part A 

Financing 1.45% for both worker~ and employers. 

Benefits 

No premiums.• 

Inpatient hospital (deductible of $912 per 
benefit period)b 

Days 1-60 
Days 61-90 
Days 91-150 
After 150 days 

Skilled nu~ing facility 

No coinsurance 
$219perday 
$438 per day 
No benefits 

Days 1-20 No coinsurance 
Days 21-100 $I 09.50 per day 
After 100 days No benefits 

Part B 

Premiums cover about 25% of Part B costs. 
$78.20 per month deducted from Social Security checks. 
General revenues cover the remaining 75%. 

Physician and other medical services $110 deductible per year 
MD accepts assignment 20% coinsurance 
MD does not accept assignment 20% coinsurance plus up to 

Outpatient hospital care 
Ambulatory surgical services 
X-rays 
Durable mrdicaJ equipment 
Physical. occupational , and 

speech therapy 
Clinical diagnostic laboratory 
Home health care 

15% over Medicare­
approved fee 

20% coinsurance 
20% coinsurance 
20% coinsurance 
20% coinsurance 
20% coinsurancec 

No coinsurance 
No coinsurance 

Sourcu· hllp://www.medicarc.gov: Cenlcr for Medicare and Med1ca1d Services. Medicare and You . 2004. h11p:www.nebraskamcd1carc.com/ 
part_b/rcimbu~/pan b .. 2004. fact,. htmlt5. 

Nous· a. Those ~i~ty-fivc and olt!er arc entitled to Medkarc if they (or their spou-.c) worked for fony quarters or more. 
b. A benefit period begin' when a person is admitted to a hosp11al or skilled nursing faci li1y and ends s ixly days after discharge. 
c. Coverage limit on Medicare ou1pa1ient therapy services 1s S 1,590 per year, and S 1.590 for physical and speech-language therapy services combined. 
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drugs, medical supplies, laboratory tests and x-rays, and most other medically nec­
essary services and supplies. Medicare does not pay for personal convenience 
items, such as a telephone or television, private-duty nurses, or a private room 
unless it is medically necessary. Part A also pays for hospice care for a patient cer­
tified by a physician as terminally ill (that is, not likely to live more than six 
months). 

Part A is compulsory and is financed by the HI portion of the Social Security 
payroll tax-that is, 1.45 percent of an employee's wage paid by both the employer 
and the employee (2.90 percent total). The government contracts with private com­
panies to act as "fiscal mtermediaries," which administer bills received by hospi­
tals and write checks and are then reimbursed from the Medicare trust fund. The 
payment system is, like Social Security, one in which taxes deducted from current 
workers pay the claims of today 's retirees. 

Part B, unlike Part A is voluntary, and those electing coverage have the premi­
um withheld from their Social Security benefits checks. Most Americans sixty-five 
or older do enroll in Part B (about 93 percent), technically known as Supplemental 
Medical Insurance (SMIJ. Medicare premiums increased a record 17 percent in 
2005, following 13.5 percent in 2004 and 8.7 percent in 2003. In addition, the 
Medicare deductible went up $36 to $912 and the Medicaid deductible increased 
frorr $100 to $110. 

In an effort to reduce Medicare program costs, an option was created to 
encourage beneficiaries to enroll in certain Medicare HMOs offering benefits not 
prov ded by traditional Medicare. Medicare beneficiaries joining such HMOs 
would be limited to physicians within the health plan, but in tum would not have to 
pay certain deductibles and others would be reduced. They would also receive a 
rebate from the HMO if health care costs were below the 95 percent capitation rate 
of traditional Medicare beneficiary costs. These HMOs benefited from "favorable 
select on" by enrolling members who on average were healthier than the wider 
population of Medicare beneficiaries. Those who remained in the traditional 
Medicare program were older and cost the system more. The Republican Party 
wanted to introduce a more vigorous market approach to the program to further 
reduce costs . The Balanced Budget Act of 1997 tried to include more choices for 
beneficiaries in an effort to use market forces to encourage competition. It also 
reduced the capitation rate to 90 percent of the average costs. 

The effort to use market forces as a policy tool to improve access for con­
sumers was a disaster. The result was a mass exodus of HMOs from Medicare, 
affecting well over 25 percent of those enrolled. Those who were able to main­
tain their health care coverage faced dramatic premium increases. Reduced pay­
ments to hospitals forced many to assimilate into larger corporations or close to 
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avoid bankruptcy. Legislative adjustments soon followed to increase payments to 
hospitals (though not back to pre-1997 levels) to provide for their financial sta­
bility. 

The financing of Medicare by shifting fmancial resources from current work­
ers to current retirees has serious policy implications because of changing demo­
graphic patterns. The approaching wave of retirements from baby boomers means 
that a larger share of the population will receive benefits from a correspondingly 
smaller part of the population wh:> will be expected to provide the funds. On a pos­
itive note, Medicare has been a model system for efficient administrative of a large 
government program. The typical measure of efficiency in health care is the per­
centage of all costs that goes to administration rather than patient care. Most 
employer-based insurance administration and other costs unrelated to patient care 
(e.g., corporate profit) range between 10 and 30 percent. For nonprofit HMOs like 
Kaiser-Permanente the figure is between 3 and 7 percent. Medicare Part A spends 
about 1 percent on administrative costs and Part B spends about 2.6 percent.32 It is 
the most efficient medical payment system in the nation. 

Medicaid. Medicaid, unlike Medicare, was designed to be strictly an insurance 
program financed jointly by the federal government and the states to provide basic 
medical care for the poor. It is administered by states subject to federal guidelines. 
To qualify for Medicaid assistance, one must first become eligible for welfare sup­
port in their state of residence. Eligibility requirements, benefit levels, and costs 
vary widely between states. Medicaid does not cover all of the poor, because in 
addition to being poor one has to meet other criteria, s uch as receipt of 
Supplemental Security Income (SSI) benefits, eligibility for public assistance, or 
membership in particular demographic groups (such as low-income children or 
pregnant women). Since states administer Medicaid, they determine who is eligible 
to participate in this national program. 

Participating states are obligated to provide a federally mandated minimum 
package of services to recipients. Other options are provided only at state discre­
tion. Within the federal mandates, states have a good deal of flexibility to establish 
their own income levels for eligibili ty and benefit packages. And within s tates, 
Medicaid spending can vary significantly by beneficiary group. States that meet 
federal eligibility requirements receive matching payments based on their per capi­
ta income. The federal government's contribution to the state programs ranges 
from an 80 percent subsidy for the poorest states to only 50 percent for the most 
affluent states. Accordingly, there are large variations in coverage and expenditures 
between states. In 1994, for example, the total per capita Medicaid expenditures 
varied from a high of more than $4,800 per low-income person in the most gener-
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ous state, to a low of less than $1,000. The states with the highest per capita expen­
ditures tend to have the lowest federal match of Medicaid funds, because they tend 
to be the richest states.33 

In recent years, many states have expanded Medicaid coverage to groups, such 
as poor children and pregnant women, who do not otherwise qualify for cash assis­
tance even though they have low incomes. The Temporary Assistance to Needy 
Families program, which replaced Aid to Families with Dependent Children, does 
keep the eligibility rules for Medicaid essentially unchanged. 

In an effort to control costs in the 1990s, Medicaid was changed from a system 
based on a fee-for-service payment system to one based increasingly on HMOs. 
The Social Security Act was amended to allow states to apply for a "Section 1115 
waiver" so they could negotiate with HMOs to provide care to Medicaid benefici­
aries. An increasing number of states have sought such waivers , with mixed 
results. Some programs have worked quite well while others have had significant 
problems. The rising costs of Medicaid were first thought to have been caused by 
increasing welfare rolls and fraud, but this is inaccurate. In fact, about 75 percent 
of Medicaid expenditures pay for the low-income elderly and disabled, especially 
for those confined to nursing homes. Low-income children and adults make up 
about two-thirds of Medicaid beneficiaries, but they receive only about 25 percent 
of all Medicaid spending. 

The impact of Medicare and Medicaid. Although some doctors spoke of boy­
cotfrr1g Medicare, they qmckly realized that it was a windfall that guaranteed the 
payment that many physicians had provided earlier by cost-shifting for reduced 
fees. Medicare and Medicaid greatly increased access to health care for the elderly 
and tlie poor. Medicare wa!> the first occasion in which the government underwrote 
health care for a significant segment of the U.S. population. However, by defining 
health care as a right due only to the elderly, and not all citizens, it has set back the 
movement for national health insurance.34 Literally, the most explosive problem in 
Medicare is the time bomb that will begin to go off after about 20 l 0, when baby 
boomers start to reach age sixty-five. The ranks of Medicare beneficiaries will 
increase rapidly, adding pressure to the federal budget, though at first , baby 
boomers will add relatively young and healthy recruits to Medicare. The relative 
low cost of the new enrollee~ will offset some of the financial impact of their num­
bers for several years. 

The increase in demand for medical care for the disabl~d and elderly under 
Medicare and the poor under Medicaid has helped drive up the price of health 
insurance. Companies increasingly resist higher insurance premiums for their 
workers. And more and more corporations have reduced or dropped their insurance 
coverage altogether. 
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Health Care Reform: Supporters and Opponents 
Theodore Roosevelt first proposed universal health insurance almost a hundred 
years ago. Since then, efforts to reform health care by Franklin Roosevelt, Harry 
Truman, and Bill Clinton all failed to pass. The only successful measures were 
more modest efforts to provide health care to some segment of the population, such 
as the poor, the elderly, or the military. 

Most policy analysts agree that in the area of health care, the market does not 
approach the theoretical requi rements of effic iency. An effic ient free market 
requi res a stringent set of conditions, including free entry and ex it, perfect infor­
mation, many buyers and sellers, and a uniform product. If these conditions were 
to exist, competition would require the lowest possible production costs and gener­
ate normal competi tive profits. But because some producers have monopoly power, 
an unequal information system exists between buyers and sellers, entry into and 
exit from the market are restricted, and moral hazards and adverse selection are 
present. As noted, the United States has the highest health care costs of any nation 
but lags behind most other developed states, leaving over 44 mill ion citizens with­
out access to the system. Disparities like these help define policy issues, or per­
formance gaps, that keep health care on the agenda and create the demand for 
governmental action. 

Nor does the market produce an allocation that meets our notion of social jus­
tice. That is, most of us share a concern that health care should be distributed in a 
way that is fai r and not merely in accordance with the idea that only those who can 
afford to pay should have access to medical care. The proposals for reform take 
two main approaches. 

Option 1: incremental health reform. The fi rst option builds on the status quo. 
Its supporters point out that most Americans do have health coverage based on 
their employment. The status quo has legi timacy because the market, even if 
imperfect, has provided many Americans with access to some of the highest-quali­
ty health care in the world. Those who support this posi tion claim that the current 
system's shortcomings can be resolved by mandating that all employers provide 
health insurance. 

President Clinton proposed just such an incremental expansion. All employees 
would pay about 20 percent of the premium and employers would pay the remain­
der. Subsidies in the form of tax credits would go to small fi rms and to those 
employing many low-wage workers, who would find their portion automatically 
deducted from the ir pay. Through this plan, Clinton hoped to provide universal 
coverage for all Americans. Medicaid and insurance assistance would be provided 
fo r the unemployed and low-income families. Other proposals provided for 
Medicare buy-ins by unemployed older adults. The budgetary surpluses of the late 
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1990s could have provided the revenue to offset the tax credits needed to subsidize 
small firms and those m need. However, many Americans oppose such a program, 
because like Social Security and Medicare, it is a program that bonds voters to big 
government. The George W. Bush administration had little interest in using the sur­
pluses to subsidize health care. In fact, the administration moved forcefully in the 
opposite direction b} pass ing large tax cuts directed toward the wealthiest 
Americans (see Chapter 6). To those who support universal coverage, providing 
benefits for the privileged rather than providing health care as a right for all 
appeared to be a squandered opportunity. 

Business enterprises are generally opposed to the idea that employers can be 
required to make insurance contributions on behalf of employees. David Cutler has 
pointed out that even though firms write the checks for health insurance, the actual 
burden is borne by the worker, not the employer.35 He notes that when employers 
pay more to health insurers, they have limited options: they can raise their prices, 
accept lower profits, or pay less to workers. Raising prices in a competitive envi­
ronment may not be possible; if profits decline, investors wi ll go elsewhere. The 
only viable option is to reduce the rate of wage increases. Workers may give up 
wage increases in favor of health insurance. As noted earlier, a $I wage increase is 
less valuable than a $ I increase in a fringe benefit that is not taxed. A benefit 
increase rather than a wage increase is a roundabout way of charging the worker 
for insurance. It is easier for the employer to remit the checks to employees auto­
matically than administer hundreds or thousands of checks sent in by workers. 
From an economic perspective, tying health insurance to employment is a regres­
sive method of providing health care-it costs low-income famil ies more. One 
study showed that employment-based insurance cost workers in the lowest 10 per­
cent of households 5.7 pe1cent of their wages, but only 1.8 percent of income in the 
highest I 0 percent.36 Another problem with employer-based insurance is that a 
change of job often requires a change of doctor, even within the same local area. 
This would not happen under single-payer systems not tied to employment. 

\1ost political scientists and economists are not convinced that attaching health 
insurance to employment improves its functioning. In the United States, tying 
insurance to employment was an accident of history. Therefore, their preference 
would be to separate the t\\-O. 

Option 2: single-payer systems. In nations that have adopted a single-payer 
system, such as Canada, there are many examples of policy solutions that separate 
health coverage from employment. In this system, government levies a tax and 
uses the receipts to purcha<;e health care for its citizens. In a marmer identical to 
Medicare and Medicaid, the government determines how health care funds are 
allocated. As in the Medicare system, the government decides how much it will 
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pay for certain treatments and services. When a buyer, in this case the government, 
has monopsooy power (i.e., a market contains a single buyer), it has considerable 
influence on price. There are also tremendous administrative efficiencies to be 
realized by a single-payer system, similar to the low administrative costs of 
Medicare. By eliminating duplication and standardizing fonns and benefits, admin­
istrative costs are also reduced. Since there is universal coverage, doctors are con­
fident of reimbursement without wrestling with eligibility criteria, a bewildering 
variety of forms, and different rules for different situations or locations. 

Two aspects of universal coverage plans are of interest. First, they make health 
care a right, and remove the insecurity regarding availability and cost. Second, 
since the government has monopsony power, program costs can be better con­
trolled. Since taxes are used to pay for health care, private insurance plans would 
be eliminated. Universal coverage would eliminate the costs of marketing health 
insurance policies, evaluating and pricing insurance risks, and billing and collect­
ing premiums, and replace the thousands of different health insurance plans that 
currently exist in the United States. This would keep down administrative costs, 
which range from about 2 to 4 percent in countries with national health coverage, 
compared to over 7 percent for U.S. health expenditures. The General Accounting 
Office concluded after srudying the Canadian health care system: 

If the universal coverage and single-payer fea tures of the Canadian system were 
applied in the United States, the savings in administrative costs alone would be 
more than enough to finance insurance coverage for the millions of Americans 
who are currently uninsured. There would be enough left over to permit a reduc­
tion, or possibly even the elimination, of copayments and deductibles, if that were 
deemed appropriate. 37 

Since in Canada everyone is guaranteed access to medical care on the same 
terms and conditions, they are treated much more equitably than in the United 
States, where abiliry to pay is a major factor in determining treatment. There is no 
means-testing for eligibility as there is for Medicaid in the United States. Another 
benefit of universal systems is that since coverage is not linked to employment, it 
is portable within a nation, which enhances job mobility. Employers also benefit, 
since they can hire employees who best fit their needs without regard to whether 
someone is a high health risk hire or has a preexisting medical condition that might 
affect the company's insurance costs. 

The single-payer plan replaces rationing by market forces with rationing by the 
government. This represents a command solution to the problem of providing 
health care. Any move toward a single-payer system would have to overcome well­
financed lobbying efforts by health insurance carriers, whose function would be 
eliminated, and by health care providers, who would oppose the market power of 
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government in maintaining cost control. They would reasonably be expected to 
unite, as they did in 1994 in opposition to Clinton's health security plan. 

The policy goal is relatively uncontroversial: how to improve access to quality 
health care so that all Americans will receive what they need irrespective of 
income. Given the extraordinary amount of GDP now spent on health care, a guid­
ing principle would require this goal to be achieved with the most efficient use of 
resources possible. The answer to why health care policy has proven so resistant to 
change is to be found m the ideological conflict between those seeking a smaller 
ro le for government and an expanded role for private market forces, and those 
seeking to expand the government's role by expanding traditional Medicare. 

Paul Sabatier and Hank Jenkins-Smith contend that most policy changes result 
from shifts in large-scale social and political conditions.JS However, even with sig­
nificant shifts, government may be unable to respond, because the core values of 
some advocacy groups would be violated. On many policy issues, the competing 
co.ilitions consist of individuals and organizations that hold "deep-core" normative 
beliefs and "near-core" policy beliefs that are almost impervious to change. Their 
belief system also includes a variety of "secondary" beliefs, which are more easily 
modified in a changing political context. 

For much of the pas century, the major health care advocacy coalitions con­
sisted of providers, government officials, and the beneficiaries. The core value of 
the providers (the medical profession, hospitals, and insurance companies) focused 
on their economic interests ·and the professional autonomy of physicians. 
Beneficiane focused on their need for affordable, qual ity health care benefits. 
Government officials generally were concerned with maintaining fiscal solvency. 
The government coalition was relatively bipartisan, which provided it with the 
organizational strength needed to defend the treasury against coalitions of 
providers and beneficiariei. seeking more services.39 

In the mid- l 990s the coalitions regarding health care policy were fractured by 
the influence of the new leaders of the Republican Party, spearheaded by Newt 
Gingrich and Tom DeLay and their opposition politics as usual. Although Bill 
Clinton seized on managed competition as a way to synthesize liberal goals and 
conservative methods to expand health coverage to low-income workers and the 
unemployed, it was attacked immediately. The health insurance industry, small 
business groups, pharmaceutical companies, and others attacked the reforms on the 
grounds that they represented heavy-handed interference in individual choice and 
would create sizable bureaucracies to manage the system and contain costs if com­
petition failed to do so.40 

A •ter defeating the Clinton initiative and capturing Congress in 1995 the 
Republicans moved to dismantle several existing programs. As Haynes Johnson 
and David Broder wrote, "'It was not consensus politics being practiced in 
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Washington or even conservative politics as previously defined. This was ideologi­
cal warfare, a battle to destroy the remnants of the liberal, progressive brand of 
politics that had governed America through most of twentieth century."41 

Physicians and the AMA were once the most vigorous opponents of universal 
health care, fearing it would Jimic their incomes. Unions throughout much of the 
past century also opposed universal coverage, viewing it as a matrer for workers 
and employers . Today, unions support universal health care. Small businesses 
oppose employc:r-mandated insurance, fearing it will impose an avoidable cost on 
them. The insurance industry is concerned that insurance mandates may limit their 
business, and that a single-payer system is an even worse alternative. Current bene­
ficiaries prefer government guarantees to privatization, since fewer employers are 
offering retiree health benefits today, and those that do are Joolcjng for ways to 
limit their own financial liability. 

The decline of bipartisanship on the issue means that the Democratic and 
Republican parties are increasingly the leaders in a more narrow and polarized 
debate thac reflects the deep-core beliefs held by conservative Republicans and lib­
eral Democrats. Democrats are more likely to favor a government-financed system 
of national health care coverage. They regard Medicare and Social Security as key 
components of a social insurance system that provides a floor of basic support to 
the nation 's elderly. Democrats also support employer-provided insurance, but 
favor a role for federal and state regulation of providers, health plans, and the 
health care industry.42 

Ideologically, Republicans emphasize the superiority of markets over govern­
ment action and are generally suspicious of the ability of government to improve 
on a market allocation of resources. They support only a minimal role for govern­
ment in providing support for health care or other safety net programs for the poor. 
They support individual responsibility as opposed to collective responsibility as 
necessary for maintaining one's independence. According to Jacob Hacker and 
Theda Skocpol, Republicans have adopted a strategy to ( 1) reduce spending on 
existing social programs and cut taxes to prevent future spending, (2) transfer as 
much authority as possible from the federal government to the states, and (3) 
replace public services with the public purchase of privately provided services.43 
The approaches are related to one's core beliefs, depending on whether one views 
health care as a market good or as a right based on need. The Republican-led coali­
tion claims that forcing Medicare into the marketplace will result in many health 
plans competing for enrollees' business, providing consumer choices and forcing 
Medicare to modernize before baby boomers begin retiring. The Democratic-led 
coalition claims that Medicare was created becau~e the private market failed and 
that some Republicans hope ultimately to replace guaranteed benefits with a 
voucher. 



384 PUBLIC POLICY 

Prospects for Reform 
Surveys consistently show that there is widespread concern, even among the 
insured, about the cost, accessibility, and quality of health care.44 Rising costs and 
insecurities of the public, with over 44 million Americans, the overwhelming 
majority of whom are employed, unable to afford insurance, will keep health care 
reform on the policy agenda. However, major obstacles must be overcome to 
achieve universal health care coverage in the United States: divided government, 
record federal budget deficits, vested interest groups such as insurance companies, 
the AMA, and HMOs all highl ight the difficulty of reaching a consensus for pro­
gressive reform that would bring U.S . policy in line with that of all other advanced 
capitalist democracies in providing health care coverage for their citizens. 

There is widespread support for government intervention. Political liberals 
support intervention to provide government-sponsored health care as well as 
financing through progressive arrangements of taxes and tax credits. Conservatives 
have a visceral aversion to government intervention in markets, even imperfect 
ones. The result has been a stalemate with little substantive action. 

The stalemate has led Uwe Reinhardt, a well-known health care researcher, to 
comment that we seem to be interminably involved in debating the question: As a 
matter of national policy, and to the extent that a nation 's health system can make it 
possible, should the child of a poor U.S. family have the same chance of avoiding 
preventable illness or of being cured from a given illness as does the child of a rich 
U.S. family?45 Reinhardt points out that the "yeas" in all other industrialized 
nations won this debate decades ago, and those nations have worked to put health 
insurance and health care sy">tems in place to carry out that decision. He deplores 
that only in the United States have the " nays" so far won: 

As a matter of conscious national policy, the Unired States always has and still 
does openly countenance tbe practice of rarioning health care for millions of 
American children by their parents' ability to procure health insurance for the fam­
ily or, if the family is uninsured, by their parents' willingness and ability to pay for 
health care out of their own pocket or, if the family is unable to pay, by the par­
ents wiUingness and ability o procure charity care in their role as health care beg­
gars.46 

Public Dissatisfaction 
Many employers are Jess interested in the health care services for their employees 
than in reducing the costs of doing business. Increasingly, employers are simply 
not offering insurance to their workers. There is a trend away from higher-paid 
union jobs with fringe benefits like health insurance, to nonunion service jobs with 
fewer benefits; more employeei. are classified as part time and are not eligible for 
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fringe benefits, and increasingly, lower-wage and part-time employees forgo 
employment-based insurance that includes higher employee costs along with high­
er deductibles. Because of the ongoing erosion of employment-based coverage for 
workers, and because jobs are no longer as long-lasting or stable as they once 
were, the linking of health insurance to employment will be even more untrustwor­
thy in the future. 

A number of studies have noted that income and education are inversely asso­
ciated with death from all causes. It has also been documented that people in a 
lower socioeconomic level are more likely to smoke cigarettes, be overweight, and 
lead a sedentary lifestyle. Therefore, a leading hypothesis is that "the elevated mor­
tality risk associated with low levels of income and education is primarily due to 
the higher prevalence of health risk behaviors among people who are poor and/or 
have low educational attainment."47 The study that put forward this hypothesis 
found that those in the lowest-income category were more than three times as like­
ly to die during the follow-up period of the study than those in the highest income 
group when age and other sociodemographic variables were controlled. It also 
found that while education was related to health behaviors, income was the 
strongest predictor of longevity. Education was related to mortality through its 
association with income. The study showed quite convincingly that the risky 
behaviors associated with lower socioeconomic lifestyles explain no more than 
about 12 percent of the observed higher mortality rate. The study concluded that 
other factors, such as depression, hopelessness, low self-esteem, reduced social 
support, and heightened levels of anger in response to the harsh and adverse envi­
ronment in which poorer people live, are likely to account for most of the causes of 
premature death (heart attack, strokes, etc.). 

Another study of the effect of the gap between the rich and poor on health 
found that for treatable conditions like tuberculosis, pneumonia, and high blood 
pressure, mortality rates were higher in states where the income gap was wider. 
The study found that " the size of the gap between the wealthy and less well-off, as 
distinct from the absolute standard of living enjoyed by the poor, appears to be 
related to mortality."48 Income distribution may be a proxy for other social indica­
tors, such as the degree of investment in human capital. Other studies challenge 
those findings and conclude that family inome, but not community income inequal­
ity, predicts mortality.49 

When other socioeconomic factors, such as income or family status, are con­
trolled, uninsured Americans receive about 60 percent of the health services as do 
insured Americans. When they are hospitalized, uninsured Americans (adults as 
well as children) die from the same illness at almost three times the rate observed 
for equally situated insured patients.so Over the long run, uninsured Americans die 
at an earlier age than similarly si tuated insured Americans. 
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Case Study: The Right to Health Care 

At present there is no general constitutional 
right to medical care. Througho,1t the past 
four decades, Americans have been involved 
in an ideological debate about \\ hether the 
poor shoulJ have the same chance .1t avoiding 
a preventable illness or of being cured from a 
given i ll ness as the affluent h ~ ve. What 
makes this question ever more pres.;ing is that 
all other inJustrialized nations haw answered 
it in the affirmative. The debate niises many 
questions concerning the parameters of such a 
"right." For example, does the federal or state 
government have a duty to the ·nedically 
uninsured? Would such an obligation extend 
to aJI the uninsured, or only to the poor who 
are unmsu ·ed? If there 1s a right to health 
care, how much care does a pers'>n have a 
right to? 

The Cc•nstuution is silent on tlie issue of 
health care and so far the Supreme Court has 
not spelled out a federal right to it The 
Constitutio 1 was framed before health care 
was consid·~red anywhere to be a right of a 
country's c itizens or a way a government 
could enhance individual freedom. The 
framers were more concerned with protecting 
citizens from heavy-handed interferences in 
personal fr< edoms. onetheless, arguments 
have been made that a denial by th<! state or 
federal government of a minimal level of 
health care for the poor violates the equal 
protection ruarantees under the Fourteenth 
Amendment The Court has not fou1d health 
care to be a fundamental right. 1-!owever, 
where a per-;on is confined to a prison. the 
Court has found that there exists a right to 
adequate m.:dical care (Estelle 1•. Gamble, 
1976). The Court held that "delibemte indif­
ference to serious medical needs of p'isoners'' 
violate~ the spec:rc constitutional prohibition 
against cruel and unusual punishment. 

The Court has u ed the " rational basis" 
standard of review to assess the constitution­
al iry of distinctions in providing health care. 
For example, the Court held that a state could 
refuse public assistance for abortions that 
were not medically necessary under a pro­
gram that subsidized medical expenses other­
wise associated with pregnancy and child­
birth. It held that poor pregnant women were 
not denied equal protection of the laws 
because tJ1e abortion provisions were ration­
ally related to a government "mterest in pro­
tecting the potential life of the fetus·· (Maher 
1• Roe. 1977). 

Congress has enacted statutes that estab­
lish and define the legal rights of individuals 
to receive medical care from the government. 
Pursuant to Congress's authority under the 
Constitution to "make all Laws which shall 
be necessary and proper" and to "provide for 
the general Welfare, .. as well as its power "to 
regulate Commerce ... among the several 
States,'' it has enacted Medicare and 
Medicaid statutes. And Congress is free to 
expand or circumscribe those rights with 
additional legislation. 

Congress has also provided a statutory 
right to health care in the Hill-Burton Act, 
which provides funding for hospital construc­
tion with the proviso that hospitals accepting 
federal funds must provide a reasonable 
amount of medical care for those unable to 
pay. Under the law, ironically, an individual 
indigent patient is ehg1ble for free care, but 
not necessarily entitled to free care. The hos­
pital's obligation is to provide uncompensat­
ed care for the poor as a group, but no rights 
are created for particular patients to receive 
such care (Newsom 1•. Vanderbilt, 1981 ). 

Governmental obligations to provide 
medical care for the poor are found in some 

continues 
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state constitutions, and in state statutes. 
Fifteen states have constitutional provisions 
that either authorize or require medical care 
for the poor. States are always free to provide 
greater protections than those provided at the 
national level (federal rights generally set 
minimum standards for the ~tates). Some 
statutes, such as the following from 
California, are mandatory and broad: "Every 
county and every city and county shall relieve 
and support all incompetent, poor, indigent 
persons and those incapacitated by age, dis­
ease, or accident, lawfully resident therein, 
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when such persons are not supported and 
relieved by their relatives or friends, or by 
their own means, or by state hospitals or state 
or private institutions" (California Welfare 
and Institution's Code, sec. 17000). Statutes 
in some other states also provide specific 
rights for medical care for the poor under lim­
ited circumstances. 

Source: Kathleen S. Swendiman, "Conshtu­
lional and Sta1u1ory Rights 10 Health Care," 
Congressional Research Service (CRS) Report no. 
94-64A, Library of Congress, 1994. 

Still, as Reinhardt observes, many of the elite in the United States believe that 
rationing by price and ability to pay serves a high national purpose, although he 
points out that virtually everyone who shares that view 

tends to be rather comfortably ensconced in the upper tiers of the nation's income 
distribution. Their prescriptions do not emanate from behind a Rawlsian veil of 
ignorance concerning their own families' station in life. Furthermore, most ... 
who see the need for rationing health care by price and ability to pay enjoy the full 
protection of government-subsidized, employer-provided, private health insurance 
that affords their families comprehensive coverage with out-of-pocket payments 
that are trivial relative to their own incomes and therefore spare their own families 
the pain of rationing altogether.51 

Conclusion 
A century ago the national government was concerned with policies relating to 
public health. But policies to assist all citizens in obtaining individual health care 
were not a major concern. Efforts early in the twentieth century by Presidents 
Theodore and Franklin Roosevelt fell of their own weight. World War II and price 
controls resulted in the government subsidizing health coverage for employees by 
excluding fringe benefits from taxable income. In tight labor markets, most work­
ers employed by major firms had access to corporate-sponsored health insurance as 
subsidized by government tax policies. Those left out were the elderly, who were 
no longer working; the poor, who could not afford insurance even if employed; and 
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the sickest, who were generally uninsurable. Lyndon Johnson persuaded Congress 
to establish Medicare and Medicaid in an effort to aid these most vulnerable groups 
in society. These government-sponsored programs proved to be models of efficient 
administration. 

In the early years, the various groups involved in health care policy lobbied to 
protect their interests. Physicians defended the fee-for-service model as necessary 
to defend the free market and the professional autonomy of the medical profession. 
Insurance companies wanted to be free from government regulation in the free 
market. The result was an imper fect market in health care, with market failure 
readily apparent. Some coalition members found that the imperfect market worked 
to their advantage and preferred it to any change from the status quo. 

Rapidly rising health care costs in the last half of the twentieth century put 
tremendous stresses on the health care system. Managed care organizations were 
encouraged as a way to hold down prices. The power of these organizations severe­
ly curtailed that of the physician in how health care would be delivered. 
Corporations supported any change that would reduce their financial obligation. 
Currently, corporations are significantly reducing their contributions for health 
care for their employees and particularly for their retirees. And an increasing num­
ber are opting out of providing health insurance for their employees at all. The con­
sumers of health care have opposed those who try to restrict the delivery of health 
care. 

The decline of a bipartisan approach within the government to providing 
health care has shattered the old coalitions and reduced them to two camps. The 
conservatives are committed to trying to enlarge the role of markets and reduce the 
role of government in providing health care. The liberals are not opposed to trying 
to harness the efficiencie-; of the marketplace, but claim that government must 
become involved because the market has failed. 

