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$9,000,000,000,000?

N

ine trillion dollars. That's a dollar sign
and a nine followed by 12 zeros—
our new national debt ceiling. With
domestic mishaps and overseas military
costs pushing on the existing $8.2 trillion
cap, Congress stepped up and extended
Uncle Sam's credit limit by $781 billion.

spending has resulted in $8.4 trillion of money
that we owe to finance Social Security; the
Iraq war and Katrina clean-up; pet highway
and construction projects for the nation's
legislators; and merely paying interest on all
this borrowing—about $352 billion in fiscal
year 2005.

How much is $9 trillion? The world's richest
man is reportedly worth a modest $51
billion; Japan, the world's second largest
economy, has a $3.9 trillion annual GDP;
and Alpha Centauri—the nearest star to earth
(beyond the sun)—is 4.3 light years or 25.3
trillion miles away. Americans should be
thankful for small favors. With its own $12.4
trillion GDP, the United States has borrowed
75% against its annual income. Other than
the Treasury Department, how many banks
would like that loan?

Where does it all end? Pork barrel spending,
although infuriating to voters on a variety of
levels, amounted to about $27 billion last year.
That's less than one percent of the total budget,
and hardly a reason for concern, say many
legislators.

Why the big numbers? Where the money
goes is relatively straightforward. The
president's $2.77 trillion budget is metered
out among mandatory spending programs
like Social Security ($581 billion) and
Medicare ($387 billion), and discretionary
spending including military and domestic
security ($537 billion).
The real issue lies in the national debt, money
that the government has spent beyond
what it has earned. Year after year of deficit

But that $27 billion figure speaks volumes about
our representative democracy. The annual
number of pork projects has increased nearly
30 fold since 1991. (See graph on page 5.)
It reflects a system without any particular goals
or policies other than keeping everyone's
constituency—electoral district, corporate
benefactors or government department—
happy. And happy constituents mean re-election
for those whose careers depend upon it.
Our willingness to plunge $9 trillion into debt
without seriously considering the current
system this spending supports is worth a
sobering second thought: "What kind of
democracy have we created, and what are we
doing as citizens and leaders to assure its
future?"
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QUOTES

THIS MONTH IN POLICY HISTORY

SOMETHING TO SAY...

APRIL 3, 1948: PRESIDENT TRUMAN SIGNS MARSHALL PLAN

’m sick of people
attacking Democrats as being out
of touch, saying we
lose elections because
we're all a bunch of
snobby intellectuals
who can't speak the
common man's language. I mean, what kind of a supercilious
argument is that?" — Senator Barak Obama
enlightening the crowd at this year's Gridiron
Dinner in Washington.

ith Europe still in shambles following WWII and the specter of an aggressive Soviet Union
worrying U.S. policy makers, President Harry S. Truman signed the Foreign Assistance Act
and ushered in a new era of European/American relations. The program flooded Europe with
more than $13 billion in aid between 1948 and 1951. It helped the American economy as well,
with aid dollars flowing back into U.S. coffers as exports to Europe boomed.

I

W

APRIL 30, 1803: THE
LOUISIANA PURCHASE

T

he 828,000 square miles purchased from France
was one of President Thomas Jefferson's more
remarkable feats. Coming at a cost of $15 million, the
territory would later be carved into no less than 13 states.

SOARING PORK

W

NUMBER OF PORK PROJECTS PER YEAR, 1991-2005

e simply want to
participate. We
all have roles. We have
oversight. When you
can't answer your
constituents when they
have legitimate questions . . . we can't
simply do it on trust."
Congressman Mark Foley (R-FL) attacking
the failed Dubai Ports deal.

Source: Citizens Against Government Waste
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THE TEAM
YOU KNOW
"One person's crony is another person's
trusted advisor."
by Victoria Colette Reynolds
Making it to the top of the political mountain in
America takes more than a splash of charisma and
a bag of ideas. More and more, you need the right
connections to succeed in the political jungle. And
with presidential appointees like Michael Brown
and Alberto Gonzales grabbing the wrong kind of
headlines, people on both sides of the aisle are
growing uneasy.
Scorned for passing over highly qualified career
civil servants in favor of considerably less-qualified
colleagues, the Bush administration has opened
itself up for continued criticism whenever one of
its network blunders. Is it the practice or the
people? Decades of history suggest that this
manner of staffing diplomatic and government
agency posts has long shaped presidential politics,
notwithstanding the considerations of our social
contract and electoral accountability.
"One person's crony is another person's trusted
advisor," says former congressman Jim Rogan

Credit: AP Photo/Ron Edmonds
President Bush was unable to place long-time confidant Harriet Miers on the Supreme Court.