At issue in the current debate is whether we as a nation should recognize 
health care as a right, as do all other industrialized nations, and not merely a privi­
lege for those who can afford it. If the United States were saving money by pre­
venting government-provided health care to its 44 million uninsured citizens, the 
current approach would make logical sense, even if it offended some people's val­
ues. But in fact, despite the lack of universal coverage, we spend about 6 percent 
more of our GDP on health coverage than do those nations that have abandoned the 
failed market of health care and begun providing coverage for their entire popula­
tions The Institute of Medicine concludes that the estimated benefits across socie­
ty to be gained by providing universal health coverage are likely greater than the 
addit·onal social costs incurred through not providing it. 

The number of uninsured and underinsured will continue to grow and keep 
health care on the nation's policy agenda. However, given the current political 
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stalemate, significant policy changes are unlikely until the number of uninsured 
reaches about 60 million, forcing action by Congress .. 

Questions for Discussion 

1. Should health care be a right or a privilege? Why? 
2. Why are health care costs rising faster than growth in GDP, despite various 

attempts to contain costs? 
3. Why have insurance companies shifted from risk sharing to risk avoidance? 

What, if anything, can be done about this phenomenon? 
4. Explain how health care is rationed in the U.S. system of health care deliv­

ery. How does this differ from rationing in a system of universal health 
care? Which is fairer? Why? 

5. How is it possible for the United States to spend almost twice as much on 
health care as do many countries that provide their citizens with univer­
sal coverage (and have better health indicators), while still having mil­
lions of citizens without regular access to it? Is this a demonstrated case 
of market failure? Could this be tied in to unequal distribution of 
income? How? 

Useful Websites 
American Medical Association, http://www.arna-assn.org. 
Centers for Medicare and Medicaid Services, http://www.cms.hhs.gov. 
Families USA, http://www.familiesusa.org. 
Journal of the American Medical Association, http://jama.ama-assn.org. 
Physicians for a National Health Program, http://www.pnhp.org. 
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CHAPTER 11 
The Crisis in 

Housing Policy 

As in health care and education, housing policy is another example of market fail­
ure. Markets should lead to an efficient allocation of housing through the interac­
tion of the forces of supply and demand. Efficiency in a free market requires com­
petition, to force prices to a competitive equilibrium, good information, and the 
existence of many buyers and ellers who can move in and out of the market at 
will. The chapter shows that the market in housing meets this standard but has 
some unique inefficiencies. 

Americans spend about 15 percent of their personal consumption expenditures 
on housing (about the same as on health care). Housing is not only the largest asset 
of most U.S. households, but al o the largest single form of capital investment in 
the United States. Therefore, housing policy is important because the housing mar­
ket powerfully affects the distribution of wealth. Although some insist that the 
income distrib.ution produced by the market is fair and just, most would not agree. 
Housing policy's goal is to encourage redistribution through taxes and subsidies to 
those who cannot afford adequate housing. 

This chapter examines housing and the land use that very directly affects the 
welfare of families. During the Great Depression, millions of Americans lo t their 
homes to bank foreclosures. Housing starts came to a virtual halt. A majority of 
those in the home-building industry were unemployed due to lack of demand. 
Builders, banks, and those needing shelter looked to the national government for 
help. The response of the Roo evelt administration was the National Housing Act 
of 1934, which declared: "The general welfare and security of the Nation and the 
health and living standards of its people require ... the realization ... of the goal 
of a decent home and suitable living environment for every American Family." 
This chapter examines the difficulty in reaching that goal. 

393 
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Housing Policy and the "American Dream" 
Ho using is of special importance in the U.S. economy and in public policy. A 
ho use is the largest single consumer purchase for the majority of Americans. 
Owning a home has become part of the American Dream. Thus, many believe that 
a !.trong relationship ex i ~ts between the quality of housing and the quality of life. 

Generally, middle-income Americans do not take the housing "problem" seri­
ously, since they live in a comfortable single-family home and are not touched by 
it. However, almost a third of all households spend at least 30 percent or more of 
their incomes on housing and 13 percent spend 50 percent or more.1 In addition to 
affordability, crowding is an increasing problem, and 2.5-3.5 million people are 
homeless at some time during a given year. Over 2 million households live in inad­
equate housing units.2 

As in the case of education and health care, those at the bottom of the income 
distribution experience the most severe housing problems. Over half of those with 
incomes in the bottom quintile spend over 50 percent of their incomes on housing, 
leavi ng j ust $ 161 to '\pen d on food per month and $34 o n hea lth ca re .3 
Affordability pressures are likely to increase, as many of the jobs created in the 
pa!.t few years, by an economy climbing o ut of the recession, pay less than the jobs 
lost to the recession. Also, many retirees' incomes are so small that they are faced 
with threatening housing costs in addition to escalating health care costs. 

In addition to the lack of resources for low-income househo lds is the cost of 
new, affordable housing With record deficits looming after record tax cuts and 
increased spending on the Iraq War, the pressure to cut spending on housing pro­
grams grows even though the need and costs of the prog rams continue to expand. 
For example, Section 8 rental housing vouchers, part of federal block grants ini tiat­
ed over the past twenty years, have been threatened by deep cuts as policymakers 
attempt to pay growing defense expenses.4 Little known or understood except by 
urban housing specialists housing programs are always vulnerable to funding cuts. 
Finally, community opposi tion along wi th restric tive regulations to high-density 
development make it difficult to replace or add low-cost housing units.s 

Housing has a set of characte ristics that set it apart from all other economic 
goods, as it satisfies basic human needs. It fulfills two of Abraham Maslow's most 
bas c needs: physiological (food and shelte r) and safety (security). In Maslow's 
hierarchy, the ability to control where we live and to determine the setting and 
appearance of a dwelling can enhance self-esteem and self-actua lization. Lack of 
control over these factor~ can increase a lienation and reduce one's sense of self­
worth. The quality of housing is determined by the desirability o f the community 
in which it is located, including the community's taxes and services. Housing can 
also influence how we relate to other household members, affecting what Maslow 
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referred to as our needs for belonging and love. Housing is the most durable of 
assets for most famil ies. A well-bui lt and well-maintained home will last indefi­
nitely. Since housing is durable and family investment in housing is high, it consti­
tutes a major portion of a family's, as well as a nation 's, wealth. Housing reflects a 
combination of consumption and asset consideration. Because the housing market 
is such a significant portion of the larger economy, fluctuation in demand can 
result in s izable movement in a house's value and can affect individual wealth. 
Shifts in the housing market may have a major impact on the macroeconomy. 

Finally, housing is a merit good . Society in general believes that some goods, 
such as food, education, health care, and housing, are more meritorious than other 
goods, such as cigarettes, alcohol, and pollution. The government, and presumably 
society, encourage an increase in the production and consumption of merit goods 
and may discourage the nonmerit goods by a combination of taxes, subsidies, and 
regulation. An unsubsidized market can do a sufficient job of allocating housing 
resources in the quantities desired for those with money to spend. 

Economic and Political Aspects of Homeownership 
Substandard housing has been held responsible for disease and crime. Physically 
unsuitable housing has an impact on the safety and well-being of its occupants. If it 
is unclean, poorly or unsafely heated or ventilated, and has unsanitary plumbing, it 
may have negative effects on the occupants. If left alone, unsuitable housing caus­
es the deterioration of nearby housing. In fact, the force behind promotion of pub­
lic housing programs grew from alarmed middle-class citizens living in New York 
City during the early twentieth century, who alleged that the jammed tenements 
invited moral corrosion and social problems. 

Home-building creates jobs and provides housing stock in communities, which 
in tum attract other kinds of employment. These factor provide the ingredients 
for powerful bipartisan, political constituencies in housing. The leadership of both 
political parties have encouraged homeownership. In 1968, President Lyndon 
Johnson said that "owning a home can increase responsibility and stake out a 
man's place in !tis community .... The man who owns a home has something to be 
proud of and reason to protect and preserve it. "6 President Ronald Reagan sajd that 
homeownership "supplies stability and rootedness."? Both political parties have 
pledged to work for a decent home for every citizen. The anguish of those with no 
fixed abode has a special place in Judeo-Christian thought. The Old Testament 
admorushes the faithful to be kjnd to the stranger and to remember that they were 
once "strangers" wandering in the land of Egypt. And the New Testament recounts 
that Christ was born in a cave, as there was "no room in the inn." Christ spoke of 
his own sense of homelessness when he said, "the foxes have their lairs and the 
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bi1 ds in the sky have their nests, but the Son of Man has nowhere to lay his head" 
(Matthew 8:20). Today 's nonprofit Christian organization Habitat for Humanity 
was founded on the conviction that "every man, woman and child should have a 
simple, decent, affordable place to live in dignity and safety."8 

Housing policies invariably apply to either rental or owner-occupied housing 
but not to both. Policymakers encourage homeownership in the belief that it fosters 
po itive social behaviors, social stability, and civic responsibil ity. It also encour­
ages a commitment to the community, because individuals accumulate wealth 
through the equity they invest in their homes, giving them a stake in the system. 
Recall that voting was originally limited to male property holders, on the theory 
that they would vote more responsibly than those without property. Also, home­
owners are more likely to maintain and improve their property than are renters, and 
maintenance and renovation extend the life of the housing stock. Studies confirm 
that homeowners are more likely to vote in local and federal elections than are 
renters, although this may reflect the economic status of owners relative to the 
average renter, rather than home ownership per se.9 

Consequently, government at all levels has provided assistance for households 
at all income levels.10 Empirical support for the view that ownership promotes pos­
itive consequences is weak, since it is difficult to control for the effect that finan­
ci a 11 y responsible hou seholds are more likely to c hoose to own a home. 
Regardless, homeownership is strongly encouraged through subsidized mortgages, 
mortgage interest deductibil ity through the income tax, tax benefits for first-time 
homeownership, and even subsidies for home improvements. 

In addition to these individual advantages, many analysts point to the broader 
societal gains related to homeownership. For example, homeowners are able to 
save at a higher rate than are renters. This occurs th rough home equity, or the por­
tion of their mortgage payments paid directly on the principal, the appreciation of 
the worth of their homes over time, and the tax advantages homeowners enjoy. 
These savings make funds available for national investment , which stimulates 
greater economic growth. In 2003 and 2004, the booming investment in new 
homes and remodeling di rectly contributed to economic growth and the creation of 
jobs. At the same time, housing wealth from appreciation and mortgage refinancing 
at lower interest rates fueled consumer demand. This housing-related wealth effect 
has been responsible for much of the growth in per onal consumption over the past 
several year .11 

Unfortunately, labor markets drive the wages of many earners below the level 
at which they can buy minimum-quality housing without sacrificing other basic 
needs. This is particular ly true in the emerging global economy, in which low­
skilled U.S . workers must compete directly with workers in even lower-wage 
countries. Housing is a problem in every country of the world, in that there is a gap 
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between the cost of building and maintaining housing at a profit and the level of 
housing expenditures that are affordable by the less affluent in the society.12 

Some charge that considerable U.S. investment in housing has largely 
occurred through taxing and spending policies that direct investment funds into 
real estate at the expense of factories that provide long-term benefits for every­
one. •3 Critics also contend that home equity loans give undue advantage to home­
owners, who tend to be more affluent than renters. Home equity loans are cheaper 
than other consumer loans, the crit ics contend-in other words, these loans help 
the rich get richer. 

The market responds readily to consumer demand for expensive housing, 
which results in an implicit segregation by class. For the affluent, the purchase of a 
home is seen as an investment. Along with the structure, the homeowner 's pur­
chase includes an increase in social status and social homogeneity. Since these fac­
tors become a part of the cost of homeownership, each buyer has a financial inter­
est in maintaining the status and social integrity of the community. •4 

Housing and Political Trends 

From Farms to Cities to Suburbs 
Throughout much of Europe's history, cities were densely populated areas where 
everyone could live within walls that protected the population from attack. The 
poor and outcasts were excluded from the town, as were certain operations, like 
farming, that required more land or, like tanning operations, gave off noxious 
fumes. Those living or working outside the urban area were in the suburbs- a 
term suggesting an area that was "less than urban." Cities tended to expand rough­
ly in concentric circles, as wider circles were built to protect an ever-expanding 
population . In North America there was less concern about foreign attack than 
about opportunities in the expansive bounty of nature. Many sought agrarian living 
outside the crowded and unhealthy conditions of the city. Rivers became important 
energy sources during the industrial revolution. Mills and factories attracted a 
laboring population who lived close to the industrial engines. 

Thomas Jefferson believed that the ideal society would be composed of farm­
ers with enough property to provide support for the social order. He believed that 
an equitable distribution of property would help prevent excessive concentrations 
of wealth and power. Therefore, he thought property ownership was useful in 
deterring civil disorder and revolution. 

In the nineteenth century the United States was primarily agrarian, and reflect­
ed the Jeffersonian ideal of the yeoman farmer. However, social patterns in the 
twentieth century reflected an excitement for cities as the centers of culture and the 
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very heart of industrial production and national prosperity. Throughout the nine­
teenth and well into the twentieth century, most U.S. cities were manufacturing 
centers. 

In the 1880s railroads and streetcars enabled middle-cl ass residents to move 
further away from the center of the city, while the poorest workers continued to 
live within walking distance of the industrial nerve center. There is a common mis­
conception that the movement to the suburbs is a recent phenomenon in reaction to 
the decay and deterioration of inner cities. In fact , the movement toward less 
densely populated areas began by the late 1800s and actually preceded the automo­
bile. It was not apparent at first, because growth at the fringes began largely inside 
city limits.is The pattern of urban development was one of a commercial district 
with adjacent industrial areas and residential neighborhoods in town extending out 
along streetcar and rail lines. The trend of the more affluent to move from the cities 
to the suburbs gathered ~peed in the 1920s, so that affluent urban residential areas 
and inner city commercial districts began to decline in value. Efforts to reverse the 
growing problem of urban blight through "'redevelopment" were generally unsuc­
cessful. Inner city low-income neighborhoods and industrial areas were profitable 
de5pite being unattracti\ e. These inner ci ty areas were generally located around 
major transportation routes and generated demand for factories, low-rent res i­
dences, and stores. 

The idea that the poor were trapped in the inner city environment elicited a 
syMpathetic response across the political spectrum during the depression. The 
Housing Act of 1937 embraced the goal of slum clearance by requiring that one 
slum unit would have to be demolished for each public housing unit built. It also 
established a federal authority to provide aid for public housing to local authorities 
through loans, grants, and contributions to local public housing agencies. Persistent 
opposition of conservati\-es prevented any significant legislation on housing until 
Harry Truman made housing the focus of his campaign against the "do-nothing 
Eightieth Congress." Truman 's underdog presidential victory provided the thrust 
necessary to pass the Housing Act of 1949. It emphasized the goal of "a decent 
home and suitable living environment for every American family," but Truman 
worried about potential material shortages and inflationary pressures as the Korean 
conflict broke out and scaled back the program. 

Although the federal government began experimenting with housing programs 
during the depression, most believed that, once the economy was stabilized after 
World War n, the government's role would recede in the face of advances in the 
housing industry. Nevertheless. several factors conspired to increase rather than 
decrea e the role of government in housing. 

The post- World War II economic boom, assisted by federal housing mortgage 
subsidies and the availability of newly affordable cars, enabled more people than 



Case Study: The Story of Public Housing 

Programs for public housing date from the 
tum of the twentieth century. when New York 
City activists moved by the plight of the 
urban poor and the attendant social problems 
demanded improved housing conditions. 
Under the progressive leadership of Lawrence 
Veiller and New York's Charity Organization 
Society, a tenement housing committee was 
established in 1899. The committee investi­
gated and then drew attention to tenement 
inhabitants' lack of privacy, light, and air, 
along with unfit toilet arrangements, rat and 
vermin infestations, and overall fire hazards 
in the crowded buildings. To mobilize public 
support, the committee organized an exhibit 
in 1900 that illustrated the squalor typical of 
Lower East Side housing. A shamed public 
reacted swiftly, urging New York's governor 
to propose legislation directed at tenement 
conditions. The Tenement Act of 1901 
announced construction regulations and 
expected compliance with housing codes, 
which infuriated real estate interests. 

Mandated studies of city housing found 
that population density was so extreme that in 
the city's tenth ward there were 665 people 
per acre. Eventually, even the real estate 
moguls grew to recognize that decent housing 
was essential to the city's social and econom­
ic progress. Crowding continued as large 
numbers of immigrants arrived in the city and 
packed the already burdened tenement 
blocks. Unfortunately, early attempts at reno­
vation backfired. Tenements were demolished 
to make way for wider roads, and parks and 
schools displaced immigrants into ever­
crowded living conditions. Few social service 
agencies existed. Only the settlement housing 
programs led by such social activists as Jane 
Addams, famous for her Chicago Hull House 
and her New York Greenwich House, offered 
any escape or assistance. These neighborhood 
housing programs attempted to improve tene-
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ment life by offering chi ld care and training 
directed at the poor. 

In the 1930s the Great Depression woke 
U.S. opinion leaders to the urgency of the 
housing problem nationally and gave them 
the needed political opening. The federal gov­
ernment set up housing programs within the 
Public Works Administration in 1933. Federal 
housing subsidies, with labor union support, 
helped fund well-designed public housing 
prototypes. Reformer Catherine Bauer and 
econom ist Edith Elmer Wood championed 
housing causes during the worst years of the 
depression. Their effort led to passage of the 
Wagner-Steagall Act in 1937, which allowed 
the Federal Housing Authority to extend 
loans to clear city slums, promote new con­
struction. and provide rent subsidies. Bauer's 
book Modern Housing, published in 1934, 
became the intellectual guide to the public 
housing movement. 

Regrettably, the U.S. real estate industry 
renounced the Wagner-Steagall Act as social­
istic. Later, public housing projects were stig­
matized as grungy warehouses for the poor. 
For example, St. Louis'!. Pruitt-Igoe housing 
project, completed in 1956. consisted of thir­
ty-three eleven-story buildings. Once thought 
modernist and progressive, the scale of the 
buildings created maintenance problems and 
over time crime and disrepair came to plague 
the project. Pruitt-Igoe came to represent the 
worst in public housing, particularly as poor 
African American residents became confined 
to the high-rise project. After spending mil­
lions to solve its problems. the St. Louis 
Housing Authority demolished the buildings 
in the early 1970s. Sadly, the fate of Pruitt­
Jgoe symbolized the public housing dilemma: 
too little funding and progressive thinking 
combined with opposi tion from powerful 
interests. 
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ever to consider moving to the suburbs to escape the unpleasantness of crowded 
city life. The absence of land for constructing new homes in cities and an increase 
in real incomes beginning in the 1950s also exacerbated the decline of central 
cities by expediting the exodus to the suburbs. Suburban development patterns pro­
moted greater segregation by income. The realities of the housing market ultimate­
ly determined that the less affluent would live in the older, deteriorated housing 
inventory in the central cities. 

Local governments outside the c ity began adopting zoning ordinances to 
separate different types of development into different areas. As suburban sprawl 
moved further from the center of ci ties, businesses followed the shifting popula­
tion channeled by zon ng laws into areas separate from housi ng. Business parks 
and shopping malls were interspersed throughout suburbia. Suburban develop­
ment is extremely expensive because of the need to build roads, streets, sewers, 
and water lines to support the spread. The need to keep up with the demand for 
new services was a major contributor to the revolt of the 1980s to limit property 
taxes (Cali fornia's Proposition 13 is the best-known example). These tax restric­
tions deprived many jurisdictions of needed revenue to provide the infrastruc­
ture and services for suburban development. Suburban j urisdictions came to 
depend more heavi ly on sales taxes to finance required services. Jurisdictions in 
need of revenue now find that zoning for malls and shopping centers will pro­
vide higher revenue than res identi al zoning, which requires more expensive 
infrastructure. 

There is such fragmentation of government responsibility in the many small 
municipalities surrounding cities that meaningful land-use planning becomes diffi­
cult. Suburban development has often led to an exodus of residents and jobs from 
the central city, leaving behind only those too poor to move. The result has been a 
decentralization of jobs and people and concentrated poverty. This process has 
racial overtones. Those who are white and poor often live in pockets in a metropol­
itan area. Those who are African American and poor tend to be concentrated in 
neighborhoods in the central city. As the donut expands into the suburbs, the barren 
hole in the center grows as well. 

Central cities retain many facilities that cannot be easily reproduced in the sub­
urbs, such as large hospitals and medical faci lities, museums, and art galleries. 
Moreover, the "central" location of the city sustains business districts that employ 
suburbanites. Jobs utilizing primarily communication skills rather than manual 
labor thrive in cities, so that suburbs become "bedroom" communities from which 
many of their resident<> commute dail y to work in nearby big cities. Ironically, 
many of the urban dwellers living closest to the central business districts, which 
offer highly paid jobs, find themselves excluded from such employment. 
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Concentrated Urban Poverty and Socioeconomic Stratification 
The exodus of nonpoor residents and many firms reduces the ability of the cities to 
provide adequate services to their residents. First, the flight of these tax sources 
reduces the per capital fiscal resources left in the cities, putting pressure on city 
governments to raise taxes or cut services or both. Since suburban residents live in 
a community with fewer poor residents, they can avoid their fair share of the public 
costs for dealing with poverty. 

Those living in the suburbs often benefit from the amenities cities have to 
offer. Urban facilities such as roads, public sanitation, and mass transportation are 
used by everyone, but paid for out of the declining tax bases of lower-income city 
residents. On the other hand, suburban communities benefit from their more afflu­
ent property tax bases, which ensure them superior public schools, parks, and other 
amenities that are nominally public, but are in fact inaccessible to all but the mem­
bers of the local community. 

Cities with higher than normal poverty rates are high-cost places to Jive and 
work and are afflicted with crippling social problems, despite the means-tested 
transfers flowing to many of the urban poor. One strategy to make cities more 
attractive to the nonpoor is to relieve big cities of the excess financial burdens that 
separate them from the suburbs. Federal block grants could be targeted to relieve 
the disproportionate impact of poverty concentrated in large cities. Another strate­
gy is to provide incentives to break up the pockets of concentration of the poor in 
major cities by providing housing vouchers, allowing a reduction of fiscal burdens 
while attracting middle-income households and businesses. 16 

Segregation in a Multiethnic Society 
Segregation can result from a variety of factors, from the voluntary choices people 
make about where they want to live, to the involuntary restriction of choices result­
ing from racial or ethnic prejudice, discrimination in the housing market, economic 
exigencies, and lack of information about residential opportunities. 

The United States has become a more diverse society over the past several 
decades. The proportion of the majority non-Hispanic, white population declined 
from 84 percent in 1970 to 69 percent in 2000. The trend is most visible in cities, 
where by 1990 four of the five largest and twenty-two of the fifty largest had a 
"majority minority" population. Immigration from Asia and Latin America has 
played a major role in this growing diversity, with the Hispanic population surpass­
ing the black population in the United States by 2000. The Census Bureau projects 
that by 2050, people of Hispanic origin will double, from 12.5 percent of the popu­
lation in 2000 to 24.4 percent. The Asian population in the United States is expect­
ed to grow to about 8 percent. 
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The Immigration Act of 1965, which ended the bias in favor of immigration 
from Europe, has contributed to the increase in immigration from Asia and Latin 
America and the significant increase in national diversity. While segregation in res­
idential housing persists significant gains in integration have been observed over 
the past twenty-five years. Several factors contribute to hous ing segregation, 
including varying income and housing costs. Minorities with higher incomes 
increasingly buy homes n multiethnic communities.11 Despite fair housing legisla­
tion, black home buyers are still sometimes steered toward certain neighborhoods. 
The fact that people exhibit a preference for living in neighborhoods with their eth­
nic group and avoid otht'r groups also contributes to segregation. While all groups 
exhibit this self-preference, it is strongest with whites.is However, the overwhelm­
ing majority of whites now accept open housing at least in principle. And data indi­
cate that all-white neighborhoods are increasingly rare, and that the presence of 
racial or ethnic minorities in small numbers no longer results in a rapid neighbor­
hood tumover. 19 Resear(h indicates that the presence of multiple e thnic groups can 
serve as a buffer and reduce the animosity relative to the presence of just two 
groups.20 

By the end of the l }50s, as a result of the movement toward the suburbs, the 
U. S. population was almost equally divided between urban areas, suburbs, and 
rural areas.21 In 1990 the United States became the first country ever to have more 
suburban residents than urban and rural residents combined .22 

The trend toward a suburban society cannot be overestimated in terms of its 
impact on U.S. politics. Topography initially shapes the desirability of land for var­
ious uses. The structures that are built on the land and their function affect the 
desirability of the land for subsequent purposes. Much of urban politics is shaped 
by this basic struggle O\.er physical space. Neighborhoods are designed for housing 
within a certain range of economic value. Residents fight to prevent any activity or 
u~e that might negative y affect their property values while investors seek a maxi­
mum return on their investment. 

The socioeconomii; sorting of neighborhoods whose residents have similar 
incomes, as explained by the filter-down and tradeoff models, is especially encour­
aged in a culture in which material status is highly regarded. One of the strongest 
forces affecting the use of housing space is the tendency for people to group them­
selves according to economic, cultural, or social stratification. By attracting people 
of like income levels, ~uburban communities become economic enclaves. Robert 
Reich has pointed out that similar incomes, and the similarity in tastes that go with 
them, increasingly define communities.23 People hope that by living near people 
like themselves they will find agreeable neighbors or friends for their children. The 
price of housing in a neighborhood is often taken as a strong indicator of the social 
characteristics of its residents. As Allen Hays states: 
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Case Study: Housing Location and Neighborhood Change 

What factors shape a family 's choice of 
where to live? Families in similar situations 
often engage in parallel decisionmaking 
processes that have the cumulative effect of 
forming identifiable neighborhoods. The fil­
te r-d own theory is one model that was 
developed to explain neighborhood change. 

The theory assumes that there is a strong 
correlation between the price and quality of a 
house. and family income. The housing that 
low-income families can afford is typically 
older and less well maintained than the hous­
ing that higher-come families can afford. 
Much of the low-cost housing made available 
in a low price range comes through the filter­
ing procesi. rather than through new construc­
tion. 

This model holds that as a family's 
income rises, it will be able to 5atisfy its 
increased demand by buying newly built 
housing. The newly constructed housing will 
usually be built away from the central city. 
because urban lots are too small to satisfy the 
preference of upper-income families, and 
because the cost of buying sufficient land and 
demolishing exbting construc11on is prohibi­
tive. Suitable vacant land at lower opportuni­
ty cost is usually available outside the city. 

There are two likely scenarios for the 
home that has been vacated. First, it may be 
purchased by a family having ocioeconomic 
characteristics similar to those of the previous 
owners. In this case, the neighborhood 
remains unchanged, and no filtering occurs. 

A second possibility is that families of 

similar economic backgrounds are not interest­
ed in buying the property at the price paid by 
the original owners. even though the quality of 
the housing has not declined. The equilibrium 
price of hou 111g in the neighborhood thus falls 
and becomes affordable to households with 
incomes lower than those who moved away. 
Families with lower incomes will clearly bene­
fit from this filtering operation. 

As lower-income groups filter into such 
homes, they will be less able to afford the 
same levels of maintenance a had the previ­
ous, more affluent owners. Studies suggest 
that the level of maintenance can affect the 
rate of neighborhood change. Those in a 
neighborhood going through this filtering 
toward lower-income families anticipate Low­
ered property values. or if they plan to move 
themselves, they expect that maintenance and 
upkeep wi ll not result in an appreciation of 
property values and so invest less in that 
maintenance. 

The filter-down process is the result of 
negative extemahties, such as pollution, con­
gestion, noise, and fear of crime, that increase 
as one moves toward the central city. Once a 
neighborhood is identified as blue collar or 
working class. as opposed to white collar or 
middle class. in the minds of those in the 
housing market, the shift to the next-lower­
income group may accelerate. 

Source: John P. Blair. Urban and Regional 
Economics ( Homewood, Ill.: Richard D. Irwin. 
1991), pp. 415-419. 

There are three basic motivations for this sociospacial structuring: ( I ) to structure 
social relations by limiting interactions to neighbors who share "desirable'' traits 
according to the individual'i. value structure; (2) to create a neighborhood that, by 
its location and aesthetics. is a visible symbol of one·~ social standing; and (3) to 
preserve the investment value of one's property, which is viewed as a direct result 
of ( I) and (2).24 
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This structuring that attracts people to affluent ne ighborhoods has a negative 
impact on those on the bottom rungs of the socioeconomic ladder. Those with the 
most economic power choose the most attractive spaces, while those on the bottom 
rungs must settle for what is left over. Those at the bottom of this stratified system 
are physically isolated from opportunities that might enhance their upward mobili­
ty, which thereby contributes to the self-perpetuation of their poverty.is All federal 
housing programs that ry to improve the li ves of the poor by providing low­
income housing in areas of high-income residents have had to contend with the 
"not in my backyard" (NIMBY) reaction. 

People in the same community usually have neighborhood associations that 
serve to protect and defend the integrity of the area against any threat to property 
values, such as the construction of low-income housing or a factory. The result is 
to reduce the community 's sense of a common purpose within the larger society. 
Gated communities are residential enclaves with restricted access so that normal­
ly public spaces become privatized.26 The first such developments were retirement 
communities, which now account for about one-third of all gated communities. 
Many choose to reside in gated communities because they believe that such hous­
ing provides a safe, controlled environment. Some studies claim though that there 
is little evidence that gated communities actuaJiy have less crime than do surround­
ing communities.27 Another third of gated communities tend to be found in upper­
middle-class and affluent communities, and approximately one-third are mostly 
middle class and even working class.28 Gated communities reinforce an exclusive 
community culture, where the tension between the individual and society tilts 
toward the individual's self-interest.29 

The growth of gated communities surged in the early 1970s as many fled rising 
crime rates and civil unrest. Many urban neighborhoods had been redlined. Banks 
literaJiy drew red lines on maps of low-income and minority neighborhoods and 
refused to insure loans there, which drove the value of those properties down even 
further. 

European urban dwel·ers, by contrast, have not shown the same inclination to 
mo\e to the suburbs as their incomes rise. In Europe, cities are thought of as cen­
ters of civil ization. The central city represents a vital asset for society. Therefore, 
those who live in suburban and rural areas are more willing to pay taxes to beautify 
and maintain urban centers. As a result, the political cleavage between cities and 
suburbs evident in the United States has not occurred in Europe. 

A clear example of this difference can be seen in the handling of transportation 
issues. Mo5t Americans hve outside ci ties in suburban areas and their concerns 
focus on freeways as the solution to urban transportation problems. By contrast, in 
Europe, interest in the quality of the environment takes priority over accessibility. 
Investment in public transportation within cities is emphasized as a strategy to ease 
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congestion. The use of automobiles is discouraged, and in some cases banned alto­
gether. Also in Europe, highly developed intercity rail systems deliver travelers 
from one city center to another. Train depots located in central urban areas encour­
age business locations nearby and attract highly paid professionals to Jive in areas 
easi ly accessible to railway tenninals. The United States lacks a well-developed 
high-speed rail system and relies instead on air travel. Airports are mainly located 
outside cities. This often results in their becoming significant areas for business 
location. 

Political Implications 
Political parties have sought to exploit the uneasiness in the suburban Uni ted 
States. Prior to the 1960s the Republican Party had a tradition of being at least as 
committed to racial liberalism as was the Democratic Party. But as legislation with 
real substantive content about race relations was seriously pressed, Republican 
support began to decline. Bills establishing rent supplements for the poor, open­
housing policies, the model cities program, a rat eradication program, and a new 
federal cabinet-level Department of Housing and Urban Development passed over 
the opposition of most Republ icans in the House and Senate.30 The Republican 
Party has increasingly adopted an adversarial stance toward government-sponsored 
urban programs, claiming they are examples of flawed government intervention 
into areas best left to the free market. 

Housing patterns have profoundly influenced U.S . political issues. U.S. cities 
are left with a population of minorities who are largely poor and less well educated 
than suburbanites. The suburbs, by contrast, contain middle- and upper-income 
families who are better educated, live in newer housing, and identify only with 
their local suburban interests. 

William Schneider argues that Americans unfortunately prefer the private over 
the public.31 Upwardly mobile suburban dwellers are highly tax-sensitive when 
governments use their money to solve what are perceived to be other people's 
problems. The "elitist" suburban view tends to believe that government has too 
much power, that taxes should be kept low, and that people should solve their own 
problems.32 Another, more cynical view argues that government cannot solve most 
problems because officials are incompetent, or controlled by special intere ts, and 
cannot be trusted to do what is right. Together these views make up a powerful 
antitax, antigovernment coalition. Nationwide, suburban voters tend to be the most 
Republican in presidential elections, although they are more likely to vote for 
Democratic candidates in congressional and state elections. 

City governments lack adequate tax bases. They need redistributive tax pro­
grams that would transfer financial resources from the suburbs to the cities. 
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Case Study: The Tradeoff Model-Space Versus Access 

This model (see Figure 11 . I) e'{plains why 
rents are generally higher the closer one is to 
the center of a city and decline a.; one moves 
farther away. The higher rent clo e to the cen­
ter results from access to urbar goods that 
make the land more valuable. Offsetting the 
desirability of access, and housing location, is 
the fact that, all things being eq 1al, families 
prefer mNe space to less space. ll one lives in 
the suburb but commutes to he city for 
work, travel costs (including tirne) must be 

considered in the calculation of which is the 
more de irable residential area. The outward 
movement effect caused by the wish for space 
is stronger than the travel cost effect, result­
ing in neighborhoods of higher-income fami­
lies in a metropolitan area 's outer ring. In 
addition, although the cenrral city is still the 
!>ite of a plurality of jobs, jobs have increas­
ingly shifted to suburban locations, easing 
transportation costs. 

Figure 11.1 The Tradeoff Model: Space Versus Access 

Space ve·-sus access with increas ng income. As income increases, the original equilibrium is 
distributed, resulting in a relocation because the desire for more space and cheaper land in out­
lying regions is stronger than the desire for better access to the central city. 
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Sources: Adapted from John P. ingris, Urban and Regional Eco11om1cs (Anoesia. Ill.. Ionize, 1991). pp. 
419-420; a'KI John P. Blair. Urban and Regional Eco11om1cs (Homewood. lU: Richard D. Irwin, 1991. p. 419. 



THE CRISIS IN HOUSING POLICY 407 

However, suburban voters recoil from the prospect of their tax dollars going to the 
cities. City residents tend to vote for Democratic presidential candidates, but are 
often outvoted by the overwhelming concentration of voters in the suburbs. This 
has not gone unnoticed by the Republican as well as the Democratic leadership. 
Mayors of many cities feel frustrated when their agenda items are given low priori­
ty by both parties. Nevertheless, government must be involved in housing, because 
private housing markets cannot provide sufficient quantities of affordable housing 
for a significant portion of the population. This appears to be true in all advanced 
countries. 

The Growing Crisis in Availability and Affordability 
Homeownership rather than renting has been preferred in most Organization for 
Ecor.omic Cooperation and Development (OECD) countries since World War II. 
Homeownership has been encouraged by a range of policies that make ownership 
affordable and economically attractive, such as grants for construction, interest 
subsidies, income support, and tax breaks.33 For example, Congress chartered 
Fannie Mae and Freddie Mac as shareholder-owned corporations to increase the 
homeownership rate , by making home mortgage funds readily available, and to sta­
bi I ize mortgage markets. Still, the original Federal Home Owners Loan 
Corporation, established in 1933, included ethnicity and religion as indicators of 
credit worthiness. Female-headed households and the elderly often had problems 
securing a mortgage. Today the Federal Housing Authority (FHA) insures mort­
gage loans to help people who have credit problems and do not meet standard cred­
it requirements to buy or refinance low-cost homes. 

The rationale for federal intervention in the U.S. housing market has not 
changed since the Housing Act of 1949 declared the policy goal of providing "a 
decent house in a suitable living environment for every American family." The 
government's role has emphasized improving the quality of the housing inventory 
by stimulating new construction and reducing the amount of substandard housing. 

Overall homeownership rates in the United States reached an all-time high in 
2003, when 68.3 percent of all households owned their own homes, up from 65.2 
percent in 1978.34 The increase in homeownership rates is attributed to the aging of 
baby boomers, record-low interest rates, and a robust economy. There are recent 
signs that the increase may be coming to an end. It is more difficult to increase 
homeownership rates that are already high, but other factors include growing 
efforts to privatize government programs and the deregulation of financial markets. 
Many middle-class jobs with fringe benefits (e.g., health insurance and a pension) 
have disappeared. Temporary and part-time jobs without fringe benefits have 
replaced many manufacturing jobs. These growing risks, combined with increas-
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Case Study: Architecture to Fight Poverty- The Rural Studio 

Architect Samuel (Sambo) Mockbee died pre­
maturely l)f leukemia in 2001. At the time of 
his deatt, Mockbee's " Rural Studio" at 
Auburn University had captured t 1e imagina-
11on of many talented. 1dealis11c students. 
Yo un g a1chitects enrol led to ~t udy with 
Mockbee and his colleague D. K. Ruth to 
learn how creative use of material and func­
tional design could combat poverty in rural 
Alabama. Mockbee fashioned hot.~ing out of 
what was wailable, using thmgs ltke concrete 
ru bble, °" aste cardboard , and (l(d license 
plates. Ht worked with materiah left over, 
discarded, or ignored to craft bolcl and inno­
vative structures for the reside1 1ts of Hale 
County--0ne of the poorest counties in the 
United S· ates . Mockbee 's enth Jsiasm for 

experimentation resulted in modest though 
essential dwellings for the poor that are not 
on ly cost effective but ve ry li vable and 
deeply rooted in the local community. For his 
efforts, Mockbee was posthumously awarded 
the American Institute of Arch itec ts Go ld 
Medal in recognition of his significant body 
of work and irs lasting influence on theory 
and practice of architecture. Mockbee's 
genius was his use of architectural design to 
promote social welfare. He believed that 
architecture could play a role in combating 
poverty. In his words. ''What we build are 
shelters for the soul as well as homes for the 
bodies. "35 Mockbee 's work reminds us that 
the souls of rich and the poor alike deserve to 
be ~hellered. 

ingly high housing prices. have made investment in a home and the burden of high­
er mortgages as a proportion of income a chancier undertaking than previously. 

In the United States homeownership rates for families with children have 
actually decreased since 1978. The most severe decrease in homeownership rates 
has occurred among lower-income working families wi th children, wi th a decline 
of 6 percent between 1973 and 200 I (from 62.5 to 56.6 percent). Research clearly 
shows many benefits from homeownership including an improved quality of liv­
ing. l6 

The lack of affordabi lity for families with children contributes to the growing 
gap in the distribution ot wealth between upper- and lower- income groups. The 
children of homeowners are more likely to have better developmental outcomes in 
school and higher self-e~teem , and are less likely to have behavioral problems. 
Girls are less likely to become pregnant as teenagers.37 The po itive effect of 
homeownership on children seems to be particularly apparent among lower-income 
fam1lies .38 

Researchers have aho found some disadvantages with homeownership.39 
Investing in a home has a large opportunity cost. Much of a homeowner 's wealth is 
sunk in a single asset, precluding alternative investments. Homeownership reduces 
labor mobility. If job losses are experienced in one region, it is likely that property 
values will decl ine and homeowners wi ll be reluctant to sell and move to an area 
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where jobs are available. Renters do not face the large transaction costs of buying 
or selling and are more willing to move. 

The demand for housing that is affordable to low-income families far exceeds 
supply throughout most of the country. Not only have private market forces failed 
to produce the low-income units demanded, but many low-income housing units 
have been demolished or wi thdrawn by landlords from subsidized housing pro­
grams as well. Many withdrawn units have been converted into higher-cost condo­
miniums for people wi th greater financial means. 

Many low-income families find that their incomes have not kept up with rapid­
ly rising housing costs. The earnings of low-income families not only fai led to 
keep up with rental or utility costs, but in fact declined in real terms between 2000 
and 2003.40 According to a 2004 study by Harvard's Joint Center for Hous ing 
Studies, 13 percent of a ll households spend 50 percent or more of their incomes on 
housing.41 These bottom-quintile households (with average monthly nonhousing 
expenses of $60 1) have little left over to pay for other basic necessities, spending 
on average just $ 16 1 each month on food and $34 on health care. When middle­
income households pay more than 25 percent of their incomes for housing, they do 
not necessarily compromise the ir ability to meet their other basic needs, although 
the cost of housing may limit their ability to save. More than twice as many people 
in the United States face housing problems as lack health insurance.42 Also, one in 
fifty households live in housing that is in dilapidated or substandard condition, 
defined by problems such as overcrowding, broken or malfunctioning heating or 
plumbing systems. or the presence of health hazards such as asbestos, radon, or 
mold.43 Full-time workers earning the minimum wage cannot cover the costs of a 
basic one-bedroom apartment wi thout spending in excess of 30 percent of thei r 
income. According to the Bureau of Labor Statistics (BLS). average wages in 
industries adding the most jobs since the 200 I recession are 2 1 percent lower than 
those in the industries losing the most jobs. Further. the BLS expects that over the 
next ten years, e leven of the twenty fastest-growing occupations will be service 
jobs paying a median wage of less than $20,000 a year.44 The millions of low-wage 
jobs the econo my has created since the last economic downturn do not pay enough 
to allow workers to afford even modest housing. 

Low-income elderly ci tizens face additional challenges. Not only are their 
incomes often insuffic ient for their housing needs, but their rising health care 
needs often compete with other basic needs as well. Many moved into their homes 
before they reached their sixties. Family homes are often in need of repair, which 
also puts an added burden on the elderly. Low-income and especially immigrant 
populations are increasingly forced to cope with high housing costs by doubling up 
and living in crowded conditions (defined as more than one person per room). 
Approximately 6 percent of all households now live in overcrowded conditions.45 
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Case Study: The Tiebout Model and Government 

In 1956, Charles Tiebout developed a model 
of local government financing th lt considered 
a house purchase as including a bundle of 
goods and services, which varied depending 
on whal was offered by the local government. 
Today, government bestows value on private 
property by providing police protection, roads 
and streus. sewerage, power and water sys­
tems. public trans portation, schools, and 
other services. The different leve s of services 
provided 'Will result in different ta'{ burdens 
in different communities. Mor<! and better 
community services with lower taxes will 
increase demand for housing w thin a com­
muni1y. 1 f differing communitie, have equal 
housing ;crvices. the one with t~ e lowest tax 
rate wi ll be the most attractive. By ·'voting 
wi1h their feel." households choose jurisd ic­
lions on the basis of the fiscal package of 
services offered and the cost mechanism to 
pay for them. Property tax increases that 

The Homeless 

result in a more attractive mix of services will 
be capiialized into property values. 

01her nongovernmental amenities such 
as community prestige. friendly neighbors, 
and pleasant surroundings add to the commu­
nity's a1tractiveness. On the other hand, nega­
tive features such as po llution and unsafe 
streets may not only be negattve externalities 
in themselves, but a lso have the effect of 
increasing taxes on property values . 
Individual preferences for an area include the 
actual housing as well as the public services 
and 01her aspects of the community 's external 
environment. People 's choices will be based 
not only on their preferences, but also on 
!heir willingness and ability 10 buy different 
bundle' of public serv ices. 

Source: Charles M. Tiebout, "A Pure Theory of 
Local Expenditures." Jo11mal of Political Economy 
64. no 3 (October 1956): 416-424. 

Among the most troubling developments in recent years for those concerned with 
housing policy issues has been the increasing numbers of severely disadvantaged 
in -;ociety. It is at this le\ el that the policy goal of ··a decent house in a suitable liv­
ing environment" for e\ery American has clearly not been achieved. And future 
trends are ominous. The homeless population is growing, and the number of pre­
cariously housed families who are only one rent payment away from eviction or 
forced to double up with others a lso continues to increase. Especially vulnerable 
are low-income fami lies who pay over half o f their income for housing. 

Defining Homelessness 
To be homeless is to be a t the very bottom of the socioeconomic ladder in the 
United States. In his work Down and Ow in America, Peter Rossi, a professor of 
sociology. defines literal homelessness as not having customary and regular access 
to a conventional dwelling.46 Homelessness is not an absolute condition but a mat­
ter of degree. The definition of homelessness as used here refers to the absence of 
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adequate housing. Most narrow definitions restrict homelessness to what is usually 
referred to as literal homelessness, which excludes those people who are doubled­
up with friends or relatives and those who are otherwise "precariously" housed. 

A Department of Housing and Urban Development report in 1984 used the 
" literal homelessness" definition when it held that a person is homeless if his or her 
customary nighttime residence met any of the following criteria: 

a) in public or private emergency shelters which take a variety of forms: armories, 
schools, church basements, government buildings, former ftrehouses and where 
temporary vouchers are provided by private and public agencies, even hoteb, 
apartments, or boarding homes: orb) in the street\ , parks, subways, bus terminals, 
railroad stations. airports, under bridges or aqueducts, abandoned buildings with­
out utilities, cars, trucks, or any of the public or private space that is not designed 
for shelter.47 

These poor clearly have no access to traditional standard dwellings such as homes, 
apartments, rented rooms, or mobile homes. 

Homelessness has been a facet of U.S. society since colonialism, but was not 
considered a public policy issue, except during the Great Depression, until the 
1970s. ln the nineteenth and early twentieth centuries, transient homelessnes!., con­
sisting of poor workingmen without families living in skid row sections of major 
cities, was acknowledged. Cheap hotels and restaurants thrived in such neighbor­
hoods. Prior to the 1930s, private charities and local government provided almost 
all of the aid to the poor and homeless. The Great Depression overwhelmed the 
charitable institutions of the time. In the 1930s, the transient homeless consisted 
primarily of young men and unemployed husbands who left home in search of 
work. World War II marked a change, and the demand for labor remained high 
enough after the war to ensure that homeless rates stayed low throughout the 1950s 
and 1960s. Recent studies suggest that unattached individuals make up about 70 
percent of the homeless population, the overwhelming majority of whom are men. 
Historically, about 75 percent of the homeless have been white males, but recent 
studies indicate that among nonfamily homeless, about 41 percent are white non­
Hispanic, 40 percent are black non-Hispanic, I 0 percent are Hispanic, and 9 per­
cent are of other races.48 

By the mid- I 970s, urban renewal projects had demolished many of the cheap 
flophouse hotels, forcing many former tenants to live on the streets. By the late 
1970s the homeless were seen with increasing frequency sleeping on steam grates, 
in doorways, on park benches, and in other highly visible places in U.S. cities. The 
average age of the homeless in the 1960s was around fifty. By 1990 the average 
age had dropped to thirty-six.49 The composition of the homeless population began 
to change also as women and families with children began to appear with increas-
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ing frequency. The U.S. Conference of Mayors reported in 2003 that lack of afford­
ab.e housing was the leading cause of homelessness and that 40 percent of the 
homeless were families with children.so 

The increasing number of families wi th children is a foreboding indicator of 
future challenges to society. Children in lower-income families change residences 
twice as often as non poor chi ldren because of their parents' tenuous hold on jobs 
and rental uni ts. 

Research indicates that it takes a child four to six months to recover academi­
cally after changing schools.s1 Not surprisingly, such children are significantly less 
likely to finish high school on time. The infant mortality rate among the homeless 
is roughly 30 percent higher than for infants born into families living in homes. It 
is not unusual for home ess fami lies to be separated. because some shel ters will 
accept only women and young children, while others will accept only men and 
older boys. Young children who are homeless often show signs of emotional dis­
tress. Unstable housing can put them far behind their peers in physical and cogni­
tive development. They are diagnosed with learning disabi lities at twice the rate of 
other children and often suffer from emotional or behavioral problems. About 21 
percent of these children must repeat a grade (compared to 5 percent of other chil­
dren), because of frequent absences from school, a key predictor of becoming a 
school dropout. About 37 percent of homeless children do drop out of school.52 

Studies vary, but generally agree that up to half the adult homeless have or 
have had a substance abuse problem. and that up to one-third suffer from some 
fonn of mental illness. The homeless also have a higher incidence of physical ill­
nes'>, such as tuberculosis and HIV /AIDS, than does the general population. 

The homeless are a subset of the very poor in the society. Policymakers need a 
reasonable estimate of the extent of the problem of homelessness in order to effec­
tively deal with it. Unfortunate ly, methodological problems make it difficult to 
count people who lack a f xed address. A person may be on the street one night, in a 
shelter the next, and in a voucher motel after that. Many of the "hidden" homeless, 
who avoid shelters and are often missed in homeless counts, are those who stay in 
vehicles, boxcars, boxes, or tents. The best approximation on the homeless popula­
tion comes from the Urban Institute, which states that about I percent of the U.S. 
population-3.5 mill ion people, 1.35 million of them children-are likely to experi­
ence homelessness in any given year.SJ Recent studies suggest that there has been a 
significant increase in homelessness over the past two decades. And the rr.arket sys­
tem is producing homelessness at a higher rate than previously considered. 

Major Factors Contributing to Homelessness 
Various explanations have been advanced to explain the surge in homelessness in 
the past two decades. One explanation holds that rising homelessness has been 
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caused by the falling incomes of low-skilled workers. The economy has replaced 
many higher-paid manufacturing jobs with low-paying service sector jobs. As a 
result, the economy has benefi ted those workers situated securely in the upper­
income ranges, while those with lower skills have not benefited. A related explana­
tion refers to the reduction in social welfare benefits, such as unemployment and 
housing assistance. Moreover, states have reacted to federal cutbacks by reducing 
their funding for welfare programs. States reacted to the recession of 2001-2002 
by even further reducing their commitment to social welfare spending. These cut­
backs erased the only margin of protection that had kept some from becoming 
homeless. Many of the mentally ill were deinstitutionalized without providing ade­
quate care to permit them to function in a noninstitutionaJized setting. Certainly the 
reduction in availability of housing for low-income families is also a significant 
factor. Those at the bottom of the wage scale have been forced to compete more 
aggressively for a reduced number of low-cost units. The result for many is home­
lessness. For those who manage to avoid homelessness, the result is higher-cost 
housing and an increased risk of homelessness. Finally, there are the individual 
pathologies of alcohol and drug use. Each of these explanations also applies, 
although perhaps not as critically, to those who are precariously housed and to 
those who are low-income renters and homeowners.54 

Homelessness cannot be explained away by charges like individual laziness, 
lack of skills, alcohol abuse, or deinstitutionalization of the mentally ill. Clearly, 
structural factors like a changing economy and policy decisions are as much a part 
of the explanation as are the individual characteristics of the homeless person. 

Policy Response for the Homeless 
Prior to the 1930s, homelessness tended to be viewed by most policymakers as a 
personal pathology and a problem for local organizations. But by the late 1970s the 
homeless were seen as a serious policy issue. The initial response by religious 
organizations, charitable groups, and some local governments was to join together 
in a "coalition for the homeless," and to focus on immediate relief through soup 
kitchens and homeless shelters. 

The term homeless suggests that the policy issue would be solved if those 
without a fixed abode could be provided affordable housing. But for many others 
the issue involves personal responsibility and accountability. As Chris topher 
Jencks wrote: 

If no one drank, took drugs, lost touch with reality or had trouble holding a job, 
homelessness would be rare. But if America had a system of social welfare compa­
rable to that of Sweden or Germany, homelessness would also be rare. In those 
countries job training is far better, unskilled jobs pay better, benefits for the unem-
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ployed are almo t universally available and the mental health system does much 
more to provide housing for the mentally ill. It is the combination of widespread 
individual vulnerability and collective indifference that leaves so many Americans 
in the streets.55 

The Housing Voucher Program 
The housing voucher program, usually referred to as "Section 8," after the section 
of the U.S. Housing Act that authorized it, was created in the 1970s and has 
become the largest federal housing assistance program. The federal funds are dis­
tributed to low-income families with children, the e lderly, and the disabled by 
2,600 state, regional, and local hous ing agencies known col lectively as public 
housing agencies (PHAs). Federal rules ensure that vouchers are targeted at the 
families who need them most. PHAs are required to ensure that 75 percent of the 
households admitted to the program have incomes at o r below 30 percent of the 
area median. Approximately 61 percent of voucher recipients are fami lies with 
children. Nationally, 30 percent of the median income is $ 18,850 for a fami ly of 
four, which is roughly the poverty leveJ.56 When a fami ly receives a voucher, it bas 
sixty days to find housing in the private market. After a fami ly identifies a unit, the 
PHA inspects the unit to en~ure that it meets the program's housing quality stan­
dards and to certify that the rent is consistent with rents for comparable units in the 
local area. A family with a voucher is required to contribute 30 percent of its 
income for rent and utilities. The program has grown with the population over the 
past two decades, such that there are currently over 2 million housing vouchers. 
Nevertheless, vouchers are not an entitlement and limited funding means that only 
about 25 percent of households eligible for vouchers receive any form of housing 
assistance. By 2003, with the average wait for a voucher in many areas over thirty 
months, many housing agencies stopped accepting new applications. Landlords are 
under no obligation to rent to fami lies with vouchers and only about two-thirds of 
all voucher holders are successful in finding acceptable units. Vouchers can also be 
used to help families buy homes. 

Vouchers are a highl:r effective form of housing assistance. Research finds that 
voucher holders in low-income neighborhoods are more likely to succeed in the 
workplace and nearly twice as likely to leave welfare as those without housing 
assistance.57 Studies also show that using vouchers to move from high- to low­
poverty neighborhoods improves educational outcomes for children. Children in 
these families are also less likely to become involved in violent c rime as either per­
petrator or victim.58 

Unfortunate ly, the George W. Bush administration has proposed shifting 
responsibility for the hou~ing voucher program away from the federal government 
and to state and local authorities. The administration has also proposed cutting the 
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program by 30 percent by 2009, which would reduce the number of families cur­
rently served and push others into vulnerable living situations or homelessness. 
The problem is made even worse by the housing boom and local zoning laws that 
cap development in many high-income areas, forcing builders to put expensive 
housing elsewhere. This pushes the working poor farther from centers of employ­
ment and transportation, and pushes the poorest out of housing and into over­
crowded shelters. 

The Stewart B. McKin ey Homeless Assistance Act of 1987 designated the 
Department of Housing and Urban Development (HUD) to be the lead federal 
agency in providing grants to states and localities to increase s11bsidies for housing 
and shelter support in an effort to alleviate some of the problems for the homeless. 
President Bill Clinton issued a plan to reduce the homeless population by one-third 
by spending $2.15 billion in 1995. His plan recommended a "continuum of care" 
that combined shelter, education, substance-abuse counseling, job training, and 
medical treatment.w Many of the homeless are worker!> with little education and 
few working skill!>. Job-training programs that develop interpersonal skills and job 
responsibility anitudes would offer significant hope for reducing homelessness. A 
liberalization of welfare benefits, which have not kept pace with inflation, and a 
relaxation of eligibility rules for those benefits, would make housing more afford­
able for many. There is some evidence that U.S. sympathy for the homeless is 
receding. Recent ~urveys by the National Law Center on Homelessness and 
Poverty found that many cities have enacted or enforced restrictions on occupying 
public spaces, or otherwise selectively enforced laws rarely applied to the non­
homeless. The center conceded that some concerns about the use of public space 
are legitimate in that city residents do not want people living or begging in the 
streets. 

The homeless are merely the most visible portion of the population experienc­
ing housing deficiencies. Many of the homeless eventually do obtain housing, 
either on their own or when taken in by friends or relatives for varying lengths of 
time. A much larger portion of the poor population do not move into the streets but 
double up with relatives or friends. Such displaced people have to be considered in 
the overall determination of housing needs. 

Housing Markets for the Middle- and Upper-Income United States 
Overall, exceptionally strong income and job growth characterized the last half of 
the 1990s, up to the 200 1 recession, for those in the middle- and especially for 
those in the upper-income groups. Despite the cyclical slowdown, 1.3 million new 
households have been formed each year since the tum of the twenty-first century. 
Home sales, single-family housing starts, homeownership rates, and refinances 
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have reached new peaks. Economic expansion over the past decade has given sup­
port to rising house prices. Low-interest rates have also allowed middle- and 
upper-income families to hold down mortgage payments of more expensive homes, 
and have encouraged rising home prices. High demand has contributed to a rapid 
increase in housing values, which in tum has generated wealth effects through 
home price appreciation. As interest rates declined during the economic slowdown, 
families were able to refinance and even borrow on home equity, which helped sus­
tain consumer demand. This strong demand resulted in house prices in the more 
affluent market rising faster than household incomes. Builders eagerly responded 
to the increased demand by building more profitable, larger homes with more 
amenities and, of course, higher price tags. Table 11.1 indicates how homes have 
changed over the past three decades. 

The trends indicate increases in square footage, the number of bathrooms, the 
percentage of new units with central air conditioning, and the number of units hav­
ing parking facilities. Every category of amenity has grown. It is noteworthy that 
the size and price of homes are increasing at a time when households are getting 
smaller. The number of single-person households increased from 18 to 28 percent 
between 1980 and 2002, while the number of two-person households increased 
from 25 to 36 percent.61l The trend toward smaller households will continue with 
the coming surge in retirement by the baby boomers. 

There is a widespread misconception that housing subsidies are aimed primari­
ly at the poor and the homeless, when in fact the middle and upper classes have 
been the primary target population of the most generous government assistance. 
Most government policies encourage a higher level of ownership than the market 
would produce. 

The major subsidy for owner-occupied housing comes in the form of tax con­
cessions. The goal of various administrations to balance the budget while reducing 
marginal tax rates has not seriously threatened housing tax concessions. The major 
concessions include: 

l. Allowance of mortgage interest deduction on owner-occupied homes. 
2. Deductibility of local property taxes from federal tax returns on owner­

occupied homes. 
3. Nontaxation of the fust $250,000 ($500,000 for a married couple) of capital 

gains realized on the sale of an owner-occupied home. 
4. Nontaxation of net imputed income from owner-occupied homes.61 

These concessions are a significant fiscal burden on the federal budget. The mort­
gage interest deduction (MID) is a common tax feature in OECD countries, with 
about half allowing it. The real estate tax deduction and MID were historical acci-
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Table 11.1 Characteristics of New Privately Owned 
Single-Family Houses Completed 1970-2003. 

Percentage of Units 

1970 1980 

Floor area (square feet) 
Under 1,200 36 21 
1,200-1 ,599 28 29 
1,600-1,999 16 22 
2,000-2,399 21 13 
2,4oo+ 15 

Bedrooms 
2 or fewer 13 17 
3 63 63 
4 or more 24 20 

Bathrooms 
I or fewer 20 10 
2 32 48 
3 or more 16 25 

Central air conditioning 34 63 
Fireplaces, I or more 35 56 
Parking facilities 

Garage 58 69 
Carport 17 7 

Median square feet 1,385 1,595 

2003 

5 
17 
21 
19 
38 

12 
51 
37 

5 
38 
56 
88 
58 

88 
l 

2,137 

Sources · U.S. Census Bureau, Srarmical Ab.uracrs 1993. 1997. 2004-2005 (Washing1on, D.C.: U.S 
Govemmenl Printing Office. 1993, 1997, 2004). 

dents. They were embedded in the first Internal Revenue Code, in 1913, with linle 
attention to their effect on homeownership, because the tax rates were very low 
and the proportion of households that paid no income tax at all was very high. 
During World War II, with rising incomes and rising tax rates, their impact on 
home purchases became significant, after which they were defended as sacrosanct 
because they had always been there. Taxation of capital gains on home sales did 
not become an issue until after the war.62 

Easily the largest housing subs idy is the ability of homeowners to take a 
deduction on mortgage interest and local property taxes from their federal income 
taxes. A tax deduction is an amount of money that may be subtracted from income 
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before a taxpayer computes his or her taxable income. The ability to avoid paying 
taxes on income spent on mongage interest and propeny taxes may substantially 
reduce taxes and gives homeowners preferential treatment when compared to 
renters. Since homeowners are, on average, more affluent than renters , this special 
treatment reduces the progressivity of the income tax. The tax deduction often 
more than compensates for the real interest paid on mortgages.63 Therefore, upper­
income households have a particularly strong incentive to buy homes. For them , a 
home is viewed " primarily as an investment rather than as necessary shelter."64 The 
combination of tax deductions and inflation can result in a distonion of the housing 
market in which builders provide too many large houses to produce tax shelters for 
the affluent, and too few low-priced houses for the poor. 

Tax deductions on the interest paid on home mortgages are avai lable to all who 
can afford to buy a home. The recipients do not have to compete for the benefit as 
if there were limited funds available. And the amount of the subsidy is related to 
the amount of interest paid. Those who can afford to carry larger mortgages or pay 
higher local property taxes receive larger subsidies. 

Housing subsidies in the form of tax deductions that reduce the cost of owning 
a house for middle- and upper-income fam ilies amounted to $ 11 2.8 billion in 2002. 
In fact, the mongage interest deduction alone was almost three times the size of the 
entire budget for the Depanment of Housing and Urban Development in that year. 
This tax expenditure would be more acceptable if most of the money went to help a 
majority of the people. But it does not. There are virtually no tax benefits to home­
ownership for median-priced homes in dozens of mid-American cities, where the 
median home is priced below $170,000, because tax deductions from ownership 
will not exceed the standard deduction already allowed. For example, a family that 
buys a $140,000 house w th about a 20 percent down payment receives no tax ben­
efits. As the price of the home rises, tax benefits escalate. Those with the highest 
incomes and the most expensive houses get the largest tax breaks. 

Since the income tax laws do not require homeowners to report imputed 
income, it would be consistent to not permit homeowners to take deductions from 
unreported income. Owner-occupied housing is an income advantage in that rent 
does not have to be paid. Central to this issue is whether owner-occupied housing 
is mostly a durable consumption good (such as a car) or mostly an investment 
(such as shares of stocks). A pure investment good only provides a monetary 
return; durable consumption goods also provide nonmonetary values. Yet despite 
all the critical analysis recommending the e limination of the mortgage interest 
deduction , Congress ignores the proposal. 

Defenders of MID argue that it helps many people become homeowners by 
making housing more affordable, and that it increases the number of housing units 
built by the home-building industry without resorting to d irect subsidies. 



THE CRISIS IN H OUSING POLICY 419 

Defenders also argue that eliminating the MID would depress housing values, 
resulting in unfair losses for those whose purchase of a house was based partly on 
the availability of the deduction. Opponents point out that the primary purpose of 
the MID is to increase the homeownership rate. But two other nations have a simi­
lar homeownership rate without such favorable tax treatment, Australia, at 69.8 
percent in 1996, and Canada, at 64.0 percent, compared to 65.4 percent in the 
United States in that year. Kenneth Rosen concluded that without the MID, the 
homeownership rate in the United States would have been 62 percent.65 What is 
clear is the fact that low-income families benefit least from the deduction. Critics 
often challenge each of these points, and insist that the MID provides unfair bene­
fits to high-income households at the expense of low-income households and 
renters.66 Finally, they contend that it increases housing expenditures among the 
more affluent households that do not need a subsidy to acquire adequate housing. 
The higher the incomes of homeowners, the larger the mortgages they are likely to 
have, since they can deduct their mortgage interest and local property tax against 
the federal taxes they owe on their incomes. 