(R-CA). "That's always been an important
component of anybody in leadership, and as long
as the appointees aren't just a bunch of buddies,
flunkies and boot-lickin' sycophants, then it can
sometimes work very well."
Over time, controversial presidential appointments
have engendered both positive and negative
consequences. Look what happened when Bill
Clinton brought in childhood friends Thomas
"Mack" McLarty as chief of staff and Bruce Lindsey

as deputy counsel, or when Reagan chose Edwin
Meese and William French Smith as attorneys
generals. For Jimmy Carter, it was Bert Lance, and
for LBJ, Abe Fortas. JFK relied upon brother Bobby.
Further back, Woodrow Wilson had Colonel House.
Andrew Jackson was infamous for his Kitchen
Cabinet, as was Warren G. Harding for the Ohio
Gang. FDR appointed numerous colleagues to help
deliver his New Deal. Cronyism, it seems, is just
business as usual.
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Jobs for the boys
In the beginning, today's practice of cronyism was
referred to as "patronage." Then and now, myriad
factors motivated such appointments. Overall, says
Rogan, "the purest act of patronage is repaying
someone for helping you get elected."
Even Honest Abe Lincoln gave jobs to the boys who
helped him win the presidency. But Lincoln also
appointed his former opponents to the highest
positions in his cabinet, enabling him to keep his
enemies close while marshalling their competencies
to help preserve the Union and win the war.
Nonetheless, reciprocity and cronyism are
inherently linked, and cronyism itself is an endemic
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problem to democracy, says John DiJoseph,
adjunct professor of history at Loyola College in
Maryland, and author of Jacques Maritain and
the Moral Foundation of Democracy.

Other consequences range "from bad policy to just
plain operational incompetence—as in the case
of Michael Brown," says former congressman Steve
Kuykendall (R-CA).

Describing cronyism as "favoritism provided to
fellow faction members by government officials,"
DiJoseph notes that in The Federalist No. 10, James
Madison defined "factions" as political parties that
destroy good government. Madison took his cue
from George Washington, who foresaw factions as
harmful to the common good, and labored to
thwart the sprout of political parties.

"These are reasons why you have to separate
cronyism from positions in which the appointee
needs a high level of operational expertise," says
Kuykendall, who served on committees including
Transportation and Infrastructure, Science, and
Armed Services. "That's not to say you can't get
that with a political appointee, but you really need
to scrutinize what the job entails."

"As long as the appointees aren't just
a bunch of buddies, flunkies and bootlickin' sycophants, then it can
sometimes work very well."

One protection against rampant cronyism would
be to limit the number of people allowed to be
politically appointed, Rogan says. Best practices
might also mirror the organizational structures of
such agencies as the DOD, the Commerce
Department, and the Treasury, where top positions
are filled by civil service, military and others with
the requisite expertise. Few of those jobs are
appointed, Rogan says, and the organizational
chart itself ensures smooth operations.

"All governments—federal, state and local—are
infected by factions," DiJoseph says. "Obviously, if
you are a member of a faction, you want to put
other like-minded members in leadership positions
to move your agenda forward."
Indeed, whether you're talking to the hardest on
the right or the farthest to the left, says Rogan,
"Both will say the same thing: 'I need to make more
political appointments because I've got a bunch of
damn Democrats—or Republicans—running this
show!'"
Layered protections

Edward M. “Colonel” House (left) exerted enormous personal
influence over President Woodrow Wilson (right).

9

When under-qualified allies are appointed to
positions better filled by experienced career civil
servants, "it results in inefficient government and
wasteful government expenditures," says DiJoseph.