Figure 11.2 shows distribution of housing subsidies by income quintile. The 
bottom quintile receives about $25 billion in outlays from government spending on 
public housing, vouchers, and other spending programs, and receives 17.8 percent 
of the subsidies. The next quintile only receives 2.7 percent, as their income is in 
many cases too high to qualify for subsidies but insufficient to receive tax deduc­
tions from home purchases. Those in the third quintile receive about 3.1 percent of 
all subsidies. At this income level, many who are able to buy a modest home find 
that taking the standard deduction is more advantageous than itemizing expenses, 
so they do not receive a significant MID from a home purchase. The fourth quintile 
receives 13.8 percent of all MIDs. But it is those in the top quintile who receive the 
most generous subsidy. This income group finds it advantageous to itemize, and as 
a result they receive 62.5 percent of all mortgage interest deductions. Although the 
home mortgage deduction is usually defended politically as a major tax break for 
the middle class, the statistics clearly indicate that it mainly benefits upper-income 
homeowners. 

Over the past several years, the Congressional Budget Office (CBO) has rec­
ommended options to reduce the federal deficit. One recommendation it has con­
sistently made is to eliminate the mortgage deduction entirely for second homes. 
The CBO contends it is unfair to provide tax breaks for vacation and investment 
homes when many cannot afford a modest home for basic shelter. It would save the 
government over $400 million annually. However, this proposal would run into 
determined opposition from the vacation industry in many states, and in particular 
such states as Maine, Florida, Colorado, and Arizona. No proposal to limit MID 
has been put forward in Congress since 1996. 
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Figure 11.2 Estimated Distribut ion of Housing Subsidies by Income 
Quintile, 2002 (constant 2002 U.S.S in billions) 

Quintile Q uintile 
Tax Housing Income Average 

Quintile Expenditures Outlays Total Percent Limit Income 

Bottom 0.1 25.4 25.5 17.8 16.532 9,461 
Second 0.7 3.2 3.9 2.7 31,192 24,188 
Thrid 3.9 0.6 4.5 3. 1 49,584 40,472 
Founh 19.6 0.1 19.8 13.8 76,935 62,594 
Top 89.3 0.0 89.3 62.5 n/a 132,455 
Total 113.7 29.2 142.9 100.0 n/a 53,858 
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Source: Cushing N. Dolbeare and Sheila Crowley, "Changing Priorities: The Federal Budget and 
HousmgAs>istance, 1976-2007," National Low-Income Housing Coalition, August 2002, p. 4. 

Also, since over 65 percent of households own their own home, homeowners 
form a very powerful interest group. Many nonowners also aspire to homeowner­
ship. These groups successfully argue the convenient logic that Congress should 
continue to encourage homeownership as a support for responsible citizenship. 
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Case Study: Home Mortgage Tax Deductions and Horizontal Equity 

Mo rtgage and property tax deductions by 
homeowners are tax expenditures from the 
perspective of the government. A tax expen­
diture, or " loophole," is a provision of the tax 
code that reduces an mdividual's tax bill, and 
hence reduces revenue collections by the gov­
ernment. 

The tax deduc tions associated with 
homeownership are also held to violate a tax 
principle that those who are equals in all per­
tinent tax respects ~hould be treated equally. 
Fnr example, suppose than Jim and Katherine 
are neighbors, each earning $50,000 per year. 
The only difference is that Jim owns his home 
while Katherine is renting her house. Since 
they have equal incomes, most observers 
would say that !hey should pay the same 
income tax. Because o f the favorable tax 
treatment o f ho meowners, however, they 

probably will not. Suppose Jim pays S3,000 
in property taxes and has a $100,000 mort­
gage at I 0 percent interest, which costs him 
about $I 0,000 a year in interest costs. Since 
the property taxes and mortgage interest are 
tax-deductible, he is able to deduct $13,000 
per year in housing costs. Katherine pays 
$13,000 per year in rent, which is not tax­
deductible . Her tax burden is significantly 
higher than Jim's. 

The inequity could be remedied in sever­
al ways. One would be to allow renters to 
deduct their rent from their income tax. Or 
the mortgage and property tax deductions 
could be disallowed . A third alternative 
would be to require the homeowner to add the 
value of housing (or imputed rent), which is 
calculated by adding mortgage and property 
tax payments to income. 

They also argue that tax deductions raise home values higher than would be the 
case without the deductions, and that repealing them would reduce those values 
and thus ultimately the demand for homeownership. The tax advantages of home­
owners remain untouchable to politicians. However, reductions in the marginal tax 
rates have resulted in reductions in the size of this type of tax expenditure. 

Conclusion 
In this chapter we have reviewed the origins and evolution of U.S. housing policy 
since the early twentieth century. Homeownership has been looked upon as a goal 
of most citizens throughout the nation's history. Government has supported home­
ownership since the early 1900s. That support became more direct during the Great 
Depression. After World War II, the Housing Act of 1949 reflected the renewed 
goal during the Truman administration that the United States could raise living 
standards and provide for urban renewal in cities that had been neglected since the 
1930s. The act concentrated on building more housing units but did not address the 
social and economic problems of an increasingly stratified society. By the late 
1950s, policymakers began to back away from urban renewal projects that threat-
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Case Study: Housing-How Much Can Households Afford? 

One method of detennining how much a fam­
ily can af•ord for housmg is based on percent­
age of in.:ome. This is the most widely used 
standard for hou mg affordability. The stan­
dard rule of affordability rose from 20 percent 
in the 19 i05, to 25 percent in the 1960s, and 
to 30 percent in the 1970s. Since 198 1, fami­
lies receiving government sub,idies have 
been reqLired to contribute 30 pe1cent of their 
income toward their housing cost,. 

The major criticism of this approach is 
that fixed percentages are arbitrary: the maxi­
mum affordable percentage will ~ctuaJly vary 
with income and household si:ze and type. 
Since hoJsing cost constitute a fixed basic 
claim on a household's disposable mcome, 
subseque~t expenditures must adjust to what 
is left after housmg expenses ha' e been met. 
On a sliding scale, some low-mrnme house­
holds might be able to afford le s than 30 per­
cent of t1eir income for housing. At upper­
income levels, over 50 percent o · net income 

could be spent on housing, and the remainder 
would more than adequate ly cover other 
expenses. 

A second method approaches the prob­
lem in reverse and determines the market 
costs of basic necessities such as food, cloth­
ing, and health care first. These are viewed as 
making a fixed claim on the disposable 
income of a household, with the remainder 
being taken as what the household can 
"afford" for housing. This is usually consider­
ably less than 30 percent. However, most of 
the poor do not receive housing subsidies and 
must pay more than 30 percent of their 
income for housing. Renters usually have 
higher cost burdens than owners. 

Sources: James Poterba, Housing Price 
Dynamics: The Role of Tax Policy and 
Demography, Brookings Paper on Economic 
Activity (Washington. D.C.: Brookings lnstirution. 
1991), vol. 2, no. 2, pp. 184-203. 

ened not only middle- but also low-income urban dwellers. As government retreat­
ed in its commitment to rebuild inner cities, Section 8 became the focal point of 
low-income housing policy. Funds for vouchers became the main policy for low­
income individuals seeking to purchase or rent housing. Proposals by the current 
administration to reduce funds for vouchers threaten the program's viabi lity. 
Congress examines every detail of the budget for government outlays to support 
low-income families and is under increasing pressure to reduce funding in its effort 
to balance the budget. More Americans are spending an ever-increasing percentage 
of their incomes on housing, leaving them with insufficient means to purchase 
other necessities such as food, clothing, and health care. 

Data indicate that about half of working poor families with children who 
receive no housing subsidy pay at least half their income for rent. High housing 
CO">ts leave many low-income families trying to move into the work force with 
insufficient money for tre increased costs that often accompany employment, such 
as additional clothing and food, child care, and transportation. Reducing low­
income workers' housing cost burden can provide some families with the stability 
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they need to get and retain a job. Homeownership has a positive impact especially 
for low-income families with children. 

For more affluent homebuyers, tax concessions that were included in the 
Internal Revenue Code in 1913, with no thought to the value of the expenditure 
and with both inflation and tax increases during World War II, are accepted as 
being sacrosanct. Congress does not appropriate any funds for these tax expendi­
tures. The revenue losses attributable to the tax laws that allow a ~pecial exemp­
tion, exclusion, credit, or deduction are determined primarily by a more affluent 
taxpayer 's calculation regarding how expensive a home is within his or her means. 
These tax expenditures impoverish the treasury as much as a direct outlay by the 
government. The result is that, since there is a nontaxation of imputed rent from a 
mongage, a mortgage insurance deductibility, a real estate tax deductibility, and an 
exemption of most capital gains, the top 20 percent of income earners receive over 
three-fifths of all housing subsidies. Minimally, a cap on the deductibility of mort­
gages over a limit like $100,000 and a denial of mongage deductibility a ltogether 
for second homes would seem fair. Calculations indicate that exemptions do not 
result in a significant increase in homeownership. This is in direct contradiction of 
the goals of housing policy. There are excellent reasons why reductions in some of 
these tax concessions could be used to redirect policies toward lower-income fami­
lies. 

The outcome of the housing market in the United States leaves much of the 
public dissatisfied. The policy outcomes tend to be a series of narrow interventions 
by the government designed to deal with individual aspects of the problem. 
Therefore, the greatest challenge for policy analysts is to develop an analytical 
framework to indicate which alternatives best address specific issues and to evalu­
ate those policies implemented . 

Policies may be c lassified according to the c ritical choices implicit in their 
purpose. As already indicated, one classification is the population targeted. We 
often think of housing assistance as aimed primarily at the poor, because housing 
projects are more visible, while in fact those in the middle class and the affluent 
are the beneficiaries of the most generous programs encouraging homeownership. 

The exponential growth of suburban and ex-urban areas has major implications 
for housing and urban development concerns. Today, the suburbs are the major job 
generators in the new economy, being responsible for over 85 percent of the jobs in 
the lower-paying and lower-skilled service and retail trade sectors. Not surprising­
ly, unemployment rates in central cities are frequently one-third to one-half higher 
than in the surrounding suburbs. Also, cities today continue to lose middle-class 
families, which destabilizes neighborhoods and increases the concentration of the 
poor in urban ghettoes. This is perhaps the most disturbing housing trend in the 
United States, and is largely ignored in the welfare and housing debate. 
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Questions for Discussion 

1. Why are so many people homeless in the United States compared to most 
European nations? 

2. What evidence is there that federal tax laws provide far more generous sub­
sidies to the affluent homebuyer than to those in the bottom 40 percent of 
the U.S. population? What policies would you suggest to redistribute the 
subsidies more equ tably? 

3. Is housing in the United States becoming less racially segregated? Is it 
becoming more segregated by income? Explain how this works. 

4. What is the significance of the growth in gated communities at different 
levels of income? 

5. How does the fragmentation of power between federal, state, and local 
authorities complicate housing policy? 

Useful Websites 
American Bar Associa tion Commiss ion on Homelessness and Poverty, http://www. 

abanet.org. 
Beyond Sheller. http://www.beyondsheher.org. 
National Association of Housing and Redevelopment Officials, http://www.nahro.org. 
National Coalition for the Homeless, http://www.nationalhomeless.org. 

ationa1 Low-Income Housing Coalition, http://www.nlihc.org. 
Urban Institute, http://www.urban.org. 
U.S. Department of Housing and Urban Development, http://www.hud.gov/homeless/index. 

cfm. 
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CHAPTER 12 
Environmental Policy: 

Domestic and 
International Issues 

Environmentalism is a relatively new social movement that challenges institu­
tionalized politics. The purpose of environmental policy as a field of study is to 
inform policy choices regarding the relationship between human society and the 
environment. The more specific purpose of environmental policy is to protect the 
natural environment from overexploitation and degradation. It recogntzes that 
Earth 's resources are finite and that excessive exploitation through overpopulation, 
pollution, or resource extraction imposes costs on society and should be recognized 
as an inefficiency. The environment has been altered by industrial waste, reckless 
use of technology, and government indifference. Until recently, many environmen­
talists had directed their efforts to persuading the public that there was in fact an 
environmental crisis. The public awakening to environmental issues has fostered 
an urgency in certain quarters to the need for environmental policies. Measurable 
degradation of air and water quality, oil and sewage spills, and contaminated 
beaches and drinking water have served to dramatically focus attention on the 
environment. Public opinion polls now regularly reveal that overwhelming majori­
ties of Americans place a high priority on environmental policies. Environmental 
policies are not designed to preserve the environment in its unaltered state as much 
as they are designed to protect the environment while promoting the social and 
economic welfare of the nation 's inhabitants. 

Environmental policy is distinctive because of the scientific nature of the fun­
damental questions raised. Environmental issues are complicated and multifaceted, 
and environmental choices are often intertwined with consequences for energy pol­
icy. Moreover, the technical nature of scientific debates may discourage some from 
trying to inform themselves on the issues. Nevertheless, energy and environmental 
issues have a very real impact on the average person's daily life. Those who sup­
port major initiatives typically want ensured energy resources at reasonable prices 
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\\ ith acceptable environmental consequences. This is very difficult to accomplish 
in fact. 

Despite increased ..1wareness and growing efforts to protect the environment, 
disruptions have surfaced with increasing frequency. Environmental issues have 
emerged in different forms , including projected scarcities of energy resources, 
damage from releasing harmful substances and pollution into the environment, 
deforestation and soil erosion, water shortages, depletion of the ozone layer, the 
greenhouse effect, and global warming. 

Evolving Environmental Themes 
Most approaches to environmental problems can be categorized as protection or 
regulation. The first i~ based on the notion that there are finite limits to Earth 's 
resources. This approach springs from conservatio nist and prese rvationist 
beliefs. The conservationist stance began in the early to middle 1800s, when vari­
ous writers such as T homas Malthus and Henry David Thoreau viewed Earth 's 
resources as existing for the benefit of mankind but also recognized the Limits to 
natural resources and believed in an ethical obligation to use them wisely and effi­
ciently rather than squandering them. 

In contrast, preservationists, as the name indicates. want to preserve rather 
than conserve the natural environment. Concerned about the well-being of all 
nature, both living and nonliving, they view the world as containing many species, 
not just humans, that have an equal right to li ve on the planet. Saving various 
species, whether whales or the great apes, as well as protecting them from hunting, 
ts supportive of this view. For this reason, preservationi sts support biodiversity 
among plants as well as animals. The natural environment in its pristine state, 
encompassing such features as mountain ranges, rivers, and wetlands, has a value 
that is not reducible to the people or the wildlife that live within its confines. John 
Muir, the founder of the Sierra Club in 1892 is often looked upon as the founder of 
the preservationist movement. 

The Sierra Club and the Audubon Society were organized to call attention to 
the environmental destruction caused by unrestricted and destructive exploitation 
of the nation 's resources. The preservationist movement had an interest in protect­
ing natural areas from the encroachment of industri alization. Few political elites 
got involved, nor did most Americans seem to take seriously the damage that 
unregulated growth and development were inflicting on the environment. 

President Theodore Roosevelt, a leader of the conservationist movement, pre­
vailed over the preservationists of the time. Roosevelt and a few politicians and 
scientists were largely motivated by a concern for resource conservation and man­
agement. The movement was driven by a fear of resource exhaustion and a need to 
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manage natural resources before Lhey were destroyed. This approach tried to make 
rational choices based on utilitarian principles of the greatest good for the greatest 
number, from an economic perspecrive. Such mid-twentieth-century projects of the 
Roosevelt administration as the Tennessee Valley Authority and the Civilian 
Conservation Corps reflect this desire to use nature for society 's benefit. 

Although the conservationist movement emphasized the efficient consumption 
of resources while the preservationists emphasized the long-term protection of ani­
mal and plant life, they shared a goal of protecting and managing the environment 
to achieve maximum sustainable development. The essential idea of sustainable 
development, while difficult to define precisely, emphasizes the need for policy­
makers to include a consideration of environmental, social, and economic factors 
in policy decisions. Policymakers will further take into account the interest of cur­
rent and future generations and attempt to provide intergenerational equity. 
Policies should give a preference to strategies that provide the maximum sustain­
able yield of benefits. An application of this principle is the setting of maximum 
levels for fish catches. While no one owns the ocean and the fish and other animals 
that live within it, everyone has an incentive to exploit these resources but no 
incentive to manage or conserve them. The problem of the "commons" may be 
dealt with by setting up regulations and incentives to encourage the management of 
the common stock in question to its maximum sustainable yield. This principle is 
consistent with the goal of protecting those most vulnerable to the spillover effects 
of policy choices as well. Since later generations are vulnerable to present-day 
choices, setting maximum sustainable yields guarantees that succeeding genera­
tions are provided with benefits roughly equal to those enjoyed today. This princi­
ple also -encourages renewable energy sources such as solar, wind, and wave over 
the use of scarce nonrenewable forms of energy. 

The concept of sustainable development has been included in several environ­
mental treaties and is now viewed as an essential principle of international environ­
mental and development policy. However, both industrialized and developing 
states are not in complete agreement on the obligations the concept imposes. 

Environmental policy is also concerned about environmental justice. Lower­
income groups are much more likely to face the hazards associated with pollution 
than are more affluent groups. Poor communities far more often have a chemical 
plant, incinerator, sewage treatment plant , landfill, or other polluting or unhealthy 
industry located nearby than do affluent communities. Many environmentalists 
believe that the unequal distribution of financial resources is a crucial cause of 
environmental degradation. Society must first alleviate the vastly unequal distribu­
tion of wealth in order to provide a more equitable distribution of polluting indus­
tries. The environmental justice movement includes the notion that all communi­
ties are entitled to equal protection and enforcement of laws that affect the 
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environmental quality of life. Environmental justice means that policies should 
give special consideration to those most vulnerable to the consequences of policy 
choices. Too often, the poor may find themselves at the mercy of decisions made 
by the more economically powerful members of society. But no socioeconomic or 
racial group should bear a disproportionate share of environmental degradation 
resulting from industrial or municipal operations or decisions. Protesters, particu­
larly minorities, rail against what they claim is "environmental racism," and organ­
ize "not in my backyard" (NIMBY) demonstrations against the placing of environ­
mentally polluting factories or other waste sites in their neighborhoods and against 
locally unwanted land uses (LULUs) that could locate environmentally noxious 
waste sites in their communities. 

Many environmental problems extend beyond national boundaries and require 
international responses. International problems of environmental degradation fre­
qi..ently mirror domestic problems writ large. This is especially the case concerning 
the unequal distribution of wealth. Many if not most threats to the global environ­
ment can be traced to the wealthy nations' demand for goods, while much of the 
actual pollution occurs in poorer countries attempting to supply the goods demand­
ed. Activists in many developing nations organize to protect their natural resource 
base of forests, mineral~. and rivers, as well as their culture, from the pressures of 
globalization. These movements parallel the movement for environmental justice 
in the United States. These groups often ee themselves at odds with their political 
elites, who are perceived as being in the pockets of multinational corporations. 
These environmental groups oppose globalization and hold that environmental jus­
tice goes beyond the calculation of the marketplace. 

Market Failure and the Environment 
Government has a func ion of providing the legal framework within which eco­
nomic activity takes place. Public policy scholars often debate the extent to which 
governments need to intervene in the market. Those who prefer free market solu­
tions contend that government intervention should be kept to a minimum, while 
more centrist scholars believe that there are many examples of a need for interven­
tion. 

Until recently, this debate relied heavily on Garrett Hardin's notion of the 
tragedy of the commom (see Chapter 3), which illustrates the conflict between 
individual and communal interests. Hardin 's parable suggests that communal own­
ership of resources (rather than private ownership) will lead to depletion. Each 
individual will treat communal property as free goods and maximize their advan­
tage by using as much of a resource as possible. Individual self-interest will lead to 
behavior to maximize private gain and prove suboptimal for the community in the 
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long run. Therefore, if communal property were turned over to private owners wi th 
property rights over the resource, they would have an intrinsic interest to preserve 
the resource over a longer period of time. Over a century ago, large landowners 
made the argument for their taking control of the commons that remained, for a 
modest fee, to bring order to an unregulated and chaotic situation. In the current 
environmental debate the pollution of air and water, global warming, and the 
exhaustion of ocean fisheries seem to reinforce the notion that private property 
rights rather than community ownership will guarantee efficient management of 
resources. Ironically, people may worry about the need to save the whales that are 
not privately owned, but because catt le and chickens are privately owned, no one 
worries that they will become extinct. 

The tragedy of the commons is an example of market fai lure, which can occur 
for several reasons. First, the environment may be thought of as a public good. 
Communal property where there are no established property rights, such as the 
oceans beyond national jurisdiction, provides little incentive to manage the 
resources of the sea. Or farmers who cut down trees to gain more arable land in 
Brazil may not incur a business cost, though the new farm land can no longer be 
used for preserving wildlife. 

Second, the production and consumption of goods may involve external costs 
or negative externalities that affect people other than those producing or consum­
ing the good. One of government's primary policy roles is to provide remedies for 
the inefficiencies resulting from externalities. We noted earlier that externalities 
exist when a producer or a consumer does not bear the full cost (negative externali­
ty) or receive the full benefit (positive externality) of economic activi ty. Since 
externalities do not pass through the market system. the market cannot allocate 
them. The fact that externalities, whether positive or negative, do not pass through 
the market system , results in some of our most intractable problems. 

Pollution is tht> classic example of an externality problem. Pollution is the pro­
duction of wastes that we do not want, such as industrial wastes, smoke. conges­
tion, or noise. These externalities exist for various reasons. The first is technical: 
we do not know how to produce some goods without creating waste products. 
Second, even if we do know how to produce goods wi thout creating waste, their 
production or consumption may be very expensive without those externalities. For 
example, an automobile manufacturer may find it cheaper to drain industrial waste 
into a nearby river than to ship it to a waste dump. Neither the factory owners nor 
the customers pay for this use of the river. The river is a scarce resource, however, 
and degrading it does not take into account the rights of those downstream to fi sh 
o r wim in it, or enjoy it for other forms of recreati on or natural beauty. 
Consequently, the cost of the pollution is borne by the public at large. If these 
external costs could be taken into account and charged to the producer or con-
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sumer, it would result in a higher price and a necessarily lower output equal to the 
socially efficient level of output. This is an external cost-a cost not reflected in 
market prices. That cost, moreover, is imposed on the public without its consent. In 
the example of the automobile, since the cost of such pollution is not reflected in 
the price of the car, the factory will tend to produce more cars (and pollution) than 
is socially desirable. 

Third , as in the case of health care, markets fail when lack of information 
results in decisions that do not meet the criteria of rationality. For example, scien­
tists conducting the fm.t nuclear tests were unaware of the devastating effects that 
radiation had on human health . If they had been, different decisions might have 
been made. 

And finally, self-interest, a major principle of the free market, fails to take into 
account the future interests of the community. There should be a preference for 
policies that are not irreversible. A fisherman catching an endangered species may 
not worry about the impact of the extinction of the species on future generations. 
Many individual choices will make it very difficult to go back and choose an alter­
native that was rejected. But policy choices should not be of the sort that irrevoca­
bly close out other options. For example, many conservationists feel that policies 
aimed at preserving endangered species from extinction should rank above those 
aimed at maintaining jobs. since new jobs can be created but once a species is 
extinct its loss is irreversible. 

Thus there arise demands for the government to intervene and change the mar­
ket outcome through laws and regulations. Those who argue against government 
intervention to control externalities emphasize that business is, or can be, social­
ized to be responsible through voluntarism. But there are many instances where 
feelings of social responsibility and voluntarism are not sufficient. In the early 
1960s, despite mounting public pressure to reduce auto pollution, car manufactur­
ers lobbied against legislation to mandate pollution control devices. The auto mak­
ers in a public relations campaign gave assurances that they were conducting 
research. but solving the problem was extremely difficu lt. In 1963, California 
passed a law requiring pollution control devices on all new cars sold within one 
year after a state board had certified that at least two systems were available at rea-
onable cost. California certified four devices, made by independent parts manu­

facturers, and mandated their req uirement on 1966-model cars. Although automo­
bile manufacturers had in&isted that they would not be able to produce such devices 
before I %7 at the ear liest, they announced that they would be able to install emis­
sion control devices on their 1996-model cars. I 

We have already seen how positive externalities, such as those resulting from 
education, will tend to be undersupplied in the market. Jn such cases, government 
may respond to raise output to a socially optimal level by subsidizing their cost 
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through student loans or research programs. Likewise, government must oversee 
olutions to negative environmental externalities. As Figure 12.1 suggests, eco­

nomic efficiency requires greater expenditures on environmental protection than 
would occur in a free market. The equilibrium price (E) does not include the posi­
tive benefits received by others. If a firm installs pollution control equipment in its 
smokestacks, it will have a social marginal benefit higher (E') than its private mar­
ginal benefit. A firm that takes only its private interests into account will operate at 
point E, and not voluntarily install equipment to provide a situation where margin-

Figure 12.1 Comparison of a Market with Positive and Negative 
Externalities (pollution) 

Price of 
pollution 

,. 

/' 

Q, Q 
Quantity of pollutlon 

A market with negative externalities 
will be oversupplied. 

A market with positive externalities 
will be undersupplied. 



436 PUBLIC POLICY 

al social benefits equal the marginal costs for society, at point E'. A major public 
policy role for the government, then, is to correct for market inefficiencies that 
result from externalities. 

Environmental Politics in the United States 
Growing affluence after World War Il resulted in ever-increasing numbers of peo­
ple spending leisure time traveling, hiking, and camping outdoors. wh ich 
increased their commitment to preserving wildlife and areas of natural beauty. 
Scholars also began documenting scientific evidence of environmental degrada­
tion. The publication of Rachel Carson's book Silent Spring in 1962 was an impor­
tant contribution to the modem environmental movement. She warned of the 
effects of toxins as they move up the food chain, and argued that a fragile balance 
in nature was being upset by the excessive use of DDT on bird reproduction. As a 
result of her book, DDT was banned as an insecticide in the United States and 
throughout most of the world. The disastrous effect of pesticides on birds was a 
warning of the risk of chemical pollution to humans as well. Carson's work sug­
gested the interconnectedness of all life, which has become a central theme of 
environmentalists. 

Reacting to the increased environmental concern, President John Kennedy 
convened the White House Conference on Conservation in 1962. Kennedy and a 
Democratic Congress passed the Clean Air Act of 1963 despite fierce opposition 
led by the business community. The act had a complicated enforcement procedure 
that relied on state action to initiate lawsuits against polluters. In 1965 the Johnson 
administration passed the Water Quality Act. Federal grants were made available to 
states for sewage treatment plants to improve water quality. But again, conserva­
tives wrote provisions into the law allowing states to formulate plans to meet the 
federal standards. In 1969 a major oil spill in Santa Barbara received significant 
television coverage, which increa!>ed the visibility of pollution disasters. The 
increased public concern about the environment resulted in the passage of several 
pieces of legislation in the early 1970s. Both Republicans and Democrats vied with 
each other to prove themselves as the real champions of the environment. 

In 1969, Congress pac;sed the National Environmental Policy Act (signed by 
Pres ident Richard Nixon on January I, 1970), which requires an environmental 
impact statement (EIS) for any major federal construction. The EIS must show 
either that government projects will not significantly impair the environment or 
that satisfactory steps can be taken to mitigate damage. The Environmental 
Protection Agency (EPA) was created in 1970; prior to that, many different agen­
cies n several federal departments, such as Interior and Agriculture, had responsi­
bilit) for monitoring and regulating air and water pollution. The EPA was given the 
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responsibility to enforce environmental laws regulating toxic waste, air and water 
pollutants, as well as solid waste and pesticides. 

In 1970, Congress renewed the Clean Air Act and set national standards for 
ambient air quality. Congress also set a timetable for the reduction of auto hydro­
carbon, carbon monoxide, and nitrogen oxide emissions. The 1970 act was intend­
ed "to protect and enhance the quality of the Nation's air resources so as to pro­
mote the public health and welfare."2 The EPA was directed to promulgate ttie 
National Ambient Air Quality Standards (NAAQS) in an effort to limit the amount 
of certain pollutants in the atmosphere that adversely affect public health-sulfur 
oxides, particulates, carbon monoxide, hydrocarbons, nitrous oxides, and photo­
chemical oxidants. The act required states to adopt plans to meet NAAQS require­
mentc;. After approval by the EPA, each state was required to enforce its plan. The 
EPA was given the authority to prepare and enforce a state plan if it did not meet 
federal requirements. The EPA was also to set exhaust emission standards for the 
auto industry and require the use of catalytic converters and the use of fuels with 
reduced lead. 

The Water Pollution Control Act amendments of 1972, passed over President 
Nixon's veto, attempted to limit the discharge of pollutants into navigable waters 
by 1985. It provided $25 billion in grants for local governments to build waste 
treatment plants and to install the best-available technologies by 1983. The Clean 
Water Act of 1977 allowed for more flexibility in meeting compliance deadlines 
and effluent limitation requirements. 

Industrial expansion after World War II resulted in the disposal of enormous 
amounts of solid and hazardous wastes into the atmosphere, into the water, and 
onto the land. The potentially dangerous impact on the atmosphere and groundwa­
ter of hazardous waste dumping was apparent. Since the states controlled waste 
disposal, some industries were encouraged to shop for states with the weakest reg­
ulatory controls. Congress finally responded with the Resource Conservation and 
Recovery Act of 1976, which required that hazardous waste storage and disposal 
be regulated so as to minimize the threat to public health and the environment. The 
EPA was authorized to establish standards for the disposal of hazardous waste. 

A serious weakness in several pieces of environmental legislation in the 1970s 
was that the EPA had to negotiate with states and local governments to obtain com­
pliance. The agency simply did not have the personnel or the budget to force com­
pliance in an efficient manner. 

Nonetheless, many states began to complain that they were overburdened by 
these environmental laws. By the late 1970s, critics began complaining that envi­
ronmental legislation was causing inflation and slowing down economic growth. 
Business and conservation groups began mounting a counterattack against environ­
mentalists. They ultimately argued that, while the excesses of the past could not 
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continue, "reasonable" future controls would allow the environment to purify 
itself. They pointed out how a certain amount of pollution is inevitable in a grow­
ing economy. Therefore. they claimed, the benefits of any environmental regula­
tion must be balanced against the economic costs to business. There was general 
acceptance of the view that little additional legislation to protect the environment 
was necessary. Ronald Reagan wove these views into his campaign for president in 
1980; he was not opposed to "reasonable" environmentalism, he said, but the gov­
ernment had gone too far. 

Reagan interpreted his victory as clear support for a reversal of the federal 
government's role in environmental protection. His administration moved immedi­
ately to repeal several regulations approved by the Carter administration. He 
appointed individuals who were openly hostile to the federal government's role in 
environmental policy, such as Ann Gorsuch Burford to head the EPA and James 
Watt as secretary of interior.3 Several thousand EPA employees were fired, includ­
ing many attorneys experienced in environmental law. The entire staff of the 
President 's Council on Environmental Quality, whose views were unapologetically 
environmentalist, was fired. 

The Reagan admini-.tration required that any new EPA regulation clear a cost­
benefit analysis hurdle, one with a built-in bias against regulation. The administra­
tion claimed that it was using cost-benefit analysis as a neutral tool to make sure 
that the dollar benefits of any proposed regulation exceeded the dollar costs. The 
problem was that no uncontested dollar value could be assigned to the value of a 
human life, let alone to the value of an endangered species like the spotted owl or 
the beauty of a natural setting, while the costs incurred by industry were more pre­
cisely quantifiable. As a result, most new regulations were predestined to fail the 
test of cost-benefit analysis. The Reagan administration was less interested in pro­
tecting the environment than in encouraging industrial growth through reduced 
regulation. Reagan's antagonism toward environmental policy galvanized renewed 
support for environmental organizations and policy. 

In 1988, George H.W. Bush campaigned for vigorous action to improve the 
environment. He indicated that he wanted to be known as "the environmental pres­
ident." Indeed, one of his more famous charges against his opponent, Michael 
Dukakis, was that he had not cleaned up the pollution of Boston Harbor. During 
the first two years of hi5 term, President Bush supported amendments to the Clean 
Air Act, put areas of the U.S. coastline off-limits for oil exploration, approved an 
increase in the EPA budget, and was generally supportive of other environmental 
is•mes. In 1990, Congress approved Clean Air Act amendments that provided far 
stricter regulations than those Bush had proposed. Bush reluctantly signed the 
amendments but indicated his reluctance to enforce them. 
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Environmentalists became disenchanted during the last two years of Bush's 
term. They charged that his administration had undermined the most dynamic pro­
visions of the Clean Air Act by waiving rules that would have restricted pollutants 
from automobile, chemical, and pharmaceutical industries. Bush also refused to 
support an environmental treaty at the 1992 Earth Summit, held in Rio de Janeiro, 
until its provisions designed to slow global warming were watered down. As well , 
he refused to sign a second treaty at the same summit designed to protect endan­
gered species. In the 1992 presidential campaign, Bush dismissed his Democratic 
opponents, Bill Clinton and Al Gore, as dangerous "envi ronmental crazies." 
Clinton campaigned on a pledge to take an activistist stance on the environment 
and reverse his Republican predecessors' weak record. 

The new administration did install forceful administrators committed to envi­
ronmentalism, such as Secretary of Interior Bruce Babbitt, in critical agencies. But 
for most of Clinton's two terms he was confronted with an aggressive congression­
al majority controlled by Republicans intent on frustrating most of the president's 
policy initiatives. Clinton was forced to back down and was defeated by Congress 
in several of his environmental efforts. For example, administration proposals to 
elevate the EPA administrator to the cabinet, to overhaul the Clean Water Act of 
l 972, and to strengthen the "superfund" effort to clean up hazardous waste sites 
were all defeated by Congress. After the Republican takeover of both houses in 
1994, the Republican majority set out to implement its "Contract with America," 
proposing legislation to reduce the federal government's ability to enact regula­
tions. President Clinton was thrown on the defensive and took a policy stance 
designed to neutralize the Republican momentum of environmental deregulation. 
Clinton took up international environmental policymaking negotiations, the most 
notable be ing a commitment to the Kyoto Protocol to control global warming. 
However, the Senate refused to give its consent to the treaty, thereby preventing its 
ratification. 

The environmental movement was united in opposition to the e lection of 
George W. Bush and his vice pres idential candidate, Dick Cheney, who had a 
record, as a congressman and as the chief executive officer of Halliburton, of oppo­
sition to government regulation. The new president insisted he was a moderate on 
environmental issues and would support reasonable reforms. However, the worst 
fears of many environmentalists seemed to be validated from the beginning of 
Bush's presidency, when the administration filled critical policymaking jobs in the 
EPA and the Departments of Energy, Justice, Interior, and Agriculture with individ­
uals from the very industries they were to regulate. By the end of Bush's first term 
in 2004, the environmental community was unanimous in its criticism of the 
administration's environmental record. 
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Antienvironmental Politics 
In 2002, the Natural Resources Defense Council (NRDC), an environmentalist 
organization, began publishing an annual report documenting the antienvironmen­
ta1 actions of the Bush-Cheney administration.4 The report is a devastating indict­
ment of troubling policy decisions. 

Failure to enforce. Criminal penalties against polluting industries dropped dur­
ing the first two years of the administration by more than one-third (to $62 mil­
lion), while new referrals dropped by over 40 percent and civil penalties dropped 
by almost half (to $55 million).5 Bush 's budget requests to Congress have called 
for cuts in hundreds of enforcement personnel positions. The E PA administrator 
meanwhile lauded the agency's '·smart enforcement approach." which emphasizes 
voluntary compliance rarher than punishing corporation for violating pollution 
laws.6 One example that received wide publicity was the EPA's lack of enforce­
ment of the Safe Drinking Water Act, including inspections and administrative 
penalties, against the District of Columbia 's Water and Sewer Authority (WASA), 
which decl ined significantly after President Bush took office. In 2003, studies 
found significant levels of lead in the water in about two-thirds of the homes test­
ed. The EPA chose not to levy fines against D.C. 's city government and declined to 
force WASA to take action. The EPA opted to give D.C. officials almost fifteen 
years to replace the lead pipes causing the problem. Nor did the EPA require 
WASA to inform residents about the health hazard posed by the city's lead prob­
lem. The Washington Post published a series of articles indicating that the EPA and 
the city knew about the dangerous level of lead in the water for over two years and 
did nothing. Local health officials , responding to pressure from the newspaper arti­
cles, not the EPA, recommended that pregnant women and children under the age 
of six should not drink unfiltered tap water and should have their blood tested for 
lead.7 

Sewage in waterways and drinking water. During the Clinton administration, 
the EPA proposed to address the problem of the contamination of beaches and 
river by bacteria, fecal matter, and other wastes from sewage releases through new 
Clean Water Act rule-making. A consensus agreement was reached after exhaustive 
hearings and negotiations that included environmentalists and federal, state, and 
local authorities. The Bush administration, upon taking office in January 200 I. 
shelved the proposal for three years of "internal review." The administration ulti­
mately proposed to legalize the release of inadequately treated sewage into water­
ways, as long as it was diluted with treated sewage, a process the EPA delicately 
labeled " blending." 
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The state of Florida i injecting treated sewage into deep wells despite con­
cerns that contaminants such as cryptosporidium and giardia, bacteria that cause 
illness in humans, could migrate up into the drinking water supply. Studies have in 
fact found that this is precisely what is happening. Although the Safe Drinking 
Water Act rules require waste injection to be stopped in such situations, the EPA 
has proposed a special exemption for Florida to allow the injection of treated 
sewage to continue.s 

Mercury pollution. Power plants and other industries discharge over 150 tons of 
mercury into the air each year. Because methyl mercury accumulates in the blood, it 
is particularly dangerous for pregnant women, as it disrupts the brain development 
of fetuses, causing attention disorders, learning disabilities, and mental retardation. 
Fetuses and children are especially at risk to mercury because of their developing 
nervous systems. This hazardous air pollutant is deposited in lakes and streams and 
enters the food chain through a buildup in fish. In 2003, forty-four states issued 
warnings for eating mercury-tainted fish, a 63 percent increase from a decade earli­
er, when twenty-seven states issued such warnings. Utility officials often claimed 
they were unaware they were in violation of the EPA's interpretation of the law 
until the agency began filing high-profile enforcement lawsuits in 1999. Internal 
electric utility documents made public in 2004 disclosed that the industry knew for 
more than a decade that enormous increa es in mercury pollution violated the 
Clean Air Act. 

The Bush administration refused to regulate mercury through the same stan­
dards applied to other hazardous air pollutants under the Clean Air Act. The admin­
istration proposed weaker regulations for mercury emissions, essentially pardoning 
an industry that withheld potentially harmful information from the public. 
Substantial parts of the administration's mercury proposals were taken verbatim 
from recommendations from the lobbyists representing the electric utility 
industry.9 

Wilderness preservation program. The federal policy at the heart of the wilder­
ness preservation program protects public lands while federal land managers 
assessed them for possible inclusion as officially designated wilderness areas. In 
2003 the EPA settled a suit with the state of Utah in which the administration 
"renounced the government 's authority to conduct wilderness inventories on public 
lands or to protect more areas for their wi lderness values."IO The settlement was 
made without public comment or input. This reversal of federal policy jeopardizes 
millions of acres of public lands and allows industry to apply for drilling, mining, 
road-building, and other development rights. 
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Lobbyists, scientists, and administration policy choices. Environmentalists 
were particularly exasperated that the Bush administration made a public pretense 
of support for environmenta lly friendly policies, while secretly allowing major pol­
luters to help draft policy. For example, an analysis of the administration's plan to 
regulate mercury emissions from coal-fired power plants revealed that at least a 
dozen paragraphs were I fted from law firm memos that represented the utility 
industry.t i Federal judges have a long history of deference to the EPA's technical 
expertise in these scientifically complex issues and have refrained from overturn­
ing agency decisions on the environment. However, federal judges have halted 
EPA actions in several cases that were found to be blatantly inconsi stent with exist­
ing environmental Iaws.12 

In an unprecedented event in 2004, over 4,000 scientists, including 48 Nobel 
Prize winners and 127 members of the National Academy of Sciences, accused the 
Bush administration of suppressing, distorting, or manipulating scientific fact and 
misleading the public to !>uit its own partisan political objectives.13 Among other 
examples, the administration's bending of science to policy includes: 

• Ordering substantial changes to a section on global warming in the EPA's 
2003 environment report. The entire section was subsequently deleted. 

• Replacing a Centers for Disease Control and Prevention fact sheet on prop­
er condom use with a warning emphasizing condom failure rates. 

• Ignoring advice from Department of Energy nuclear materials experts who 
warned that aluminum tubes imported by Iraq were not suitable for use in 
making nuclear weapons. 

• Suppressing a Department of Agriculture microbiologist's finding that 
potentially harmful drug-resistant bacteria float in the air in the area of 
large hog farms. 

• Excluding from regulatory advisory panels scientists who receive federal 
grants, while permitting the appointment of scientists from regulated indus­
tries.14 

The administration rejected these criticisms as misleading and politically motivat­
ed. Political reaction to the administration's antienvironmental policies revealed 
the weakness of the environmental lobby. 

Protest Politics 
A well-known environmental slogan is "Think globally, act locally." And in fact, 
many of the successes of the environmentalist movement have been at the local or 
national rather than the international level, although international efforts have been 
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growing. The inability to prevent the Bush administration from reversing many 
environmental initiatives with impunity reflects the tendency of much environmen­
tal action to occur in the form of protest politics, whose main action often talces the 
form of street marches and demonstrations. But protest politics are often associated 
with human rights movements, such as those for feminist, gay, and lesbian rights, 
that often pursue their goals outside the ordinary channels of political parties and 
leg islative assemblies. This may reduce their political influence. 

Policy Debates on Environmental Issues 
As with other public policy issues examined in this book, there is spirited debate 
regarding what role, if any, the government should play in environmental policy. 
Most people admit to being concerned about environmental degradation at some 
level. But individual views differ markedly about the perceived level of threat to 
the environment from different sources (such a!. global warming, ozone depletion, 
or deforestation). Experts often differ regarding the nature of the threats as well as 
the most effective responses to them. Frequently, there is sufficient scientific 
uncertainty to allow people to reach different conclusions based on the same evi­
dence. 

Global Warming: Clear Facts and Hazy Conclusions 
Over a century ago, Swedish chemist Svante Arrhenius theorized that a ll the car­
bon dioxide and other gases being released from burning vast amounts of coal were 
trapping solar heat in Earth's atmosphere, similar to the way the glass roof and 
walls of a greenhou!.e trap solar energy. He predicted that global warming would 
occur: industrialization would release more gases into the atmosphere, trapping 
increasing amounts of solar heat and causing global temperatures to rise several 
degrees. Only in recent years, however, has scientific study proven that Earth is 
getting warmer due to the environmental effects of greenhouse gas (GHG) con­
centrations. Greenhouse gases are atmospheric gases that are almost transparent to 
incoming solar energy, but trap infrared energy reflected from Earth's surface. 
There are about twenty such gases, but scientists primarily focus on carbon dioxide 
(C02), the predominant greenhouse gas, which occurs naturally, as do other GHGs 
such as methane, nitrous oxide, and water vapor. Each greenhouse gas differs in its 
ability to ab orb heat in the atmosphere. For instance, methane traps over 21 times 
more heat per molecule than does carbon dioxide, and nitrous oxide absorb 270 
times more heat per molecule than does carbon dioxide.ts The primary greenhouse 
gases are considered stock pollutants, which means that they have a long lifetime 
in the atmosphere and therefore can build up over time. Carbon dioxide, for exam-
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pie, has an atmospheric lifetime of between 100 and 200 years. 16 Given the long 
li fet ime of G HGs, they tend to be well mixed in the atmosphere, independent of 
where they were emitted. This suggests that problems associated with GHGs must 
ultimately be addressed on an international scale. 

As solar radiation, or heat from the sun, approaches Eanh, about 30 percent is 
absorbed by the atmosphere:: and by Eanh \ surface; the rest is reflected back into 
space. GHGs permit solar radiation to pass re latively freely to Earth's surface, but 
then trap significant amounts in the atmosphere that would otherwise be reflected 
back into space. Withou t the greenhouse effect to prevent some radiation from 
escaping, li fe on Eanh would be impossible. The GHGs produce the greenhouse 
effect, without which Earth's temperature would be about s ixty degrees Fahrenheit 
colder. At the other extreme, a runaway greenhouse effect. extremely unlikel y, 
could change long-term weather patterns and make Eanh unbearably hot. 

In 1995 the United Nations intergovernmental Panel on Climate Change, a 
worldwide ne twork of 2,500 leading scientists, announced that the evidence of 
global warming was " undeniable." Nor is there any doubt tha t the buildup of 
GHGs is largely the result of human activities. According to the EPA , the United 
States emits more greenhouse gases per person (approximate ly 6.6 tons. or about 
one-fifth of all global GHGs) than does any other country.17 About 82 percent of 
the emissions result from burning fossil fuels to generate e lectrici ty and to fuel our 
cars. The remaining emissions are from methane from landfill waste, Livestock, 
natural gas pipelines, coal, and other industrial chemicals and sources. 

According to the National Academy of Sciences, average global temperatures 
have risen about one degree Fahrenheit in the past century. Accelerated warming 
has occurred duri ng the past two decades and there has been an unexplained jump 
in carbon dioxide levels ~i nce 2002.1 8 The ten warmeM years of the twentieth cen­
tury all occurred after 1985. with 1998 being the warmest year since records have 
been maintained. Global warming is greatest in the polar regions, where average 
temperatures are rising more than twice as fas t as they are e lsewhere. Snow cover, 
glaciers, and ice in the polar regions have re treated, which accele rates global 
warming. Melting glaciers contribute to rising sea levels and threaten low-lying 
areas with erosion and coastal flooding. Over the past century the sea level has 
ri sen about six inches. Scientists project as much as a three-foot sea-level rise by 
2 10 0 . That increase would flood over 22,400 square mi les of land a long the 
Atlantic and Gulf coasts n the United States alone. For example. a three-foot rise 
would extensively flood ew York Ci ty, Houston, Charleston, South Florida, and 
many coastal towns a long the East Coast. Many other count ries, such as the 

etherlands, Egypt, Bangladesh, and China, would face even more extreme prob­
lems. 

There are strong poss bilities that a warmer world would lead to more frequent 
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and intense storms, such as hurricanes. There is some evidence that once hurri­
canes are formed, they will be stronger if the oceans are warmer. Projections also 
suggest that the temperature in some areas will rise between three and ten degrees 
Fahrenheit. An increase of that magnitude could cause severe problems and disrup­
tions for human society. 

Now that global warming has moved from an abstract threat to an urgent reali­
ty, the policy debate concerns what to do about it. We do not know precisely how 
much and how fast global warming will occur. Nor is it clear what the beneficial 
and adverse effects will be. We do not know if we can determine the cost of reduc­
ing GHGs, or if the computer-generated models of global warming are accurate. 

Most political leaders around the world have been reluctant to act on the early 
warnings, for fear that reducing emissions of carbon dioxide would require actions 
that would undercut economic growth. International pressure to take action has 
begun to build, however. For example, deforestation in Brazil increases the amount 
of carbon dioxide in the atmosphere by destroying the trees necessary to absorb it. 
When the trees are burned, even more carbon dioxide is added to the atmosphere. 

Since most GHGs come from power plants and vehicles, the most effective 
way to reduce heat-trapping gases in the atmosphere is to burn fewer fossil fuels. 
The technology already exists to make cars that run cleaner and get better gas 
mileage. Power plants can be modernized to reduce pollution. Buildings and appli­
ances like refrigerators and air conditioners can be designed to use less power. 
Senators John McCain and Joe Lieberman proposed legislation to reduce global 
warming by requiring a reduction in carbon dioxide emission to 2000 levels by the 
year 2010. The bill proposed capping overall GHG emissions from electricity gen­
eration, and would allow utility, transportation, and industrial fi rms to trade pollu­
tion credits based on the successful acid rain trading program of the 1990 Clean 
Air Act. Although the Bush administration opposed any action on global warming, 
the bill was defeated by a relatively narrow margin of forty-three to fifty-five, 
which many took as a sign of growing support for action. 

Greenhouse Gases and the Climate Treaty 
In the summer of 1992, the Conference on Environment and Development, better 
known as the Earth Summit, was held in Rio de Janeiro. It focused attention on the 
environmental concerns of deve loping countries. The Rio Declaration on the 
Environment and Development set forth twenty-eight guiding principles to rein­
force global environmental authority. The George H.W. Bush administration was 
severely criticized for its refusal to support the declaration and the work of other 
industrial nations to produce timetables and goals for the reduction of the green­
house gas emissions that cause global warming. The Clinton administration proved 
to be much more positive in its support for environmental regulations, and in par-
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Case Study: Acid Rain 

Acid rain is any precipitation, whether rain, 
snow, sleet, hail, or fog, that is acidic. Acidic 
water ha\ a pH lower than the 5.6 average of 
rainwater. The te rm pH refers to the free 
hydroger ions (electrically charged atoms) in 
water an:I is measured on a sea e from 0 to 
14. On this scale, 7 is considered neutral; 
measurements below 7 indicate acidity, and 
those above indicate alkalinity. Each point on 
the scale represents a tenfold ircrease over 
the previous number. For example. a pH of 3 
is ten times more acidic than a pll of 4, and a 
pH of 9 is ten times more alkalire than a pH 
of 8. 

Actually, rain is naturally acidic, because 
carbon d oxide, which is found normally in 
Earth's a mosphere, combines with water to 
form carbonic acid. "Pure" rain-water's acidi­
ty is abo1Jt 5.7, but actual pH readings vary 
depending primarily on the sulfur dioxide 
(SO:J and nitrogen oxides (NO.> present in 
the air. Rainfall with a pH below 5.6 is con­
sidered acidic. Some acid rain foiling in the 
eastern US. has been in the rang.: of pH 3.5. 
Sulfur dioxide and nitrogen oxides are 
pumped nto the atmosphere b) coal-fired 
electric utilities, smelter smokestacks. and 
motor vehicle exhausts. About half of the 
acidity in the atmosphere falls back to Earth's 
surface as dry deposition of acidic particles 
and gases These dry deposits car be washed 
from trees and other surfaces by rainstorms. 
When this happens, the runoff w.1ter adds to 
the acid in the ram. When these pollutants 
combine ·Nith water vapor. they form either 
sulfuric or nitric acid and then return to 
Earth's surface as acid rain. In the United 
States, electric u11lities are respvnsible for 
over two-thirds o f all sulfur oxides, and 
motor vetiicles are responsible for over 40 
percent of all nitrogen oxides. Sulfur dioxide 

is about twice as acidic as nitrogen oxides. 
Predictably, NOx emissions are more evenly 
dispersed around the nation than sulfur 
oxides, which are concentrated in the Ohio 
Valley. However, high smokestacks , electric 
utilities, and industries in the valley have 
reduced local sulfur dioxide concentrations. 
Typically, these oxides are then carried by the 
prevailing winds for hundreds of miles in a 
northeasterly direction before returning to 
Earth's surface as precipitation. 

Acid rain contributes to the deterioration 
of metal and stone in buildings and statues. It 
has also been linked to health problems like 
asthma. emphysema, and chronic bronchitis. 
The New England state& and Canada have 
linked the acidity of rivers and lakes, and the 
resultant destruction of aquatic life and forest, 
to emissions originating in the Ohio Valley. 
Aquatic plants grow best in water that has a 
pH of 7 to 9. But as acidity increases, aquatic 
plants begin to die, depriving waterfowl of 
their food source. At a pH of about 5.5, the 
bottom-dwelling bacteria that decompose leaf 
and organic debris begin to die. As undecom­
posed organic leaf-litter increases, toxic met­
als such as aluminum and mercury accumu­
late, harming people who drink the water or 
eat its tainted fish. Most frogs, insects, and 
fish die when the water reaches a pH of 4.5. 

The amendments to the Clean Air Act of 
1990 did establish goals and deadlines for a 
two-phase reduction in sulfur and nitrous 
dioxide emissions, and caps on future sulfur 
dioxide emissions; they also created a system 
of marketable "allowances" for allocating 
reductions from different emissions sources. 
Since 1995, electrical utilities must obtain a 
permit for each ton of sulfur dioxide they 
emit. These permits are distributed in limited 
supply to utilities each year by the govern-

continues 



Case Study continued 

ment, and can be resold among the utilities . 
They roughly reflect the per ton costs of pol­
lution control. It was expected in the early 
1990s, when the permit s were being 
designed, that the per ton cost would be about 
$1,100. By 1997 they were selling for around 
$100. Compliance costs have been less 
expensive than either industry or the EPA had 
predicted. George W. Bush alarmed environ­
mentalil>ts when he proposed the construction 
of 1,800 new electric power plants while 
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relaxing regulatory controls on new fossil 
fuel- burning electric utilities. 

Sources. Adapted from Sharon M. Friedman 
and Kenneth A. Friedman, Reporting on the 
Enwronment: A Handbook for Jo11rna/1s1s 
( Bangkok : Asian Fo rum of Environmental 
Journali sts, 1988); and Thomas II. Moore. Acid 
Rain: New Approach to Old Problem, Editorial 
Research Report no. 9 (Washrng ton , D.C.: 
Congressional Quarterly Press. March 9. 1991). 

ticular for the timetable and emission targets to reduce greenhouse gas emissions in 
the 1997 Kyoto Protocol. On Earth Day in 1993, President Clinton announced his 
Climate Change Action Plan, which included a series of voluntary programs to per­
suade companies to cooperate with federal agencies to improve energy efficiency 
and reduce GHGs. The goal was to have the United States meet is goal of reducing 
its carbon emissions to 1990 levels by the year 2000 through voluntary actions 
rather than mandatory regulations. ln l 996 the United States announced that it had 
abandoned its call for voluntary steps to reduce GHG emissions and would press 
instead for legally binding targets and timetables in the treaty negotiations in 
Kyoto, Japan, where negotiators would try to produce a treaty on climate change. 

The United Nations Framework Convention on Climate Change was adopted 
in Kyoto in l 997. It was to enter into force only after at least fifty-five parties to 
the convention, the sum of whose C02 emissions accounted for at least 55 percent 
of the world total, had ratified it. Many industries in the United States were 
adamantly opposed to bound targets and timetables, and aggressively sought help 
in Congress to defeat any agreement that would require mandatory cuts in GHG 
emissions. Although Clinton had signed the protocol, George W. Bush, shortly 
after his inauguration in January 200 I , announced that his administration had no 
interest in implementing it. The announcement infuriated U.S. environmentalists 
and European nations. The Bush administration, forced to respond to both domes­
tic and international environmental opposition, defended its actions by pointing out 
that restrictions in the United States would be greater than in developing countries. 
Many complained that the U.S. refusal would slow the ratification process, which 
it did. The United States emits more C02 than any other country, with 22 percent 
of global C02 emissions (almost al l from fossil fuel combustion). In the fall of 
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2004, the convention finally came into effect when Russia ratified it, bringing the 
number of signatories to over I 00 and the sum of their C02 emissions to over 55 
percent of the world total. Commitment was popular in Western Europe, which had 
become frustrated with a series of foreign policy decisions by the Bush administra­
tion that reflected disinterest for that part of the world. 

Environmental policy is often caught between the competing concepts of sov­
ereignty over domestic resources (e.g., domestic business and financial sectors that 
want to lower the cost of production by reducing environmental controls), and the 
international legal obligation not to damage the environment of other states. Many 
environmental problems, such as acid rain, are transboundary; for example, a 
downstream nation may bear the major brunt of the pollution produced by an 
upstream nation. International environmental diplomacy is just beginning to 
emerge as a force to mitigate the force of unbridled sovereignty and encourage the 
development of a global environmental consciousness. There is growing pressure 
to consider environmental issues within international diplomacy, rather than after 
issues of national security and economics have been resolved. Environmentally 
concerned states and organizations have forced the Bush administration to reluc­
tantly acknowledge the significance of international environmental concerns. 

Ozone Depletion 
Stratospheric ozone depletion is undoubtedly the best example of the international 
community accepting the scientific characterization of an environmental problem 
and successfull y mobilizing a global response. 

Ozone (0 1), a molecule that comprises three oxygen atoms, is the most fre­
quent chemical implicated in depletion of the stratosphere. Ninety percent of all 
atmospheric ozone is found in the stratosphere, which ranges from approximately 
twelve to thirty-five miles above Earth 's surface. Most of the upper-level ozone is 
concentrated about fifteen miles above Earth 's surface in what is known as the 
"ozone layer." Ozone occupies only a small fraction of Earth's atmosphere, but its 
existence is extremely important to all forms of life, since it is the only gas that 
ab~orbs most lethal ultraviolet-B (UV-B) radiation from the sun and reduces it to 
reasonably safe levels. Depletion of the ozone shield allows more UV-B to reach 
Earth's surface, producing increased rates of skin cancer. eye cataracts. and weak­
ened immune systems in humans . It also damages ecosystems, resulting in 
dec reased photosynthesil- in plants and reduces crop and fish yields. While ultravi­
olet radiation is necessary to synthesize vitamin D, it also damages DNA, which is 
the protein code necessary for cell reproduction. Animal and plant life on Earth has 
adapted to "natural" levels of UV-B. Without such UV protection, most life forms 
experience cell damage. Without the ozone layer, much higher levels of UV-B 
would reach Earth's surface, wiping out most life on the planet. 
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Chlorofluorocarbons (CFCs), first created in 1928, are a family of nonreac­
tive, nontoxic, and nonflamable gases and liquids. Their properties soon made 
them valuable for use as refrigerants, in urethane and polyurethane foam for insu­
lation, and in fast food wrappings, aerosol sprays, and other convenience items. 
Because CFCs are nonreactive, unlike ozone, they have expected lifetimes of twen­
ty-five to thirty years per molecule and may drift in the environment for years until 
they reach the stratosphere. They are insoluble and therefore unaffected by rainfall. 
Scientists estimate that it takes six to ten years for the average CFC molecule to 
reach the stratosphere through convection and diffusion. Once there, UV radiation 
decomposes the CFCs, producing chlorine, which acts as a catalyst-a compound 
that can be used repeatedly in a reaction without being consumed-in breaking 
down ozone. Consequently, the resulting chlorine atom is not used up in the 
process. One chlorine atom can break down well over 100,000 molecules of ozone 
before it becomes part of a less reactive compound and is precipitated out of the 
stratosphere in water. The level of chlorine in the atmosphere is estimated to be 
about six times higher now than it was at the tum of the century. Other CFCs, like 
halons, which are primarily used in fire extinguishers, have far more ozone-deplet­
ing capabilities than does chlorine. 

Ozone, an unstable atom, is primarily produced over the tropics, where solar 
radiation is strongest, and then diffused through air circulation toward the polar 
regions. Therefore, ozone tends to be spread thinner at the poles. Although we 
often refer to an "ozone layer," what actualiy exists is a diffusion of 0 3 throughout 
the upper reaches of the stratosphere, not a "layer" of pure ozone. If the ozone in 
the stratosphere were compressed to surface pressures, the layer would be less than 
two inches thick. 

By the mid- l 970s, laboratory studies demonstrated the ability of CFCs to 
break down ozone in the presence of UV light, and projected that CFCs would 
deplete the ozone layer by about 7 percent within sixty years. In 1985 a team of 
British and U.S. scientists confirmed the existence of a "hole" in the ozone layer, 
covering an area greater than the United States, that lasted for several weeks of the 
Antarctic spring. Subsequent discoveries of ozone depletion over other areas. espe­
cially over the Arctic, led to considerable research to determine the specific forces 
behind ozone destruction. Studies by the National Aeronautics and Space 
Administration found by 1988 that the ozone layer around the entire globe was 
decreasing by 8 percent, a rate much faster than had been previously suspected. In 
2000 the area of the ozone hole reached a record 18 million square miles. While no 
hole has appeared elsewhere, the ozone layer over the North Pole has thinned by 
up to 30 percent, while the depletion over Europe and other high latitudes varies 
from 5 to 30 percent. •9 

In 1985 the Vienna Convention for the Protection of the Ozone Layer encour-
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aged international cooperation on research, systematic observation of the ozone 
layer, and monitoring of CFC production. A stronger agreement, to limit CFCs, 
could not be reached, because some members of the United Nations wanted a 
phaseout of CFCs while others wanted production caps. In 1987 a compromise was 
reached and the Montreal Protocol, signed by 184 countries, placed quantitative 
limits on the production and consumption of CFCs and halons. The protocol was 
designed so that the phase-out schedules could be revised on the basis of periodic 
scientific assessments. Funds were also provided to pay the incremental costs 
incurred by developing countries in phasing out their production of ozone-deplet­
ing substances. The protocol was amended on five different occasions to introduce 
new control measures and to add new controlled substances to the list; ninety-six 
chemicals are now controlled for. Governments are not legally bound until they 
rati fy the protocol as well as each successive amendment. 

The results of the protocol have been most gratifying. Without it, ozone deple­
tion by 2050 had been projected to double the amount of UV-B radiation reaching 
Earth's surface in the northern middle latitudes, and to quadruple the amount of 
radiation in the southern latitudes. Without the protocol, the ozone-depleting chem­
icals in the atmosphere would be five times greater by 2050, resulting in a stagger­
ing 19 million more cases of nonmelanoma cancer, 1.5 mill ion more cases of 
melanoma cancer, and 130 million more cases of eye cataracts.20 Instead, the total 
consumption of CFCs worldwide dropped from about I. I million tons in 1987 to 
about 110,000 tons in 2001. 

The Montreal Protocol has been hailed as an extraordinary success. Scientists 
now predict that ozone depletion will reach its worst point during the next few 
years and then decline until the ozone layer returns to normal around 2050. The 
success of the international community's intervention was possible because science 
and industry were able to develop alternatives to ozone-depleting chemicals, 
allowing countries to end the use of CFCs more quickly and with less cost than 
originally anticipated. However, there is no room for complacency, since some 
countries have not yet ratified various amendments, and the g lobal economic slow­
down has made it difficult for others to comply. At the same time, illegal trade in 
CFCs has increased. Although all new CFCs are banned in developed countries, 
millions of CFC-dependent refrigerators and other equipment are still in service. 
Although there are alternatives to this equipment, they are often more expensive. 
Also, many chlorofluorocarbon-based refrigerators are being exported to the devel­
oping world by countries that have phased out the use of CFCs. 

As well, CFCs are being replaced by hydrofluorocarbons (HFCs), such as 
ammonia and hydrocarbons, which have no ozone-depleting properties. However, 
HFCs have a high global-warming potential and are included in a basket of six 
greenhouse gases that are to be reduced by the industrialized states. 
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There are several lessons to be learned from the Montreal Protocol that can be 
applied to other environmental issues. First, a precautionary principle was applied. 
It was agreed that, to avoid potentially irreversible damage, the world had to take 
immediate action despite lacking complete scientific proof. Second, the negotiators 
sent consistent signals by adopting legally binding phase-out schedules so that 
industry had an incentive to develop efficient alternative technologies. The nego­
tiators also took pains to en ure that improved scientific understanding could be 
easily incorporated in the treaty provisions. The negotiators encouraged broad par­
ticipation by recognizing that while all had a common interest in the protocol, 
developed countries had a responsibility to provide the financial and technological 
support to developing countries to ease their cost of phasing out CFCs. 

Hazardous Wastes 
Most toxic and hazardous wastes are the direct result of the chemical revolution 
during and after World War II. Today, literally a ton of hazardous waste is pro­
duced for every person in the United States per year. Although most chemical 
wastes are harmless to humans and the ecosystem, many chemicals have not been 
thoroughly tested to determine their toxicity. However, cancer is probably the most 
widely dreaded impact of toxic wastes, and over 300 chemicals have been shown 
to be carcinogenic. Hundreds of other chemicals have been linked to other debili­
tating and even fatal diseases. Widely used pesticides have been identified as high­
ly toxic, with many types having ingredients containing carcinogens. 

Awareness of the dangers from toxic waste dumps was symbolized by public 
reaction to the discovery that a subdivision of Niagara Falls, New York, known as 
Love Canal had been built directly over a 20,000-ton highly toxic chemical waste 
dump. Many of the residents of Love Canal suffered a wide range of serious ill­
nesses, from birth defects to cancers, as a result of the toxic contamination of the 
area. Their struggle motivated Congress to pass a law to clean up hazardous waste 
in 1980 known as the "superfund" legislation, which provided $ 1.6 billion to clean 
up the worst of the abandoned and hazardous waste sites. The legislation also pro­
vided a superfund corporate tax. The legislation required the EPA to prioritize a list 
of the nation's most dangerous hazardous waste sites, and begin cleaning up sites 
based on their ranking. By 1995, the year the superfund corporate tax expired, pol­
luters were paying 85 percent of cleanup costs. Jn 2004, 79 percent of the super­
fund cleanup costs were paid by U.S. taxpayers whi le corporate polluters picked up 
the remainder.21 By 2004 nearly 900 sites had been cleaned and removed from the 
list. Unfortunately, new sites are added as others are removed. 

Because of the high costs involved, the debate over who should pay has been 
contentious from the start. Many in industry claim that since all Americans have 
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profited from cheaper consumer goods that resulted from the improper disposal , 
taxpayers should pay for the cleanup. Environmentalists argue that since polluters 
have most directly profi ted from imposing negative externalities on the general 
public, they should be liable for the cleanup. The Comprehensive Environmental 
Response, Compensation, and Liability Act of 1980, however, is based on the "pol­
luter pays" principle by holding anyone who produces or handles hazardous wastes 
strictly, jointly, and se"eraJly liable for cleanup and damages caused. When the 
federal regulations we1e enacted, however, no one understood the tremendous 
expense that would be involved in hazardous waste cleanup. Industry critics claim 
that many regulations impose unacceptable costs for the strict control of substances 
based on fragmentary evidence of risk. In their view, Congress and the EPA are 
overly risk-averse, preferring to err in the direction of stringent control and accept­
ing the most pessimistic projection based on tenuous scientific evidence. Indeed, 
critics in both Bush administrations argued that costs and benefits should be given 
more weight in determining whether a substance should be regulated. 

In the 1990s the scientific community began focusing on a long list of human­
made synthetic chemica s known as endocrine disruptors, which can interfere with 
the endocrine system "'ith catastrophic consequences. The endocrine system is 
composed of gland that secrete hormones that, together with the nervous system, 
integrate many different processes that allow the human body to function. 
Endocrine disruptors, if they are present in the right concentrations, can adversely 
effect hormone balance. According to the EPA's working definition, endocrine dis­
ruptors " interfere with the synthesis, secretion, transport, binding, action, or elimi­
nation of natural hormores in the body that are responsible for the maintenance of 
homeostasis (normal cell metabolism), reproduction, development, and/or behav­
ior "22 Many of the d isruptors appear to accumulate in human tissue over long peri­
ods of time. The variou~ health problems may include cancer of the reproductive 
system, reduced sperm counts in males, abnormalities of fetal development leading 
to learning and behavioral disorders. and other pathologies associated with hor­
monal malfunctions.23 The chemical industry argues that risk aversion too often 
results in a regulatory intolerance for minimal health risks and excessive regulatory 
costs. The political chemistry, environmentalists claim, is one in which negatively 
inclined administrations combined with industry have slowed progress on the regu­
lation of toxic and hazardous wastes beyond any justification. 

Population 
The sheer numbers concerning the world's population growth raise the specter of a 
col ision between the expanding needs of human beings and the limits on human 
ability to increase production. Understanding the relationship between population, 
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pollution, and poverty is necessary before one can consider policies to deal with 
these issues. 

Throughout most of human history, the population has grown very slowly, with 
the net death rate nearly equal to the net birth rate, both of which have been high. 
The crude birth rate minus the crude death rate equals the increase in population 
for a given year. Mortality started to decline just as life expectancy started to 
increase, beginning in the late seventeenth century in Europe. Improving infant 
survival rates lead to potentially much larger populations to produce the next gen­
eration of children. 

The world 's population reached 1 billion around 1830. By 1900, Earth had a 
population of about 1.6 billion people. The global population quadrupled between 
1900 and 2000. The population increase between 1990 and 2000 was equal to all 
those who lived in the seventeenth century. Significantly, 80 percent of the growth 
had taken place in the world's developing nations. lt took several million years of 
human history to reach the first billion, about 130 years to reach the second, and 
today a new billion is added in less than about ten years. World population now 
stands at 6.5 billion, and is growing by about three people every second, or more 
than a quarter of a million people every day. As an illustration, the world is adding 
a city the size of New York every month. Between 90 and 100 million people­
roughly equivalent to the population of Mexico-wilJ be added each year of this 
decade. A billion people, almost the population of China, will be added over the 
decade. About 97 percent of the world's population growth now takes place in 
poorer and developing countries. In some countries, the rate of increase is over 3 
percent per year, which means the population will double within twenty years. The 
result is that social dislocations caused by population growth are more severe in 
the poorer countries, which also tend to have the fewest natural resources. Several 
million will migrate to more industrialized countries, but most will remain in the 
country of their birth, taxing natural resources and adding to the burden of the local 
society. 

Global Projections 
The recent population growth has resulted not from increased birth rates but from 
worldwide decreases in the death rate. In the preceding millennia, plagues, 
famines, and epidemics kept normal death rates high and population growth rates 
very low. Although aJI living beings eventually die, it is mortality at an early age 
that keeps population growth rates low. With the decline of famines and epidemics 
and improvements in hygiene, death rates were significantly reduced in the indus­
trialized states by the beginning of the twentieth century. 

Throughout most of history, a large and growing population was invariably 
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regarded as a sign of a robust and prospering society, whi le a small or declin ing 
population indicated decay. In the colonial eras of the eighteenth and nineteenth 
centuries, many believed that population size and national power were closely 
related. Even in the twentieth century, Nazi Germany initiated a pronatalist policy 
urging German women to produce more children. At the same time, Germany 
invaded neighboring states to appropriate additional living space for its growing 
population. To be sure, skeptics began pointing out that in the modern world, eco­
nomic and technological superiority contributed more to national power than did 
population. It was on that basis that a small country like Great Britain could domi ­
nate the much larger populations of India and the Middle East. Since World War JI, 
improved water and sewage treatment and the availabil ity of antibiotics removed 
the major checks to population expansion, resulting in unprecedented growth. 

Poor countries have traditionally sustained high levels of population growth to 
support agricultural production. But the modernization of agricultural production 
in those countries has d isplaced labor-intensive sharecropping systems in favor of 
mechanized farms using seasonal wage labor. As a result, urban areas have grown 
rapidly as unemployed farm workers search for jobs in cities. Continued popu la­
tion growth in many poorer countries has led to overcult ivation and the destruction 
of rainfores ts in a search for new arable land. Desperately poor people are often 
driven to further ravage the environment in their struggle to survive. In many 
cases, the consequence is an actual decline in per capi ta agricultural production 
and a further increase in poverty. The gap between rich and poor widens. Hence, 
all too often, agricultural development has not only fa iled to eliminate poverty but 
also increased it, with unfortunate consequences for population growth and the 
environment. 

Almost one-third of the world's 6.5 bi llion people are age fourteen or younger. 
Population growth will continue because of the momentum of large numbers of 
young people just reaching their reproductive years. An international environmen­
ta l disaster characterized by starvation, unemployment, poverty. and civil unrest is 
not idle speculation . The basic concern regarding population growth has been put 
forward by the U.S. Na ional Academy of Sciences and the UK Royal Society: " If 
current predictions of population growth prove accurate and patterns of human 
activity on the planet remain unchanged, science and technology may not be able 
to prevent either irreversible degradation of the environment or continued poverty 
for much of the world."24 Because population growth rates are not evenly distrib­
uted around the world, there will be significantly altered population densities. For 
example, Europe and North America made up about 22 percent of the world popu­
lation in 1950, but by 2025 they will make up less than 9 percent. By contrast, 
Africa, which made up 9 percent of the world 's population in 1950, will make up 
approximately 20 percent in 2025. Over 90 percent of the g lobal population growth 
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over the next thirty-five years will occur in the developing countries of Africa, 
Asia, and Latin America. The sheer numbers indicate that there will be an increas­
ing impact on the environment. 

Migration from one country to another is also at an all-time high. In the mid­
l 990s about 125 million people, mostly in developing countries, lived outside the 
country in which they were born. At the same time, there is a systematic shift from 
rural to urban living. Problems arise when cities grow so rapidly that governments 
cannot provide the necessary public services, such as adequate housing and sanita­
tion, and when the job market is unable to absorb all those who move to the cities. 

There was a fear that continued population growth would lead to mass starva­
tion, internal conflict, and perpetual poverty. In the late 1960s, fear of impending 
famir.e and environmental degradation encouraged the development of the first 
population policies. The idea that the state would provide family planning services 
to reduce the rate of population growth was a novel idea. Prior to this time, most 
contraceptives were awkward or illegal. The contraceptive pill in 1960 resulted in a 
revolution in sexual behavior and the idea of family planning in the United States. 

In 1973, in Roe v. Wade, the Supreme Court struck down the laws outlawing 
abortion as a violation of the right to privacy inferred from the Fourth, Fifth, and 
Ninth Amendments to the Constitution and applied to the states through the due 
process clause of the Fourteenth Amendment. The Court held that states had no 
"compelling interest" to ban abortions during the first trimester, when abortions 
performed by qualified medical personnel are safer for the mother than is child­
birth. During the second trimester, states may regulate abortions, as they become 
more dangerous as pregnancy progresses. During the third trimester, a fetus may 
survive outside the womb and therefore becomes a new "compelling interest" for 
the state. 

By the 1990s the revival of the religious right challenged both the Court deci­
sion and the abortion providers. The Republican Party backed away from most 
family planning programs. The leaders of the Republican Party began to appeal 
explicitly to religious fundamentalists and to conservative Catholics on an 
antiabortion agenda that opposes all forms of family planning. The Democratic 
Party has consistently supported family planning and the right of women to make 
choices in this area. 

International Population and Environmental Policies 
There are two views of the ability of developing countries to adjust to changes in 
the environment and population growth to avoid economic decline. One is the 
Cornucopian position of Julian Simon, who opposes all attempts to restrain popu­
lation growth. He believes that people are the highest resource, so it is unbeliev-
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Case Study: U.S. Population Trends 

The United States is the most populous of the 
developed countries and also has one of the 
highest population growth rates of the indus­
trialized nations: about l percent annually. 
The Census Bureau reported that the U.S. 
population grew by 32.7 mil 1ion people 
between 1990 and 2000, the largest single­
decade population increase in the nation's 
history. In fact, between 1980 and 2000, pop­
ulation growth in the United States equaled 
the entire population of France (55 million 
people). This adds 2.75 million people to the 
population each year. The annual growth is 
equal to a city about the size of Chicago. The 
United States is almost the on y advanced 
industrialized state with such a high rate of 
populaticn increase. 

There is a new birth in the United States 
about every seven seconds, a death about 
every thirteen seconds, and one net migrant 
gain every twenty-four seconds which pro­
duces a ret gain of one person every ten sec­
onds. 

The United States is undergoing a signif­
icant change in its geographic distribution. 

The stream of immigrants into the country is 
highly directed toward six states-California, 
New York, Texas, Florida, New Jersey, and 
Illinois. And within these states the flow is 
primarily to a few metropolitan areas. The 
population within the United States is also 
shifting to the south and the west. 

The nation is also undergoing significant 
changes in ethnic composition. Forty percent 
of the present population of the United States 
now comprises African American, Asian, and 
Hispanic minorities. Hispanics are now the 
largest minority, at 13.7 percent of the popu­
lation, or 39.9 million (not counting 3.9 mil­
lion in Puerto Rico). The Hispanic population 
is projected by the Census Bureau to rise 
from 13.7 percent·of the population in 2004 
to 24 percent by 2050 due to a combination of 
immigration and higher fertility. 

Sources: U.S. Census Bureau, Public 
Information Office, hup://www.census.gov/ 
press-release; Carl Haub, "Global and U.S. 
National Population Trends," Consequences I, no. 
2 (Summer 1995). 

able that a society can have too many people. According to Simon, people will use 
their creativity to develop technologies to provide for ever-growing population. 
Cornucopians historically have been right in that technological progress has 
allowed most Western economies to avoid the dire warnings of Malthus, because 
output has grown faster than population. Food production has increased faster than 
expected because of technological improvements, and populations have grown 
more slowly than anticipated. Higher standards of living and improved health care 
have increased life expectancy and reduced infant mortality. These factors have 
contributed to population growth. They have been offset, however, by the fact that 
children become an economic liability in developed societies. This has encouraged 
family planning and has contributed to the stabilization of populations in devel­
oped countries. Developed countries have also benefited from improved heal th 
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care. There are fewer incentives for family planning in developing societies, where 
children are an economic asset as a source of labor. ln countries without pension 
programs or social security, children may also be a source of support for parents in 
their old age. Unfortunately, many less developed agrarian countries have not been 
able to avoid Malthusian predictions because of diminishing marginal productivity. 
As more people live on a fixed amount of land, the output per worker declines. 
Even though the economies are growing, per capita growth is negligible or even 
declining. 

The other view is known as neo-Malthusian, and as its name implies, its pro­
ponents believe that in the long run population will exceed the means of subsis­
tence. Populations will increase to the limit that natural resources can support . 

Paul Ehrlich is a leading exponent of the neo-Malthusian view. He developed 
an " impact equation" to explain the relationship between human beings and their 
environment: I = P x F(P), in which I is the total impact, P is the population, and F 
is a function that measures the per capita impact.25 The larger the population, the 
greater the impact on the environment. A world population of less than I billion 
people in the 1600s had less of an environmental impact than did a population of 6 
billion people at the end of the twentieth century. A larger population puts more 
stress on clean water and air than does a smaller population. 

ln addition to the size of the population, lifestyles have an impact on the envi­
ronment. The lifestyle of an individual in an affluent country like the United States 
creates more of an environmental burden than the lifestyle of the typical Ethiopian. 
Americans make up about 6 percent of the world's population but are responsible 
for producing over two-thirds of the world's atmospheric carbon monoxide and 
almost one-half of its nitrogen oxide emissions. 

Many charge that there are ethical implications for such affluence. They argue 
that if Americans ate less meat, more land could be used to raise grain to feed hun­
gry people abroad. Currently, about one-quarter of world cropland, and 38 percent 
of grain production, are devoted to feeding livestock. In the United States this 
amounts to about 135 million tons of grain annually out of a total production of 
3 12 million tons, sufficient to feed a population of 400 million people on a vegetar­
ian diet.26 A move away from diets high in animal protein toward a diet higher in 
vegetable protein would result in more grain being avai lable for populations in 
poorer countries. 

"Overpopulation" provided a rationale for advanced as well as developing 
nations to explain poverty 's hold on much of the third world. It was eas ier to 
ascribe the lack of development to excessive population than to confront economic 
inequality, female subjugation, or other social, religious, or governmental factors 
that contribute to poverty and underdevelopment. When population issues did 
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come to the fore , population control caught the attention of many Western nations, 
since it required few changes in the international social and economic structure. 
Many elites in developing countries also embraced overpopulation as an explana­
tion for their societies' underdevelopment, and population control as the solution, 
since it provided them with a j ustification for their elite status and relieved them of 
responsibility for society 's failures. 

During the 1970s the United States encouraged developing countries to volun­
tarily limit population growth before it began to seriously erode liv ing standards. 
In 1974 the United Nations held an intergovernmental conference on population. 
The United States lent its strong endorsement to the program and actively encour­
aged nations to adopt education programs for family planning; it was a major 
donor to the United NJtions Population Fund , the Inte rn atio nal Planned 
Parenthood Federation, and other family planning programs in developing coun­
tries. At the conference, many developing countries criticized the U.S. position, 
arguing that poorer countries needed more economic assistance, not contracep­
tives. At a similar conference a decade later in Mexico City, the positions were 
reversed. Most developing countries were now in favor of famil y planning pro­
grams and actively sought assistance for that purpose. However, in the 1980s, 
Ronald Reagan and George H.W. Bush stopped all financial ass istance for family 
planning and refused to rnoperate with multilateral efforts to reduce population 
growth. Some nations that were usually closely allied with the United States, such 
as Canada, the United Kingdom, Japan, and Germany, increased their donations to 
the United ations Population Fund to try to fill the void. 

There are several rea~ons why the threat of population growth fails to attract 
our attention as a critical problem. The world's population grows by over 250,000 
people a day, every day. What networks report as news usually involves climactic 
occurrence rather than daily happenings. Nevertheless, many of the consequences 
of overpopulation, such as deforestation, malnutrition and starvat ion, and toxic 
waste, do make the news on a daily basis. 

Another reason overpopulation does not seem a serious threat is that Thomas 
Malthus's dire warnings of economic collapse resulting from growing populations 
have so far failed to materialize. While many aspects of the Malthusian analysis 
have proven wrong, Malthus did focus on at least two important points: that grow­
ing populat ions could be a problem, and that there is a relationship between popu­
la tion size and poverty. A growing population within a nation means that the 
national economy must grow by at least the same rate just to maintain the same 
tandard of living. A country with a population growth rate of 2.7 percent a year 

must maintain economic growth of 2.7 percent just to maintain the status quo. 
Continual economic growth rates above that level are very difficult to maintain. It 
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is rather like running up a down-moving escalator. Since much of the population 
growth rate is occurring in underdeveloped countries, it means that their industrial 
revolutions can be undone by a Malthusian revolution. Another factor that militates 
against the perception that population growth is a problem is that many individuals 
and businesses benefit from population increases. Landlords, banks, manufactur­
ers, and merchants all stand to benefit by providing a growing population with 
goods and services.21 

Population Policy Choices 
Population, poverty, and pollution are related in complicated ways. World popula­
tion has grown beyond an optimal level of '"carrying capacity" at the present stage 
of technological development. At least 1.8 billion people today, over one in five, 
live in absolute poverty. 

People do create wealth and earn incomes, and without people there would be 
neither. But the more people there are, the greater the impact on the envi ronment. 
And larger populations often reduce the income per person and the output of eco­
nomic goods produced per worker. A country can reduce poverty by increasing 
income while holding its population constant, or by holding income steady while 
decreasing its population. 

Reduction of poverty is seen by many policymakers as a moral obligation. It is 
also necessary for the preservation of the environment and the health of the world 
economy. A healthy environment can more easily support the present or growing 
population than can a devastated one, so policies to protect the environment are 
necessary to reduce poverty. Because pollution and poverty are twin problems, 
economic development programs to reduce poverty must take into account the 
necessity of environmental protection. But it is not easy to work toward the seem­
ingly antithetical goals of reducing pollution while promoting economic develop­
ment. Poorer countries have few incentive!. to limit greenhouse gases. They do 
have an incentive to transfer the added costs of pollution to the global environment 
as an externality, giving themselves a cost advantage in the process. 

Although threats to the environment are global and thus require international 
cooperation, political power often lies with the wealthier members of society, who 
have much at stake in accommodating the current economic interests of business 
leaders. Political leaders in most countries tend to remain fi xated on narrow 
aspects of sovereignty and feel they are accountable solely to their domestic con­
stituents. Moreover, nations differ in their contributions to environmental degrada­
tion. The wealthier nations of the North make a greater per capita contribution to 
environmental degradation by emissions of GHGs through the burning of fossil 
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fuels. In poorer countrie1', overpopulation contributes to environmentally unsound 
deforestation. The destrut:tion of watersheds by bringing less arable land under cul­
tivation threatens many ecologically fragile areas, along with the economic viabili­
ty of the countries in que!.tion. 

To reduce world poverty, per capita income in poor countries must be raised. 
However, there is no real istic way poor countries can achieve the economic devel­
opment needed for them to significantly raise their standards of living unless their 
population growth rates are decreased. Population control is an important first step 
in reducing poverty level , but other steps are needed also. One possibility would 
be to encourage technology transfers of low-population, energy-efficient produc­
tion procedures to poorer countries. In addition, subsidizing the investment costs of 
installing the equipment needed to implement those procedures would be benefi­
cial 

Environmental Policy Responses 
Politics is said to be the art of the possible. The task of the political scientist 
engaged in policy analysis, then, is to devise solutions derived from principles that 
different interests share. Policy responses that result in non-zero-sum solutions are 
generally to be preferred. For example, many businesses view environmentalists ' 
concerns with alarm, fearing that any regulatory measures will drive costs up to 
intolerable levels. Bus iness leaders tend to di smiss negative externalities as 
inevitable byproducts of market forces. Environmentalists, for their part, tend to 
view businesses as callow .. for pursuing profits without sufficiently considering the 
needs of the environment. The ideal solution would accommodate the needs of 
both sides, not sacrifice one set of needs to the other. 

Command and Control 
Diametrically opposed views such as those just described lead to bitter struggles 
and political polarization. Simply put, government finds itself pressured to outlaw 
a negative externality, even though many oppose any regulation. Thus the govern­
ment may adopt direct regulation in which it determines permissible levels of pol­
lution, and may fine or shut down firms that exceed them while allowing pollution 
by other firms that remaim within the defined limit. 

This regulatory technique is usually referred to as the command and control 
approach, because it requires such heavy government involvement. It requires the 
government to determine the maximum safe level of emissions and then set uni­
form standards for every smokestack or waste pipe. Policy analysts are uncomfort-
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able with it because the standards promulgated are usually "all or nothing" in 
nature and do not necessarily reach their stated goals as efficiently or as fairly as 
possible. The standards require every company to meet the same target regardless 
of differing costs. This is inefficient because some businesses may have to use 
more expensive technologies to control pollution than others. Perhaps more impor­
tant, businesses have no incentives to reduce pollution below the standards set by 
the government. They have no incentives to develop or utilize technologies to 
exceed the regulated targets. Money that might be used to develop technologies to 
further reduce pollution is often diverted to fighting the standards or geuing an 
exemption based on the threat of eliminating jobs if the standard is imposed. 

Market Incentive Programs 
Huge budget deficits , anemic economic growth, and sharp foreign competition 
have inspired searches for policies that reduce bureaucratic intrusion into business 
decisions. At the same time, policymakers wish to be sensitive to the need for cost­
effective solutions to get a high rate of return for the regulatory effort. 

Political scientists recognize that pollution externalities represent a failure of 
the market in which the production of a good exceeds the optimal level. Business 
and consumers tacitly agree to pass some costs on to the public. Since firms can 
pass the costs of pollution on to society, they have little incentive to consider them 
in business decisions. To the contrary, any firm that unilaterally tried to reduce 
external costs would be less competitive in the market. However, rather than 
rejecting market mechanisms as a source of help in favor of direct regulation, or 
forsaking pollution control by returning to laissez-faire economic policies, policy 
analysts recognize that market incentives--trying to make the market price of a 
good include the cost of any negative externality-might suggest creative solu­
tions. There are several ways to ensure that environmental costs are included in 
choices made by firms and individuals. 

Tax incentives. A tax incentive uses taxes to provide incentives for individuals to 
pattern their behavior in a way that achieves the desired goals. This tactic charges a 
fee (tax) on the amount of good consumed that generates pollution, or imposes 
effluent charges. The threat of taxes is a stick to encourage the desired behavior to 
protect the environment. 

For example, suppose that 100 gallons of gasoline are consumed each month in 
a society consisting of just three people. And suppose they mutually agree that total 
gas consumption should be reduced by 15 percent. Let us assume Mrs. A uses 50 
gallons per month, Mr. B uses 35 gallons, and Ms. C uses 15. Direct regulation 
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would requ ire that each decrease their consumption by an equal percentage ( 15 
percent each) to achieve the reduction. The difficulty with this approach is that it 
does not reward anyone for saving more than he or she is required to save. It may 
be that Mr . A could easi1y reduce her consumption by 10 gallons with little incon­
venience, and Mr. B can easily reduce his by 15 gallons, while Ms. C has always 
been frugal and would find it difficult to reduce her consumption by more than 1.5 
gallons ( I 0 percent) per month. 

On the other hand, if they agree to levy a tax of 25¢ per gallon on the gasoline 
they consume, each will have an incentive to reduce consumption. Mrs. A will like­
ly reduce her consumption by I 0 gallons (20 percent) and pay $10 in taxes, Mr. B 
will reduce his consumption by 15 gallons (42 percent) and pay $5 in taxes, whi le 
Ms. C will reduce her consumption by 1.5 gallons ( I 0 percent) and pay $3.38 in 
taxes each month. 

ln this illustration, the tax achieves the goal more efficiently than does direct 
regulation. Since the incentive to conserve is included in the price, each person has 
to choose how much to reduce their consumption. Each is influenced by the mar­
ginal utility of consuming an additional gallon. Those who consume less, pay less 
in taxes. The tax gives mdividuals an incentive to reduce their consumption as 
much as possible, and to find new ways of reducing consumption. For example, 
they may buy more fuel-efficient cars, use carpools, consider public transportation 
alte rnatives, or consider walking short distances instead of driving . 

A variation on this market-based incentive is to provide a subsidy (a carrot 
rather than a stick). For example, a business could receive a tax credit for installing 
pol ution abatement equipment, such as a scrubber, in a smokestack. Society is still 
better off, with less pollution, since the gap between the market price and the social 
costs is reduced. Businesl.es almost invariably prefer subsidies to taxes. Policy ana­
lysts typically prefer tax incentives, because they encourage companies to seek 
greater efficiency in reducing consumption or reducing pollution rather than just 
achieving a defined standard. 

Marketable permits. Through a marketable permit, the government establishes 
an upper limit of allowable pollution and allows businesses to emit some fraction 
of that total. If companie5 reduce their pollution (or consumption) below the level 
allocated to them, they receive a permit, which they can then sell to another firm 
that has chosen not to reduce its emissions to less than its allowable amount. For 
example, a utilities firm may want to expand production, but under an emissions 
cap may be unable to do 50 unless it can purchase permits to increase its emission 
of pollutants. 

This method is aimed at encouraging firms to significantly reduce their pollu­
tio n in order to generate marketable permits for other firms that, for one reason or 
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another, do not find such a reduction worthwhile. The 1990 Clean Air Act explicit­
ly used this market incentive to deal with pollution. The act provided for a JO-mil­
lion-ton reduction in sulfur dioxide emissions from the 1980 level by the year 
2000. Nitrogen oxide emissions were to be reduced by 2 million tons in that time 
frame. The law also provided a cap that limited emissions to about 50 percent of 
J 990 levels by 2000. To meet the e goals by the year 2000, the EPA issued permits 
designed to reduce the amount of pollution allowed each year. U11lities were forced 
to take a number of actions to reduce the levels of emissions: install scrubbers, 
switch to low-sulfur coal, implement conservation measures, close down obsolete 
plants, use renewable energy sources such as hydroelectric power where feasible, 
and build new, more efficient utilities and transfer the emission allowances to the 
new plant. The act also contained a system of pollution allowances that encouraged 
utilities to exceed their required reduction of pollutants and recover their costs by 
selling their marketable certificates to other companies. 

Assessing Policy Approaches 
Market incentive policies like taxes, subsidies, and marketable permits are attrac­
tive to policy analysts for many reasons. They reduce the market inefficiency of 
pollution by discouraging undesirable activities that produce externalities. Charges 
levied for pollution require that businesses share the cost burden of externalities, 
and therefore include consideration of externalities in their daily business deci­
sions. Firms for which pollution reduction is cheapest will reduce pollution more, 
while those for which reduction is expensive will reduce it less. Such policies also 
make the price that consumers pay for an externality more closely reflect its cost. 

Since pollution cannot be reduced to zero, many see market-based incentives 
as a pragmatic approach to achieve the optimal level of pollution. The optimal 
level of anything produced from a purely economic perspective is the point at 
which its price reflects the marginal costs of its production. The difficulty is in 
accurately determining the marginal social cost of pollution and setting the incen­
tives appropriately. If properly set, firms will pursue pollution abatement to the 
point that its marginal cost equals its marginal benefit to society. If the tax is too 
low, firms will commit to insufficient environmental protection, while if it is too 
high, production of the good will be excessively cut back. 

Market approaches to controlling pollution are rapidly gaining acceptance 
among many policymakers. For example, many states have instituted market-based 
incentives known as "bottle-bills": a deposit must be made on the purchase of bev­
erages in aluminum or plastic bott les, which is refunded when empty containers are 
returned. The effect has been to reduce litter and promote recycling. 

Nevertheless, there is still significant skepticism regarding market-based 
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incentives, for several reasons. Many environmentalists oppose them because it 
seems that selling permits to pollute legitimizes pollution. Many business firms 
oppose market approaches because they involve taxes, which are associated nega­
tively with government interference. Also, businesses and their lobbyists often pre­
fer direct-market regulation, because they have become very effective at counter­
ing this approach. For example, they can appeal for a delay in the implementation 
of regulatory rules by citing economic hardship and the possibility of layoffs due 
to increased costs, and they often get what they want. 

Ethics and Environmentalism 
The appeal of market approaches to encourage environmentally sound policies is 
their efficiency. The market provides a framework in which trade takes place based 
on the choices of individuals between a given supply and demand for goods. 
Through cost-benefit analysis the government can try to set policy while relying on 
the efficiency of the market even as decisions aimed at protecting the environment 
are incorporated into the market process. This is built on the assumption that the 
policy goals embody an ethical consensus that can be promoted better by market 
mechanisms than by any other means. 

There are problems with this utilitarian approach. Cost-benefit analyses are 
carried out by individuals, and individual preferences may provide a weak founda­
tion for policymaking. Individual preferences are the result of personal experi­
ences, which are necessarily limited and based on incomplete information. Even if 
we were willing to accept individual preferences, we may have a problem in trans­
lating the aggregate conflicting preferences into a single policy decision. Another 
major objection to this fonn of utilitarianism is that it may result in decisions that 
are an affront to our sense of justice. Cost-benefit analysis would permit the loss of 
income of thirty families at $30,000 per year each, rather than the loss of one per­
son's income at $1 million That is, cost-benefit analysis does not require (or pre­
clude) us from taxing distribution. Cost-benefit analysis, then, cannot be the sole 
guide to decisionmaking on environmental matters. 

Policies should also give special consideration to those most vulnerable to 
their consequences. For example, the poor may find themselves at the mercy of 
decisions made by the more economically powerful members of society. Dolphins, 
whales, or spotted owls are affected by human choices. And later generations will 
have to live with results of decisions made today regarding the use of fossil fuels 
versus nuclear energy. 

The poor have always suffered more than the affluent because of the deleteri­
ous effects of inferior living conditions, and industrialization has only added to 
their burden. We have noted how housing policy generally stratifies society, with 
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the poor living in deteriorating urban areas close to factories and pollution, while 
the wealthy move to the suburbs. Discrimination against minorities can compound 
the problem, ma.king the poor even more likely to live in areas where hazardous 
waste and other toxins make for unhealthy living conditions. Poor nonwhite 
Americans are disproportionately impacted by environmental degradation. 

When the environmental movement began in the 1970s, it largely reflected the 
views of some of the more prosperous upper-income people in the United States. 
However, since the mid-l 980s, minorities and the poor have increasingly assumed 
a leadership role.28 President Clinton assumed office in 1993 promising to restore 
the role of the government in environmental protection. The following year he 
issued Executive Order 12898, requiring all federal agencies to include the 
achievement of "environmental justice" as part of their mission. 

Conclusion 
Environmental issues have taken center stage in public policy debates only in the 
past three or four decades. Almost every environmental issue is related to the 
impact of humanity on the environment. Nature everywhere tends to be treated as a 
mine or a dump. As we make more and more demands on the environment, we use 
up natural resources, destroy habitats for wildlife, increase biological extinction, 
and increase environmental pollution. Earth's natural systems, such as climate and 
temperature, the ozone layer, and water supply, have all been affected by human 
demands that outrun its capacity. 

Although many other countries initially lagged behind the United States in 
environmental regulation, many have now overtaken us. "Green parties" have 
emerged in Europe to push standards beyond those of the United States. 

It is increasingly recognized that global environmental degradation requires 
global solutions. Meaningful actions are difficult to achieve, however, when popu­
lations resist any increase in cost as a threat to material affluence. Markets do not 
provide an efficient outcome when negative externalities exist, because business 
firms have a market incentive not to take the marginal social costs into account in 
their business decisions. To do so would put them at a competitive disadvantage. 

Business interests usually react negatively to any government regulation that 
they fear will drive up prices. Politically, the Republican Party has emerged as the 
standard bearer of those who would dismantle the environmental regulation that is 
in place as damaging to U.S. competitiveness. 

The world faces tradeoffs regarding the environment. Eliminating all pollution 
would be impossible. However, the planet does appear to be nearing a real environ­
mental crisis. When private people cannot solve externalities such as pollution, the 
government has a responsibility to step in. The problem is that special interest 
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groups resist any regulation that would limit their negative externalities. The cru­
cial problem in devising market-based programs is to determine the level of incen­
tives needed to achieve the optimal policy outcome, which is where the marginal 
cost of the program equals its marginal benefit. 

Questions for Discussion 

l . Distinguish between environmental protection and environmental regula­
tion. How are these practices informed by moral principles, particularly 
utilitarian principles? 

2. What is meant by sustainable development and what environmental prob­
lems threaten this goal? 

3. Compare the concept of a public good with the NIMBY attitude. What 
incentives can government offer to protect public goods and avoid NIMBY? 

4. When and why did environmentalism become part of the political agenda? 
Did any specific events help to "politicize" the environment? 

5. Discuss the plight of public interest groups devoted to the environment. 
What sources of funding do they have and how do they compete with pri­
vate sector interests? 

6. Much criticism is leveled about the "greenhouse" effect. What criteria do 
scientists rely on to evaluate scientific findings regarding the environment? 
Is science always objective? 

Useful Websites 
Audubon Society, http://www.audubon.org. 
Clean Air Task Force, http://www.catf.us. 
Environmental Integrity Project, http://www.environmentalintegrity.org . 
.nstitute for European Environmental Policy, http://www.ieep.org.uk. 
U.S. Department of Energy, http://www.energy.gov. 
U.S. Department of the Interior, http://www.doi.gov. 
U.S. Energy Information Administration, http://www.eia.doe.gov. 
U.S. Environmental Protection Agency (EPA), http://www.epa.gov. 
U.S. Environmental Protection Agency, Global Warming site, http://www.epa.gov/global­

warming. 
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CHAPTER 13 
U.S. Foreign Policy 

For those who conduct foreign policy, the beginning of the twenty-first century is 
the best of times and the worst of times. At the end of World War II, the consolida­
tion of Soviet power in Eastern Europe, with its clear challenge to the West, pre­
vented President Harry Truman from withdrawing all U.S. troops from Europe. 
The ideological conflict between communism and capitalism and the logic of the 
bipolar model defined the relations between the Soviet Union and the United States 
until the unexpected dissolution of the Soviet bloc in the late 1980s. U.S. political 
leaders accommodated themselves to a military policy of mutual assured destruc­
tion and a foreign policy of containment, which conveniently constrained the pol­
icy options of many regional powers. Political leaders, regardless of political iden­
tification , accepted the genera l rubrics of containment policy and became 
comfortable with predictable policies toward world communism. The geopolitical 
concern of providing for European security against the threat of a Soviet invasion 
and for containment, which had dominated foreign policy thinking since the 1940s, 
quickly evaporated with the implosion of the Soviet Union. U.S. goals of advanc­
ing democracy and market economies over communism and planned economies 
had been accomplished, and even China's economic system submitted to market 
forces. Suddenly the United States was unchallenged as the world's dominant mili­
tary and economic power. 

At the turn of the twenty-first century the United States was in its longest peri­
od of economic expansion in history. The stock markets reached record highs while 
unemployment and inflation fell to negligible levels. There was a brief period of 
optimism that democracy was now dominant in the world and conversely that non­
democratic regimes were in retreat. Many believed that fatal flaws had become evi­
dent in nondemocratic governments, while the flaws in democracies, and especial­
ly U.S. democracy, resulted primarily from the incomplete implementation of 
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freedom and equality. Francis Fukuyama wrote that the world was entering a new 
age,t and that "what we may be witnessing is not just the end of the cold war, or 
the passing of a particular period of history, but the end of history as such, that is, 
the end point of mankind's ideological evolution and the universalization of 
Western liberal democracy as the final form of government."2 U.S. prestige was at 
its zenith as many foreign governments tried to model its democratic reforms. U. S. 
culture, from capitalism to music and language, was admired and copied through­
out the world. The sheer predominance of the United States was without historical 
precedent. 

Ominously, there were areas of regional conflicts and internal power struggles, 
suppressed by the Cold War, that flared up with the withering away of the Soviet 
Union. A civil war erupted in Somalia. U.S. mil itary intervention to provide relief, 
along with efforts by the United Nations (UN), resulted in U.S. casualties and 
prompted withdrawal. The end of the Cold War also resulted in a revival of ethnic 
and religious intolerance in the imploding state of Yugoslavia. Bill Clinton, despite 
considerable opposition in Congress, intervened to stop the "ethnic cleansing." The 
United States ended the bloodshed in Bosnia-Herzegovina and Kosovo while limit­
ing exposure of U.S. troops to enemy fire. Once military operations ended, Clinton 
turned over the rebuilding efforts to multilateral institutions. 

The shi ft away from engagement and toward unilateralism gained momen­
tum when the Republican Party won control of both houses of Congress for the 
fi rst t ime since the Eisenhower admini stration. In 1998 a Republican- led 
Congress defied Pres ident Clinton and re fu sed to appropriate funds to pay a 
backlog of U.S. dues owed to the UN in excess of$ I billion. At the same time, 
reductions in U.S. foreign aid programs left the United States, the world 's larges t 
economy, with the lowest aid contributions as a percentage of gross domestic 
product (GDP). 

President Clinton, whose primary interest was domestic policy, nevertheless 
embraced the notion that a new world order populated by national democracies 
would be more peaceful and cooperative and less prone to war. Economic coopera­
tion and globalization were also encouraged through the elimination of trade barri­
ers and support of free trade. Clinton believed that free market principles would be 
facilitated by the institutions of multilateral economic cooperation, such as the 
World Bank and the International Monetary Fund (IMF). He supported the creation 
of the World Trade Organization (WTO) in 1995 to enforce free trade reforms 
negotiated in the last decades of the century. Clinton believed the nation would be 
more secure and prosperous in "a more tightly knit world whose nations shared 
common values, interests, and political institutions.''3 Clinton's national security 
policy of engagement and enlargement was designed to forge closer relations 
between countries, particularly on economic matters, in the hope that by providing 
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collective benefits it would discourage smaller countries from challenging the pri­
macy of the United States. 

Presidents of both polit ical parties sought to achieve foreign policy goal s 
through diplomacy, to encourage democratic institutions and increase their eco­
nomic and military power. The primary approach was to offer economic and mili­
tary aid, and negotiate a reduction in trade barriers with the ultimate goal of free 
trade. Since U.S. power would on occasion lead to inevitable resentment, it was 
understood that the nation should try to be "nonoffensive" in foreign policy. The 
Un ited States should try to curb military spending through arms control and 
encourage increasing re liance on collective peacekeeping and peaceful means of 
conflict resolution. The strategy emphasized the attempt to engage states in the 
progressive building of a world community through the development of interna­
tional organizations like the United Nations and the strengthening of principles of 
international law. 

ln 1999 a Republican-led Senate denied President Clinton's request for con­
sent to ratify the Comprehensive Nuclear Test Ban Treaty. Although Clinton 
pledged that the United States would maintain its policy of not conducting nuclear 
tests, the Senate's unwillingness was clearly out of step with the more than 150 
nations that supported the treaty. 

The election of George W. Bush in 2000 spelled the end of engagement and 
enlargeme nt and advanced unilateralism. The new president surpri sed most 
observers by aggressively rejecting U.S. policy goals, pursued since World War II, 
of encouraging the progressive development of an interdependent world communi­
ty. Bush came into office with the intention of pulling back from what he and many 
Republican politicians regarded as excessive engagement and nation building. He 
made clear that he would pursue a narrower view of the " national interest" and be 
more selective in overseas involvement. 

The new president ultimately adopted the views of a neoconservative group 
who advocated a more "muscular" foreign policy. They believed that a competitive 
posture based on a strong military and a foreign policy that "boldly and purpose­
fully promotes American principles abroad," under national leadership that accept­
ed the "global responsibilities" of the United States, would effectively achieve the 
nation's goals.4 President Bush turned his back on several international agreements 
that had been negotiated over several years and made clear his belief that a unilat­
eral approach would best advance U.S. interests. The willingness to be abrasive in 
pursuit of perceived U.S. interests became a defining characteristic of the adminis­
tration. 

The attacks of September 11 , 200 I , and the resulting war on terrorism led the 
president and his advisers back to global involvement. The administration also 
came to believe that the war against Islamic terrorism required democratic reform 
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and even nation building in the Middle East. The desire to promote democracy 
grew out of the conviction that U.S. security interests are aided by democrat ic 
forms of government. The administration's goal of supporting democracies for 
their own sake represents a return to the universalist principles that have usually 
shaped U.S. foreign policy.s 

The United States in the Twenty-First Century 
The United States is the world's greatest military power. However, because the 
United States is also the world's largest economic power, defense spending today 
is actually a smaller share of GDP than it was during the Cold War. The military 
budget request for fiscal year 2005 was $420.7 billion, about 19 percent of the fed­
eral budget, but only about 4 percent of GDP.6 Traditional military threats to the 
United States are rather remote, as most former enemies and allies do not pose a 
danger. The most likely form of threat to the United States today is through terror­
ism, rather than conventional warfare, although most military spending is sti ll 
directed toward conventional confrontations. Nevertheless, U.S. military spending 
is more than the combined spending of the next twenty-three ranked nations and 
roughly twenty-nine times the combined spending of the seven "rogue" states 
(Cuba, Iran, Iraq, Libya, North Korea, Sudan, and Syria), which collectively spent 
14.4 billion.7 To achieve such a dominant military position while spending less 
than during the Cold War is remarkable. 

The size of the U.S. economy is the single most important factor in the coun­
try's influence throughout the world. The United States produces almost one-third 
of the world's total output. U.S. economic output in 2004 was $ 10.2 trillion, equiv­
alent to that of the next five ranked national economies com bined (Japan, 
Germany, the United Kingdom, France, and China), at $10.3 trillion.s The nation 
exports more than any other nation, about $1 trillion in 2004 (about 15 percent of 
total world exports). It also imported over $1.5 trillion in 2004 (about 20 percent of 
the world's imports). And al though foreign direct investment (FDI) in the U.S. 
economy has slowed in recent years, more money flows into U.S. investments than 
into the investments of all other countries. 

The military and economic primacy of the United States is unlikely to be. 
jeopardized over the next two or three decades. Militarily, it is unlikely that any 
group of nations will spend enough money to compete with the United States over 
the next twenty-five years. The Soviet Union once defined itself in terms of its 
military and economic rivalry wi th the United States. Now a smaller Russia tries 
to emulate Western Europe and the United States. China's economic transforma­
tion toward a market economy and away from aspirations of becoming a military 
superpower is equally positive. With Russia and China and other coun tries 
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increasingly interconnected with ties that are for the most part irreversible, there 
are many hopeful signs for the future. Other major nations have no incentive to 
try to match the United States militarily, and most countries lack the resources. It 
is this reality that makes terrorism the weapon of choice for poor and excluded 
nations or groups. 

Economically, the United States is unlikely to lose its preeminent position. The 
U.S. economy has shown itself to be extremely resilient and flexible in adapting to 
a changing economic environment. And there are indications that Europe and 
Japan wi ll face greater challeng1..s in dealing with aging populations than does the 
United States. However, it is also unlikely that the United States will maintain its 
share of global output indefinitely, since modernizing nations experience more 
rapid average growth rates than do mature economies. 

Power in the Age of Globalization 
Most people are familiar with the two most obvious fonns of national power, mili­
tary and economic. Niccolo Machiavelli famous ly advised monarchs that it was 
more important to be feared than to be loved. Writing at a time in history when 
there were no democracies, and princes were engaged in a fratricidal struggle to 
gain and then to keep power, that was excellent advice. But today much of the 
advanced world consists of democracies with major economic assets. It is now 
important to be loved as well as feared. The "'hard" military power of the United 
States was invaluable in providing security in the long struggle in the Cold War. 
But it is of limited value when the nation cannot achieve economic goals without 
the cooperation of the European Union, Japan, China, or even the World Trade 
Organization. The hard power of military power is not a significant threat in such 
negotiations. 

Joseph Nye has coined the term soft power to indicate the ability to get others 
to want the same outcomes th at you want through cooperation rather than 
coercion.9 It is difficult to run complex organizations by simply issuing commands. 
It is essential to get others to accept the values of the organization. Nye points out 
that soft power is the staple of daily democratic politics. The ability to achieve 
goals tends to be associated with the acceptance of a culture, po litical values and 
institutions, and policies that are perceived as legitimate o r hav in g moral 
authority.10 Soft power is more than influence, which may rest on the hard power 
of military threats. In behavioral tenns soft power is "attractive power." Hard and 
soft power are related because they are aspects of the ability to achieve a goal by 
affecting the behavior of others. 

The soft power of a country flows from three main sources: the attractiveness 
of its culture, its political values (when it lives up to them at home and abroad), 
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and its foreign policies to the extent that they are perceived as legitimate and hav­
ing moral authority.11 A culture that includes universal values and government poli­
cies that promote principles that others share conforms to the interests and desires 
of other people and anracts their support . Conversely, policies that are not in har­
mony with widely held values may undermine a nation's soft power. For example, 
weak gun control Jaws and government acceptance of capital punishment reduce 
U.S. soft power. 

The social changes that have occurred inside advanced democracies have also 
raised the costs of using hard military power. Postindustrial democracies tend to be 
more focu sed on social welfare than on military glory. In most advanced democra­
cies, the use of force now requires an elaborate moral justification to attract popu­
lar support. War is still an option, but it is less acceptable now than it was even 
fift} years ago.12 Soft power is crucial in the calculation of terrorism. Terrorists are 
dependent on their ability to convince the bystanders to a conflict that they should 
join in on the side of the underdogs who support the right values, as much as they 
rely on an ability to destroy their enemy's will to fight. 

After September 11 , 2001, the neoconservatives believed that U.S. military 
power could be used to export democracy to Iraq and would result in a transforma­
tion of the entire Middle East. The war would become legitimate by the democratic 
changes that would result. As Republican strategists William Kristo( and Lawrence 
Kaplan write, "What is wrong with dominance in the service of ~ound principles 
and high ideals?"•3 

Although the outcome of the military effort to topple Saddam Hussein was 
never in doubt, other states tried to stop the United States by denying President 
George W. Bush the legitimacy of a UN Security Council resolution authorizing 
the action. When the United States acted outside the UN Charter, world opinion 
shifted to concern about its unbridled use of power and away from any threat posed 
by Hussein. Some neoconservatives thought that a properly working UN would 
offer the United States off cial sanction for the "preemptive" U.S. use of force in 
Iraq. 4 Since it d id not, they hoped that a quick victory would remove Saddam and 
show the UN to be a failure, leading to its replacement by the United States in an 
alliance wi th England and Russia. 

Other states, unable to prevent the hard power invasion of Iraq by the United 
States, countered by den) ing the legitimacy of a Security Counci l resolution 
authorizing the action. Lac '<ing the soft power of legitimacy by the UN has made 
action by the Bush administration much more difficult and costly. Turkey and 
Saudi Arabia refused to allow the United States to use their territory to stage opera­
tions against Iraq . By ignoring the UN, the United States has had to spend over 
$300 billion on the Iraq War, the equivalent of assessing each household an addi­
tional $3 ,000 tax by the fall of 2005. In most military operat ions, including the 
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Clinton interventions under UN auspices and the 1991 Gulf War, the United States 
has been responsible for 15 and 20 percent of the military costs respectively. is 
Without UN authorization, most countries refused to participate in the U.S.-led war 
against Iraq. For those countries that did agree to participate-such as Poland, 
Ukraine, Nicaragua, El Salvador, and Honduras-it was estimated that the United 
States would have to spend $250 million to win their support and underwrite their 
commitment.16 

Joseph Nye make~ a powerful case that the neoconservatives who advised 
President Bush focused too heavily on using U.S. hard power to force other nations 
to do the country's will. They failed to appreciate the importance of soft power in 
dissuading moderates from joining terrorist organizations, and in encouraging 
other states and international organizations to confront critical g lobal issues 
through multilateral cooperation rather than unilateral approaches. 

Harbingers of Domestic and International Stress 
Many U.S. foreign and domestic policies, some beginning before the George W. 
Bush administration, have been overwhelmingly disapproved by the world com­
munity as well as large segments of the U.S. population. The following is only a 
partial list: 

• On taking office in 2001, President Bush criticized his predecessor 's multi­
lateral approach. To emphasize the point, Bush announced the withdrawal of the 
United States from the Anti-Ballistic Missile (ABM) Treaty in August 2001, insist­
ing that the United States must maintain an unrestricted ability to defend itself 
from nuclear attacks by rogue nations and terrorists. At the same time, Bush 
announced plans to move forward with a controversial national missile defense 
system in direct violation of ABM Treaty. 

• President Bush rejected the Kyoto Protocol, which was signed but not ratified 
during the Clinton administration. Bush claimed that it was harmful to U.S. busi­
ness and the overall economy, because it exempted 80 percent of the world, espe­
cially China and India. It commited the principal countries responsible for climate 
change to reduce their emissions of greenhouse gases by 5 percent a year until 
reaching 1990 emission levels. The treaty has been ratified by 128 nations, includ­
ing nations in the European Union and Russia, and went into effect in early 2005. 

• President Bush increased tariffs on imports of foreign steel in violation of the 
World Trade Organization agreements. The European Union appealed to the WTO, 
which found against the United States. The administration was forced to repeal the 
steel tariffs to avoid retaliation by the European Union. 

• In 2002 the Bush administration announced that it did not consider itself 
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bound by President Clinton's signature on the treaty to create the International 
Criminal Court (ICC). The administration raised concerns that U.S. service mem­
bers could be brought before the court in politically motivated cases. Ninety-four 
countries ratified the treaty by summer 2004, however, and the ICC came into 
force despite U.S. opposition. 

• Pri soners in the custody of U.S. occupation !orces were abused in 
Afghanistan, Iraq, and Cuba. News that a White House adviser had prepared 
memos about the abusive treatment indicated that it stemmed from more than a few 
misguided guards. 

• The Bush administration advocated "preemptive" war in violation of the UN 
Charter's provisions on the use of military force. The administration bypassed the 
United Nations when it could not muster the Security Council votes needed for 
authorization, and under threat of veto from France and Russia. 

• The Bush administration asserted in March 2003 that preemptive war was 
justified because Iraq possessed weapons of mass destruction (WMD), as well as 
chemical and biological weapons, and was reconstituting its nuclear weapons pro­
gram. In January 2005 the Iraq Survey Group submitted a report contradicting 
nearly every prewar assertion that the Bush administration made about Iraq's pos­
session of weapons. 

These and other controversial decisions-the result of what Pope John Paul II 
called an "arrogance of power"-have damaged U.S. ties to European allies and 
tarnished the image of the United States throughout the world. 17 

Internat ional Law and the UN Charter 
The decision to invade Iraq severely strained relations between the United States 
and most of its closest allies, and also damaged U. S. relations with the United 
Nations. U.S. approval ratings dropped precipitously in Europe and the Middle 
East following the invasion. 

The United States has a long history, going back to its founding, of supporting 
the progressive development of international law. The framers of the Constitution 
explicitly recognized the binding nature of the law of nations. As the United States 
grew into a world power, it insisted, although with some lapses, that conflicts had to 
be settled by peaceful means. In launching World War II, the German and Japanese 
governments acted with contempt for treaties they had signed that renounced war as 
an instrument of policy. The treaties also committed the signatory states never to 
seek the settlement of disputes except through peaceful means. The treaties merely 
made explicit what the customary international law already required-a prohibition 
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against launching a war of aggression. The chief U.S. prosecutor at Nurembe~g, 
Supreme Court Justice Robert Jackson, emphasized that the defendants were on tnal 
not because they lost the war, but because "they started it." 

In its resort to force against Iraq, the Bush administration has been widely crit­
icized for abandoning the previously championed principles of international law. 
This is a major departure from past administration policies. The United States had 
a major role in the creation of the United Nations and its basic Charter (which is a 
treaty now binding 191 nations as of 2005). Having just experienced the horrors of 
World War II, peace was the paramount concern of the framers of the Charter. It 
obligates UN members to " refrain in their international relations from the threat or 
use of force" against any state. Article 51 provides the one unequivocal exception: 
"Nothing in the present Charter shall impair the inherent right of individual or col­
lective self-defense if an armed attack occurs."18 The United States bas encouraged 
the progressive development of international law through treaties and international 
organizations including the United Nations. Persuading the world community to 
abide by international law advanced the interests of the United States as well. It 
outlawed the aggressive use of force and encouraged an interdependent world com­
munity. 

Much of the world has been persuaded of the value of international law, which 
contributed to the soft power of the United States as the primary supporter of the 
values of a more global perspective. Thus President Bush provoked widespread 
criticism for a speech at the U.S. Military Academy when he indicated that the 
United States would "impose preemptive, unilateral , military force when and 
where it chooses. "19 These recent justifications of preemptive war are in conflict 
with the UN Charter's provisions on the use of force. Only the Security Council 
may authorize the use of force to deal with any threat or breach of the peace. This 
is the reason why the Security Council refused to authorize the use of force against 
Iraq, despite significant pressure by the United States for an authorizing resolution. 

The law of the Charter is very close to domestic law on issues regarding the 
use of force. There is a monopoly on the legitimate use of force that resides in the 
community. No one may use violence against another person without breaking the 
law. Conversely, although a person may use force for self-defense, there is no legal 
right to attack another person in anticipation that they may use violence. One may 
go to the legal authorities to prevent an attack. 

Critics of the restrictions of Article 51 insist that it may not be realistic, espe­
cially when dealing with terrorist threats, as opposed to a Cold War scenario that 
provided the lead time necessary to get the UN involved. However, since the 
search for Iraq 's alleged weapons of mass destruction has shown that the United 
States was not genuinely threatened, this argument is weakened. 
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The United States claimed to be threatened by Iraq and Saddam Hussein, 
who was alleged to be amassing an array of weapons of mass destruction, 
including chemical and biological weapons. The Security Council voted unani­
mously to require Hussein to permit inspections to determine if the allegations 
of WMD were true, but 1efused the Bush administration's request for an authori­
zation to use force. The administration claimed that there was no time to wait 
for the evidence of a smoking gun, which might come in the form of a mush­
room cloud from an Iraqi nuclear weapon. The Secretary-General of the United 
Nations, Kofi Annan, has stated clearly that the U.S.-Jed war in Iraq and the 
Bush doctrine of the right to use preempti ve, unilateral mili tary force are 
illegal.20 

President Bush also claimed the right to try foreigners charged with terrorism. 
He signed an order authorizing detainees to be held by the military in Guantanamo 
Bay, Cuba, without the right to any legal review by any U.S . or international court. 
Protection under the Geneva Conventions was not to be extended to the detainess, 
who could be held without trial for the duration of the "war on terror." The U.S. 
secretary of state, Colin Powell , responding to diplomatic pressure and criticism 
from major allies such as Bn tain and Australia on behalf of citizens of theirs who 
were be ing detai ned, adv ised the administration to release or transfer those 
deta inees whose offenses were uncertain or minor.21 The administration 's claim 
that it had the exclusive right to determine the legal status of the detainees was 
later rejected by the Supreme Court in a six-to-three ruling that federal courts do 
have jurisdiction to hear prisoners' legal challenges.22 

The administration vehemently denied allegations of torture at Guantanamo 
and insisted that the cases of prisoner abuse that surfaced at Abu Ghraib in Iraq 
were the result of actions by individual personnel, not of U.S. policy. The nomina­
tion of Alberto Gonzales to replace John Ashcroft as U.S. attorney general empha­
sized what many saw as a Jack of sensitivity to the toll that the "war on terror" had 
taken on the image of the United States both at home and abroad , because 
Gonzales had endorsed the view that the president was not bound by treaty obliga­
tions in war and had authored poi.ition papers indicating that measures against pris­
oners would not constitute torture. 

U.S. Foreign Policy Making 
Who has responsibility for the conduct of foreign policy? And how is foreign poli­
cy made in the United States? This chapter can only briefly consider the primary 
policymaker and some of the more important instruments they use to implement 
their policies. 
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The President and Congress 
The Founding Fathers were concerned about the accumulation of too much power 
in any one branch of government. They were especially careful to circumscribe the 
powers given to the president, to ensure against the acquisition of dictatorial pow­
ers. Article 2 of the Constitution gives the president the right, with the advice and 
consent of the Senate, to make treaties and to appoint ambassadors. The Founding 
Fathers also designated the president as the commander in chief of the military and 
indicated that the executive could receive foreign ambassadors. These powers do 
not justify the conclusion that those at the Constitutional Convention thought the 
president should dominate in making foreign policy. In fact, foreign policy was 
viewed as a minor matter by the framers. The new nation was thousands of miles 
from the European cauldron. George Washington's well-known farewell warning 
to avoid entangling alliances is indicative of the framers' attitudes. 

Although the president was designated commander in chief of the military, 
only Congress was allowed to declare war. The drafters of the Constitution specifi­
cally gave Congress the responsibility to "provide for the common defense." They 
further gave Congress a role to play in the confirmation of aJI high-level diplomat­
ic and military officials. Finally, they gave Congress the authority "to make all 
Laws which shall be necessary and proper for carrying into Execution the forego­
ing Powers, and all other Powers vested by this Constitution in the Government of 
the United States." 

The Constitution's grant of authority to the president had potential for expan­
sive interpretation by chief executives as opportunities presented themselves. 
Historically, presidential power in foreign policy has expanded during wars. 
Presidents have also found that being perceived as "defending" the United States 
can reap great rewards in terms of prestige at home to pursue other domestic poli­
cies. Many were convinced that quarrels between the president and Congress 
would provide open ings for U.S. adversaries. Therefore, Congress and other 
groups had an obligation to unite behind the president, as politics should "stop at 
the water's edge" and critics should remain silent. Since dissenters run the risk of 
being perceived as unpatriotic and aiding the enemy, the president typically has a 
freer hand to conduct foreign as well as domestic policy. There is a clear causal 
connection between the tremendous growth of presidential power and the fact that 
the United States has been at war almost continuously during the past century, hav­
ing fought two world wars and a cold war, and engaged in intermittent hot con­
flicts, like Korea and Vietnam and now Iraq. 

The deference accorded to a president who appears to be defending the 
nation 's security can become cri tical in political campaigns. President George W. 
Bush appeared eager in 2004 to portray himself as a "war president" and stressed 
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the need for a pres ident to take s trong unilateral ac tion when necessary. 
Democratic Party candidate John Kerry urged the pursuit of diplomatic rather than 
military solutions to conflicts, and a return to collective security instead of unilat­
eral action.23 This position was ridiculed by Bush, who implied that Kerry would 
require UN approval to defend U.S. security, while he himself would "never seek a 
permission slip to defend the security of our country."24 

Prior to the terrorist attacks of September 11 , 200 l, political and nongovern­
mental foes openly challenged Bush 's shift toward a unilateral foreign policy. After 
the attacks, critics in Bush 's own party as well as the Democratic Party muted their 
misgivings regarding his approach and gave him full support in responding to the 
attack. Congress provided the r quested appropriations to provide relief to the vic­
tims of terrorism, expand government authority to oppose terrorism domestically, 
expand the government 's power to arrest and detain suspects, and strengthen the 
military. Congress also i.upported using force to overthrow the Taliban, which had 
allowed Al-Qaida terrorists to train in Afghanistan. Subsequently, Bush claimed 
that he did not require congressional approval to overthrow Saddam Hussein. 
However, in an effort to acquire as much legitimacy as possible, especially in light 
of foreign opposition, he did request support . Congress responded with a resolution 
authorizing the president to use military forces "as he determines to be necessary 
and appropriate in order to defend the national security of the United States against 
the continuing threat posed by lraq."25 This deference to presidential authority 
bears a striking resemblance to the Gulf of Tonkin Resolution, by which Congress 
gave President Lyndon Johnson unlimited authority to expand military operations 
in Vietnam. 

Congress 's surrender to the president of its foreign policy authority in response 
to the threat or use of force has resulted in what historian Arthur M. Schlesinger 
argued is an "imperial presidency" within the United States, in which presidents 
conduct foreign pol icy by fiat. 26 A foreign policy problem that involves the use of 
force, is by definition a crisis. It may provide a president an opportunity to appear 
to be rising above politics in "defending national security" while conveniently 
enhancing approval ratings. That such actions by the president can so strongly sup­
port the interests of the executive branch, given the ritual view of political life that 
only a strong leader can save the nation from peril , is a temptation for resolute 
action. To presidents, this may represent the natural, even righteous view of what 
best serves the larger national interest. The spillover rewards to presidential author­
ity in other policy areas are but secondary to the rewards of self-benefiting action. 
Presidents are especial y alert to situations that might permit a short, inexpensive, 
and victorious use of force to strengthen their hand in domestic affairs. Some 
scholars have suggested that presidents may actually seek conflicts to boost their 
public approval ratings.27 Republicans accused President Bill Clinton of using this 



U.S. FOREIGN POLICY 483 

tactic by intervening in Kosovo to divert attention away from the Monica 
Lewinsky scandal.28 

The terrorist attacks of September 11, 200 I, resulted in a significant boost in 
George W. Bush's approval ratings, which averaged 53 percent prior to the attacks. 
After the attacks, his approval soared to over 90 percent,29 which was higher than 
Franklin Roosevelt's after the Japanese attack on Pearl Harbor.30 Support for Bush 
was exaggerated by the public's misunderstanding of certain facts regarding 
Saddam Hussein and Iraq. Polls found that most Americans believed that Saddam 
Hussein was linked to Al-Qaida and the attacks of September 11 , that Iraq pos­
sessed weapons of mass destruction, and that world public opinion favored military 
action against Iraq. Various administration officials, including Vice President Dick 
Cheney and Secretary of Defense Donald Rumsfeld, made a number of public 
comments that lent support to those misunderstandings. Those misperceptions 
were also related to the source of news the public was attentive to.J I Bush 's public 
approval drifted downward, but spiked to about 70 with the invasion of Iraq, then 
drifted down again to about 50 percent as the war has dragged on and he began his 
second term.32 

The fact that news travels around the gl0be instantaneously heightens the 
awareness of individuals outside the United States of the country's foreign policy, 
and world public opinion judges the appropriateness of that policy. Significantly, 
mistrust of the United States, and particularly of President Bush, has grown in 
Western Europe. In a 2004 survey, most foreign respondents said that Washington, 
D.C., acts on its own without taking into account the interests of other nations.33 
World opinion regarding the trustworthiness of the United States as a leader 
declined sharply after the invasion of Iraq. 

Unfortunately, foreign policy problems have a disconcerting unpredictability 
regarding their outcome. For example, as the war in Vietnam dragged on and casu­
alties mounted, many Americans became disillusioned. They did not think the war 
was unwinnable so much as they thought it was not winnable at a price they were 
willing to bear. The long-term effect on President Lyndon Johnson's presidency 
was devastating. 

The simi larity of the Iraq War to the Vietnam experience is significant. What 
was promised to be a short war drags on, with an ongoing loss of U.S . lives and 
no victory in sight. U.S. soldiers have suffered more casualties after the declara­
tion of "mission accomplished" by President Bush than before the declaration of 
victory. 

The foreign policy process often involves only a small elite group who provide 
input based on their supposed expertise. This is in contrast to the formulation of 
most domestic policy issues, where the emphasis is on a broad democratic partici­
pation in the process. Most problems involving crisis management issues require 
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the formation of quick responses and are dealt with by experts at the top of the 
executive branch's foreign policy bureaucracy. Presumably they formulate the best 
strategy to deal with each problem. 

When a policy question involves a combination of international and domestic 
concerns (often referred to as intermestic issues), it is more likely to resemble 
domestic policy formulation. That is. it involve a wide spectrum of interest groups 
cla ming a right to be heard. For example, the involvement of interest groups in the 
congressional debate O\ er the North American Free Trade Agreement great ly 
expanded the scope of the debate and encouraged negotiations and compromises. 

The president has policy institutions to advise him on foreign and military 
issues. The Department of State is the oldest of all the cabinet departments, which 
makes the secretary of st..1.te (Thomas Jefferson being the first) the ranking cabinet 
member. Its primary objective is to carry out foreign policy to promote the long­
range security goals of the country. U.S. ambassadors, along with over 8,000 for­
eign service officers who work for the State Department, represent the Uni ted 
States at foreign embassies and international organizations around the world. 

The secretary of state is the president's primary foreign policy adviser. 
Secretaries of state have only as much policymaking authority as the president 
chooses to delegate. Presidents like Dwight Eisenhower and Ronald Reagan gave 
their secretaries of state broad discretion to make foreign policy decisions. Others, 
like John Kennedy and Jimmy Carter, took a more active role in foreign policy 
decisionmaking. 

Those who favor a more robust U.S. foreign policy complain that the State 
Department is excessively timid in promoting U.S. interests because of its determi­
nation to maintain friendly relations with foreign governments. Former secretary of 
state James Baker claims that this desire to maintain good relations can result in 
some foreign service officers losing sight of the national interest .34 

Colin Powell's prestige uniquely qualified him to rejuvenate morale at the 
State Department when he became secretary of state in the first George W. Bush 
administration. However, regarding the preemptive attack on Iraq, Powell urged 
the administration to return to the U Security Council to get its endorsement to 
use force against Saddam Hussein, as it had before launching an attack against 
Afghanistan. It was clear that it would be more difficult to convince other nations 
of the legitimacy of preeemptive war. But President Bush challenged the UN to 
authorize force against Iraq or risk becoming "irrelevant." The Security Council 
refused to draft an authorizing resolution and instead called for a new round of UN 
inspections for weapons of mass destruction in Iraq. Bush, armed with a congres­
sional resolution endorsing his authority to use military force. became impatient 
with the failure of UN weapons inspectors to find WMD. Powell was left to make 
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the case that there was clear evidence that Hussein possessed stockpiles of WMD, 
including chemical and biological weapons, and was working toward achieving 
nuclear weapons capability. Rejecting the UN 's request for more time for its 
inspectors, President Bush launched an attack in March 2003. 

Bush was clearly more attuned to foreign policy advice from the neoconserva­
tives, including Vice President Dick Cheney, Deputy Secretary of Defense Paul 
Wolfowitz, adviser Richard Perle, and Secretary of Defense Donald Rumsfeld. Not 
only was Colin Powell marginalized as the odd man out in giving foreign policy 
advice to the president, but the State Department clearly lost its role as the presi­
dent's primary foreign policy adviser as well. 

Despite intensive searches by the U.S. government throughout lraq, no banned 
weapons were found after the fall of Hussein's government. A special group sent to 
search for prohibited weapons concluded that lraq 's WMD program was destroyed 
in 1991 and that Hussein ended the country's nuclear program after the Gulf War. 
This confirmed the UN weapons inspection team's findings prior to the launching 
of the war. Nevertheless, Bush maintained the correctness of his actions despite the 
findings, saying, "He was a threat we had to confront , and America and the world 
are safer for our actions."35 

National Security Organizations 

National Security Council (NSC). The NSC was created in 1947 to help presi­
dents integrate the domestic , foreign , and military policies that affect national 
security. The NSC's statutory membership includes the president, vice president, 
secretary of state, and secretary of defense. The director of the Central Intelligence 
Agency (CIA) and the chairman of the Joint Chiefs of Staff (JCS) serve as advisory 
members. The president's assistant for national security affairs serves as the day­
to-day director of the NSC. Technically, the agency does not make decisions, since 
that is the responsibility of the president, but it does offer policy guidance and 
advice. Its statutory designation indicates that it has advisory authority only. It 
does not have any operational authority. The NSC system is flexible and responds 
to the form that each president finds most useful. 

Under President Bush, National Security Adviser Condoleezza Rice tended to 
remain in the background until thrust into the spotlight to defend Bush 's foreign 
policy decisions. White House officials and Rice resisted testifying before the 9/11 
Commission regarding her conversations with the president prior to the attack. 
They claimed that testimony concerning failure to warn the public about the terror­
ist threat prior to September 11 , 200 I , and other matters would violate the separa­
tion of powers and was beyond Congress's authority and that a national security 
adviser's conversations are privileged, as such an adviser would not give candid 



486 PUBLIC POLICY 

advice if knowing it could become public. Rice 's loyalty to the president led to her 
appointment as secretary of state, replacing Colin Powell , at the start of the second 
Buc;h term. 

Department of Defense (DOD). The secretary of defense officially presides 
over the Department of Defense and is the president 's main military adviser. The 
DOD comprises all the military services and is responsible for about 70 percent of 
the government's equipment purchases. The commanding officers of each of the 
services, together with a chairman, comprise the Joint Chiefs of Staff, who advise 
the secretary of defense as well as the president. Friction frequently develops 
between the members of the JCS as they try to strengthen the roles of their respec­
tive services in military planning. 

The Department of Defense is easily the largest and most expensive organiza­
tion in the federal government. Direct defense spending in the United States wi ll 
exceed $450 billion dollars in 2005. In addition to 2.3 million military personnel 
and almost 750,000 civilian employees, the defense industry employs millions of 
other contractors and workers to provide various goods and services to the military. 

The constitutional design of civilian control over the military is often a source 
of tension. Each military <>ervice is overseen by a civ il ian secretary, and the 
Department of Defense is overseen by a civilian, the secretary of defense, who 
answers directly to the president. In 1986 the Defense Reorganization Act (general­
ly known as the Goldwater-Nichols Act) strengthened the power of the chairman of 
the JCS, who became the primary military adviser to the secretary of defense and 
the president. Tensions can still become very public when there is a disagreement 
on policy matters between uniformed military leaders and civilian leaders. 

For example, before September l l , 200 I , the secretary of defense, Donald 
Rumsfeld, wanted to exploit changes in technology to take advantage of satellite­
guided munitions, unmanned surveillance drones, rapid deployment of troops, and 
concentrated firepower. Rumsfeld felt vindicated with the success of these tech­
niques in Operation Enduring Freedom in Afghanistan in 200 I . However, when 
General Eric Shinseki , the U.S. Army chief of staff, testified before Congress that 
"several hundred thousand troops" would be needed to provide security and stabi­
lization after the initial combat phase was over in Iraq, he was publicly criticized 
by the civi lian leadership. Military leaders also thought Rumsfeld unnecessarily 
antagonized North Atlantic Treaty Organization allies who opposed the Iraq War, 
densively referring to them as "Old Europe," and increased their disinclination to 
assist the United States later when the administration realized that their help was 
sorely needed. Finally, the military believed that Rumsfeld set in motion the sys­
tems and procedures that led to the prisoner abuses in Afghanistan, Abu Ghraib, 
and Guantanamo. The Army Times published an editorial harshly condemning both 
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Rumsfeld and JCS chairman General Richard Myers, who was selected to replace 
Shinseki because of the latter's disconcerting outspokenness in his misgivings 
about the Iraq venture. The editorial stated: "On the batt lefield, Myers' and 
Rumsfeld 's errors would be called a lack of situational awareness-a failure that 
amounts to professional negligence .... This was not just a failure of leadership at 
the local command level. This was a failure that ran straight to the top. 
Accountability here is essential even if that means relieving top leaders from duty 
in a time of war."36 Rumsfeld's views appeared to be consistent with the command­
er in chief's, however, as Bush had refused to increase the size of military forces 
operating in Iraq. To have required Rumsfeld's resignation would have implied 
mistakes in the planning and execution of the war, which President Bush was loath 
!o acknowledge. Rumsfeld was one of only a few cabinet members asked to stay 
on into the second term. 

The Intelligence Community 
"Intelligence" refers to the process of collecting, analyzing, protecting, and using 
information to further national interests. The origins of U.S. intelligence policy can 
be traced to its skillful exploitation by George Washington, which was largely 
responsible for the improbable success of his colonial army against the vastly supe­
rior forces arrayed against him. Secret intelligence agencies are something of an 
anomaly in a democratic society, which is based on openness and transparency. 
The requirements of national security provide a justification for a carefully regulat­
ed intelligence capability. 

Prior to the surprise attack on Pearl Harbor, the United States had no central­
ized agency for intelligence gathering. During World War II, President Franklin 
Roosevelt created the Office of Strategic Services (OSS) to analyze intelligence to 
aid in military planning. After World War II, the OSS was disbanded and the small 
Central Intelligence Group provided information to the government. The Central 
Intelligence Agency was created by the National Security Act of 1947 to advise 
and make recommendations to the departments of government about issues and sit­
uations related to national security. Nationa l intelligence is the term for intelli­
gence that is of value to more than one department or agency and provides the 
basis for national security policymaking.37 The CIA was supposed to centralize 
intelligence gathering and analysis in a way that had not been done prior to the 
attack on Pearl Harbor. It was to direct, collect, and analyze intelligence about for­
eign countries and disseminate it to those in the government who needed the infor­
mation for their decisionmaking. The intelligence community makes use of classi­
fied sources of information, but most information is collected from open sources 
such as news stories, public documents, and diplomatic reporting. Intelligence is 
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distinguished, however, by its sources and methods, which are not openly avail­
able. Some intelligence agencies, particularly those housed in the Department of 
Defense, make use of highly technical collection efforts with a view to providing 
analytical and technical support to consumers outside the DOD as well as senior 
defense officials, to the Joint Chiefs of Staff, to combat commanders, and to joint 
task forces worldwide. Included in this category would be the National 
Reconnaissance Office (NRO), established in 1960. The NRO is staffed by DOD 
and CIA personnel to design, build, and operate the reconnaissance satellites that 
collect intelligence information and images of Earth 's surface.JS The National 
Security Agency, created m 1952, collects, processes, and analyzes foreign intelli­
gence in order to support national policymakers and operational forces. The 
National Geospatial-Intelhgence Agency, established in 1996, provides topograph­
ic data and imagery intelltgence to DOD users and other officials responsible for 
national security. 

The basic tension between the goal of centralized authority under a director of 
central intelligence (DCI >. who is also the director of the Ct!ntral Intelligence 
Agency, and decentralized intelligence gathering has been particularly troubling. 
During the Cold War, the goal was to aggressively pursue U.S. covert action and 
coun erintelligence capabilities against communism. Army general James Doolittle 
argued that setting aside the U.S. ideal of "fair play" was justified in the struggle to 
prevent Soviet world domination.39 The intelligence community was widely criti­
cized for a succession of failures and for violating its legal authority. The missteps 
included the role of intelligence during the Bay of Pigs and in Vietnam (during the 
Bay of Pigs, U.S. intelligence underestimated the popular support for Fidel Castro, 
and during Vietnam, army intelligence underestimated the size of the Vietcong 
forces, rejecting the CIA's larger troop estimates), as well as the attempted assassi­
nation of foreign leaders and the surveillance of U.S. c itizens. Congressional 
investigations into the activities of the intelligence community did result in a 
rededication to the need for congressional oversight and involvement. Increased 
congressional oversight has for the most part been resisted by presidents, who tend 
to think of intelligence as a function of the executive branch and perceive Congress 
as "meddling." 

Nevertheless, the general trend has been toward more thorough oversight by 
congressional committees as well as by the executive branch. The DCI is the pri~ 
mary spokesman for the intelligence community to the president and the National 
Security Council. However, the DCI does not have "line" authority over any intel­
ligence agency other than the CIA. Since the DOD has many more intelligence 
agencies, its influence is aJl-inclusive. 

The failure of the intelligence community to warn the public about the terrorist 
threat prior to the attacks of September 11, 2001, and the Jack of accurate intelli-
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gence information regarding alleged WMD in Iraq, brought new demands for reor­
ganization of the intelligence community. Congress amended the National Security 
Act to establish a director of national intelligence (DNI), separate from the DCI, to 
be appointed by the president with the advice and consent of the Senate. The legis­
lation, signed in December 2004, makes the DNI responsible for determining the 
annual budgets for all national intelligence agencies and to direct how those funds 
are spent. Otherwise, the new law will preserve the existing chain of command. 
The DNI does have greater authority over intelligence agencies in the DOD than 
did the DCI; however, there will be a continued requirement for close coordination 
between the DNI and the DOD. 

Politicized Intelligence 
The purpose of intelligence policy is to provide decisionmakers with the most 
accurate and up-to-date information available. But decisionmakers are responsible 
for creating and making policy decisions, and are free to make decisions that run 
counter to the analysis provided. Decisionrnakers are often tempted to leak intelli­
gence analysis that is supportive of their own policy agenda, to undermine political 
opposition, but are quick to cry foul if the political opposition leaks information 
that undermines their own goals. 

The issue of politicization often arises from concerns that intelligence officers 
may slant their intell igence, which is supposed to be unbiased, to support the out­
come preferred by decisionrnakers. In this case the analyst produces intelligence 
different from what their objective analysis wou ld support. Analysts may have sev­
eral motives for slanting their intelligence to coincide with the decisionmaker 's 
known preferences, such as avoiding the displeasure of having their analysis reject­
ed and enhancing their career chances. As well, lack of professional distance from 
the decisionmaker and loss of objectivity may result in bias. DCI George Tenet was 
strongly cri tic ized for having indicated to President Bush that the likelihood of 
Saddam Hussein possessing nuclear weapons was a "slam dunk. " His support was 
widely quoted by the administration as a justification for the use of aggressive mil­
itary force against Iraq. In fact, most analysts were very doubtful that Iraq had 
WMD. Subsequent congressional testimony by Richard Clarke and others revealed 
many CIA failures to properly vet intelligence information both prior to and after 
September 11 , 2001. Although Tenet resigned from the CIA under pressure from 
critics who blamed him for providing President Bush with inaccurate statements 
about Iraq in his 2004 State of the Union address, he was subsequently awarded the 
Presidential Medal of Freedom, the highest c ivilian governmental award. The 
choice of Porter Goss to replace Tenet as director of central intelligence was criti­
cized because of Goss's reputation for aggressive political partisanship. Several 
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high-level resignations at the CIA in the weeks after Goss was confirmed height­
ened concern over the ClA's abi lity to provide good intelligence. 

From the perspective of intelligence policy, objectivity is a core goal. Having 
altered and politicized intelligence may be worse than not having intelligence at 
all, because it provides fabrications, distortions, and propaganda rather than the 
"truth." 

The most controversial aspect of intelligence often concerns covert action, 
which involves· secret operations designed to influence events in other countries 
while the sponsoring government's involvement is concealed. Covert action may 
include propaganda and political, economic, and paramilitary operations. Many 
scholars argue that covert action is not intelligence per se. However, it is a function 
that most governments assign to their intelligence branches, because their ability to 
collect clandestine information makes them well suited for many forms of covert 
action. 

The U.S. Self-Image: Myth and Reality 
The founding of the United States was rather unique in that the country was the 
first "new nation" drawing its population from various parts of the world. Its gov­
ernment was established on political principles rather than any ethnic identity. The 
United States has tradit onally perceived itself as the world's first modem democ­
racy to espouse the principles of egalitarianism. European concepts of nobility and 
heredity had no place in the new nation. Americans believed that individual free­
dom and social justice would lead immigrants to improve their stations in life. The 
lack of hereditary statu~ or rank placed an individual 's responsibility for their sta­
tion in life squarely upon their shoulders. Status and prestige would be measured 
by merit rather than an inherited social position. In the Old World, status, money, 
and prestige were the consequence of one's inherited position, not of intelligence 
or merit. Thomas Paine pointed out in Common Sense that the natural result of 
such a system was that ignorance and stupidity prevailed in affairs of state in 
Europe. 

Americans have a collective self-concept that embraces what Richard Hughes 
refers to as the '·myths America lives by. "40 These myths are the ways that 
Americans learn to view the world. A myth is not a story that is patently untrue; 
rather it is a story that speaks of purposes and meaning. National myths are the 
means by which citizens affirm the meaning of their country. Hopefully, U.S. 
national myths provide us with the ideals we try to uphold as a nation. Caution 
warns us not to naively confuse the ideal of the myth with the reality actually 
achieved by the nation. 

The fi rst myth is the myth of the chosen people, the notion that God chose 
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the American people for a special role in world history, which arose in the notion 
of being "chosen" for the good of one's fellow man. From the earliest days of the 
Republic, Americans have believed that they have a special destiny to become a 
beacon of hope to the rest of the world. A system based on freedom, opportunity, 
social justice, and faith in the goodness and rationality of all human beings was 
thought to be obviously morally superior to European concepts based on hierar­
chy, exploitation, and war. John Quincy Adams depicted it most vividly: 
"Wherever the standard of freedom and independence has been on shall be 
unfurled, there will be America's heart, her benedictions and her prayers. But she 
goes not abroad in search of monsters to destroy. She is the well-wisher to the 
freedom and independence of all. She is the champion and vindicator only of her 
own."41 

Americans have believed it their obligation to encourage the spread of freedom 
and social justice throughout the world. In theory, as John Quincy Adams suggests, 
this propagation of freedom and justice was to come through modeling behavior 
for others to emulate. The United States was never to impose its democracy on oth­
ers. More recently, the neoconservative "idealism" in the Bush administration 
holds that the United States should be forceful in establishing democracy in the 
Middle East. And President Bush has called on the Middle East to join "the global 
democratic revolution" and has vowed to build a democracy in Iraq.42 

A closely related myth is the myth of the millennial nation ... !, which also 
emerged early on in U.S. history. Struck with the wonders of freedom, many 
believed that the United States would usher in freedom for all the peoples ofthe 
earth. An additional consequence of being a new nation with an emphasis on indi­
vidualism was that there was not a set pattern or traditional way of doing things. 
Americans quickly established a penchant for inventiveness and creativeness in 
solving problems. Tr.;s utilitarian approach led to the conclusion that whatever 
works is good. Americans were admired for their "Yankee ingenuity" and their 
ability to get things done, not for "Yankee wisdom." Individual freedom is closely 
related to political freedom. That is, individuals and nations should be free to 
choose what works best for them without outside interference. 

A third myth prevalent throughout U.S. history is the myth of the Christian 
nation. At its best it encourages Americans to embrace policies in keeping with the 
teachings of Jesus. In particular it suggests a dedication to the issues of social jus­
tice, to helping the poor and the less fortunate both at home and abroad. 

Richard Hughes notes that these myths may result in an unwarranted sense of 
moral superiority. In the extreme, the ideal of the myth may be confused with a 
reality that does not actually exist. In believing that the nation has achieved its 
ideals and is therefore superior to the reality one sees beyond U.S. shores, there is a 
temptation to support those goals abroad, even by coercion. 
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For example, the myth of the chosen people can be distorted to suggest not that 
Americans should benefit their fellow man, but that Americans have been chosen 
for special privileges and blessings in the world. The perversion of the myth may 
be seized upon, not to extend compassion to the poor, but as a badge of cultural 
superiority.43 This notion was ultimately fused with the myth of the Christian 
nation and evolved into a belief that God had chosen the United States for special 
privilege precisely because it was thought to be a Christian nation. And the empha­
sis on individual freedom and pragmatism can become an emphasis on conformity. 
There is an expectation that other nations would want to adopt our system if they 
were free to do so. Thi~ myth has also been twisted into a willingness to force oth­
ers to be free. Hughes notes that capitalism in the United States was a doctrine 
grounded in the absolute forms of these earlier national myths. Capitalism can pro­
mote hard work and individual effort and holds the potential for good, but its 
excesses can nurture greed and exploitation of the economically deprived. This 
was certainly the case rn the late nineteenth century, when self-interest and greed 
were promoted as being inherently Christian and as another attribute of the United 
States as the chosen nation. The distorted forms of these myths actually work to 
undermine the promise of the United States.44 

A case in point is the conflicting views regarding aid to poor nations. 
Americans are frequently surprised at what they feel is unjustified criticism of U.S. 
policy by foreign nationals. The UN's 2003 summit on global poverty in Mexico 
produced the "Monterrey Consensus," which urged rich nations to contribute 0.7 
percent of their national income to development aid for poor nations. That would 
amount to a little over 70¢ a day per American. President Bush endorsed the 
Monterrey Consensus, noting that "opportunity is a fundamental right to human 
dignity" and that providing hope to the poor aids the struggle against terrorism.45 

However, the United States is currently providing the smallest amount of develop­
ment aid from the world's twenty-two wealthiest nations. By contrast, many other 
wealthy nations give a far greater share. The United States provides about 15¢ a 
day per person, while Norway, the most generous nation, gives about 92¢ a day per 
person (see Table 13.1) 

President Bush has indicated that the recipients of aid should be "accountable" 
for the money they receive. To be eligible for U.S. aid, the recipient country should 
establish a democratic government with a market economy, whi le government 
intervention in the economy should be minimized and barriers to free trade should 
be removed. As a result of the need to rebuild Iraq after the U.S. military interven­
tion, that country became the major aid recipient since 2003. Although the admin­
istration increased foreign aid spending in 2004 to $21 billion, the share of U.S. 
economic output devoted to foreign aid was still the lowest of all industrialized 
countries.46 While the United States was the world 's biggest spender in absolute 
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Table 13.1 Development Assistance, 2004 

Governmental Total Nongovernmental 
Assistance Governmental Assistance 

in¢ per $100 Assistance in ¢ per $100 
of National Income in Millions of U.S.$ of National Income 

Norway 92 2,042 II 
Denmark 84 1,748 (NA) 
Luxembourg 81 194 2 
Netherlands 80 3,981 6 
Sweden 79 2,400 I 
Belgium 60 1,853 4 
France 41 7,253 (NA) 
Ireland 39 504 16 
Switzerland 39 1,299 8 
Finland 35 558 1 
United Kingdom 34 6,282 2 
Germany 28 6,784 4 
Australia 25 1,219 7 
Canada 24 2,031 5 
New Zealand 23 165 3 
Spain 23 1,961 (NA) 
Portugal 22 320 < 1 
Greece 21 362 < 1 
Austria 20 505 3 
Japan 20 8,880 1 
Italy 17 2,433 < l 
United States 15 16,254 6 

----
Source: \Va.fhington Post. January 15, 2005. p. AIS. 
Note: (NA) indicates data not available. 

tenns, it was also the most miserly when the degree of national sacrifice was taken 
into account. The government defends itself by noting that the United States 
spends more than any other country in absolute tenns and that the United States 
helps other economies by being the world 's largest importer of goods and services. 

International Trade 
International trade has become a significant part of the U.S. economy only in the 
past fifty years. Sales of domestically produced goods and services abroad, or 
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exports, now amount to I 0 percent of what the U.S. economy produces. Purchases 
of goods and services produced abroad, or imports, have increased dramaticaJly in 
the past twenty years. Imports have exceeded exports consistently since 1975. 

Whenever nations engage in international trade. there are potential problems. 
International trade differs from domestic trade in that a foreign entrepreneur's right 
to sell in another country's domestic market can be limited by tariffs, or taxes, on 
imports. Tariffs result in higher prices for consumers. Other regulatory restrictions 
on imports, called nontariff barriers (NTBs), such as requirements that a percent­
age of the products must be assembled within the host states, imposed quotas, and 
environmental or food and drug restrictions, also limit trade. Governments impose 
NTBs because they are freq uently more responsive to business interests, or to the 
interests of organized labor, than to consumer interests. 

One reason policymakers today must be concerned with international trade 
issues is because of the current U.S. trade balance. the gap between the value of 
exports and imports. When the value of exports exceeds the value of imports, a 
country runs a trade surplus. Conversely, when the value of imports exceeds that 
of exports, a country runs a trade deficit. From the end of World War II until the 
early 1980s, the United States consistently exported more than it imported. Then in 
the early 1980s, persistent and massive trade deficits emerged. The United States 
ran a record trade defic t of over $600 billion in 2004.47 

Why Worry About Trade Deficits? 
Running a trade defictt has similarities to running a budget deficit. It allows a 
nation to consume (import) more than it produces (exports) by spending past sav­
ings, or by borrowing. When the United States runs a trade deficit, it must make up 
the difference by selling assets like real estate, stocks, bonds, and even whole cor­
porations. From World War I until the 1980s, the United States was the major cred­
itor nation. It ran large trade surpluses with other countries, lending large sums 
abroad and acquiring large amounts of foreign assets in the process. Net U.S. for­
eign investment reached a peak of $ 141 billion at the end of 198 1. Then in just four 
years, the total accumulated investments of over sixty years were undone. By the 
end of 1985, foreign assets in the United States exceeded U.S.-held assets by $1 12 
billion.48 Since then, he United States has become the world 's biggest debtor 
nation, and instead of receiving interest income, it must pay out interest every year 
while getting nothing in return. 

An important factor in determ ining whether a country runs a trade deficit or 
surplus is its ability to produce goods more cheaply than can other countries. 
Through the 1950s and 1960s, U.S. workers were highly competitive even though 
their wages were higher than those of thei r foreign counterparts. U.S. productivity 
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was great and U.S. goods were of higher quality and lower price and thus were 
more desirable than foreign goods. That began to change in the late 1970s as Japan 
and the developing countries invested heavily in their industrial bases. With so 
much at stake, foreign governments were not about to allow naturaJ market forces 
to determine outcomes. Governments intervened to subsidize much of the research 
and development necessary for business growth and manufacturing. ln the process, 
they proved that governmental intervention can strengthen national markets. 
Foreign manufacturers with new and modern industrial facilities and lower 
wages-in the steel industry, for example-began with increasing frequency to 
compete effectively with U.S. manufacturers. 

Other trade pressures magnify a trade deficit. When a trade defici t occurs, 
imports rise and exports fall. A fall in exports means that domestic production falls, 
which means that domestic workers have less income; consequently, demand for 
goods falls and unemployment rises. Higher unemployment means that workers 
spend less and incomes fall even further. Conversely, in a nation that exports more 
than it imports, like Japan, as production rises citizens have more income to spend 
on consumer goods or investments, resulting in high employment levels so that 
ultimately the country 's incomes rise even further. The effect of exports on income 
creates export-led economic growth. That is, a trade surplus stimulates higher 
incomes. 

Protectionism 
Free trade has its critics, who argue that trade restrictions would directly reduce the 
deficit. They claim that free trade is unfair because of the resultant low foreign 
wages and government subsidies. However, if U.S. producers benefited from tar­
iffs, consumers would lose. Consumer prices would rise with tariffs, while the 
quality of domestic products would fall , reducing the standard of living. Trade 
restrictions also invite retaliation . If one country erects trade barrier , other coun­
tries respond with restrictions of their own. 

The economic arguments in favor of free trade are forceful, but are challenged 
by those who argue that it may be in the public interest to restrict or suspend free 
trade. There are several arguments advanced in favor of trade restrictions.49 First is 
the argument for national defense, which contends that it would be foolhardy to 
rely on imports for items necessary to the nation's security. Combat ships and air­
craft, along with munitions, are critical to national defense. It would be too risky to 
leave weapon production to commercial trading partners. Although the argument 
undoubtedly may have some legitimacy, it is often misapplied. The national 
defense argument has been stretched to include agriculture, fi shing, and other tan­
gentially related industries. 
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After September 11, 2001, the Bush administration drew a line in the sand, 
declaring to the world that "you're either with us, or you 're with the terrorists" and 
heaping scorn on those unwilling to use force as part of "old Europe." The admin­
istration made clear its intention to use force against Iraq even if the UN Security 
Council opposed it, warned that the UN would become irrelevant if it did not 
accede to the U.S. demand to authorize force, and proclaimed a doctrine of preven­
tive war to replace the policy of containment and deterrence that had discouraged 
the use of force since 1945. 

The principles that had been the mainstay for U.S. policy after World War 11-
support for the progressive development of international law, multilateral demo­
cratic decisionmaking processes, and opposition to the use of force outside of the 
UN framework-were swept away. Without another superpower to rein it in, the 
United States suddenly appeared much more threatening to much of the world. 
Much of the criticism has centered on the neoconservatives, st ill held in high 
esteem in some circles. The neoconservatives in tum defend themselves by point­
ing to precedents in earlier administrations where arbitrary or illegal conduct 
occurred. However, earlier lapses in U.S. policy were treated as just that- lapses­
or as unique situations, and were not trumpeted as fundamental changes in policy. 

Questions for Discussion 

1. How does the neoconservative foreign policy of the cunent administration 
blend realism and idealism? 

2. What particular features of terrorism threaten conventional policy strate-
gies? 

3. What role does international law play in the twenty-first century? 
4. What are the implications of U.S. and European soft power? 
5. Why have intelligence failures occurred? 
6. What can be done to reduce U.S. dependence on imports'.' 

Useful Websites 
Center for the Study of Islam and Democracy, http://www.islam-democracy.org. 
Center for Foreign Policy Studies, http://www.dal.ca/-centre. 
Foreign Policy Research Institute, http://www.fpri.org. 
Institute for Foreign Policy Analysis, http://www.ifpa.org. 
International Studies Association, http://www.isanet.org. 
National Center for Policy Analysis, http://www.ncpa.org. 
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About the Book 

This accessible yet challenging introduction to public policy navigates the con­
cepts and methods of the policymaking process, as well as the values influencing 
policy choices. 

The authors first cover the basics: How do issues reach the policy agenda? 
How are policies crafted and implemented? Who pays and who benefits? How is 
the effectiveness of a policy determined? They then apply this foundat ion to a 
range of contemporary policy areas: the economy, welfare, education, crime, health 
care, housing, the environment, fo reign policy, domestic security, and more. 
Throughout, they emphasize the essential relationshi p between indi vidual self­
interest and national well-being. Notably, the text: 

• Explains complicated ideas clearly- but without oversimplifying. 
• Uses "everyday" examples to illustrate challenging concepts. 
• Stresses the importance of values in economic cost-benefit analyses. 
• Considers liberal and conservative positions in a balanced way. 
• Compares U.S. approaches with those of other countries. 
• Challenges students to rethink their assumptions about "the public good." 

Engaging with controversial issues that bring the subject alive, this up-to-date 
new edition of Public Policy provides the ideal tour of the field-offering the per­
fect combination of theory and application. 

Charles L. Cochran is professor of political science and past chairperson of the 
department at the U.S. Naval Academy. He is also an adjunct faculty member of 
The Johns Hopkins University graduate school. His main fields of teaching include 
public policy, political economy, and macroeconomics. He has authored numerous 
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articles, contributed several chapters to books, and edited and coauthored a book 
on civil-military relations. He has served as a consultant to the Departments of 
Energy, Commerce, and Transportation, and has worked at the Defense 
Intelligence Agency. Eloise F. Malone is professor of political science at the U.S. 
Naval Academy. She previously worked at the U.S. Department of State where she 
analyzed public opinion. Her primary fields of teaching and research include politi­
cal philosophy, quantitative methods and policy analysis, and the use of computer 
applications in political science. She is author or coauthor of numerous articles 
ranging from public opinion analysis to ethics, and psychological preferences. 
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