"For example, the secretary may be the mouthpiece
and the undersecretary may provide overall
guidance, but the principal deputy two levels down
is the one with the technical competence, the one
who really knows how to run the department," says
Rogan, who formerly served as Under Secretary
of Commerce for Intellectual Property, and Director
of the U.S. Patent and Trademark Office.
Not only in America
Nevertheless, cronyism seems widespread at all
levels of government, everywhere in the world.
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DiJoseph warns that unless Americans step up to
stop the cycle in this country, "it's only going to get
worse, because cronyism breeds corruption."
He points to France as an example. For decades,
cronyism, bribery and corruption have blighted
French politics. Part of the problem is that French
citizens don't view corruption as a cardinal sin.
Similarly, the lax attitude of American voters
perpetuates the problem of cronyism in our
governments.
"American voters do not demand accountability
from their leaders," DiJoseph says. "A great majority
are apathetic, believing that when candidates run
for office, they make promises they're not going to
keep, and once elected, they and their friends do
whatever they want."
However, Americans can change their government,
he says. For starters, they can break all ties to
factions.

2

3

4

5

,
If there s a(n)

6

7

ADJECTIVE

should try to call

PHONE NUMBER

our out-of-town contact in
up
to

NAME OF RELATIVE

ADJECTIVE

drive to

10 11 12 13 14 15 16 17 18 19 20

terrorist attack, everyone in the family
to get in touch with
. Then
.

A PLACE

,
s house and

emergency kit. We all
the

9

CITY, STATE

at

CHILD’S NAME

8

VERB

at home or

ADULT IN FAMILY

grabs the

ADULT IN FAMILY

NEIGHBORHOOD LOCATION

picks
walks

ANOTHER CHILD’S NAME

there.

VERB

who is

PROPER NAME

and listen to

news for official instructions. Finally, we decide if we should

DISTANT LOCATION

or stay in our

ROOM IN YOUR HOUSE

.

"It would seem that voters are starting to do that,
based on polls that reveal bitter dissatisfaction with
both parties, and statistics that show many more
voters registering independent," DiJoseph says.
Meanwhile, Americans don't have to be intimidated
by cronyism, says Rogan, "because we have the
protection of free speech, and free press." Anyone
can voice discontent and incite action just by calling
a reporter, he says. The problem is, not enough
people do.

Everyone should have a plan.
Take the first step. Talk to your family about what you would do in case of a terrorist attack or
other emergency. There’s no reason not to. To find out other things you can do to be prepared,

About Victoria C. Reynolds
Victoria Reynolds is a freelance writer living in
Washington D.C.

visit www.ready.gov.
__________

8

POLICY TODAY

<<

Previous Page

Cover

Contents

Full Screen

Search Issue

Print

Next Page >>

I M M I G R A T I O N

R E F O R M

1

2

3

4

5

6

7

8

9

10 11 12 13 14 15 16 17 18 19 20

BORDERING ON STALEMATE
The immigration debate is reaching fever pitch,
but is the political discussion touching the most
important issues?
by Raheem F. Hosseini
When it comes to immigration policy, everyone has
an opinion. Consensus—especially among
lawmakers—is a much taller order. At any given
time, the discussion may shift to increasing border
patrols, guest worker programs, homeland security
concerns, the drain on taxpayer-funded social
services and dwindling American jobs. But the
basic facts are incontrovertible: Mexico, India, and
China have populations that their economies
cannot support and the United States has jobs
that its people don't want or are increasingly illprepared to handle. Today, those jobs range from
harvesting grapes, to sweeping the shop floor, to
developing high-end software.
The concept is very simple: We've built it—the
world's most dynamic, productive economy—and
immigrants are going to come, whether legally or
illegally. The real policy issues are broad-based,
however. How do we integrate these new arrivals
into a society dedicated to preserving fundamental
equality among its inhabitants while protecting the
individual liberties and rights of the citizenry? This
fundamental debate has never taken place. That
there is no real policy in place, then, should come
as no great surprise.

"It seems to me
that our federal government has a head-inthe-sand attitude about
immigration policy," says
CA State Senator Denise
Moreno Ducheny, (DSan Diego), chair of the
California-Mexico
Cooperation select
committee in the senate.
"The current federal
policy just doesn't
recognize reality."

Especially in states with large agriculture sectors, immigrants are an enormous part of
the economy.

By that, the senator means that current federal
policy doesn't reflect the numbers of illegal
immigrants that are already here (estimated at 11
to 12 million), where they're coming from (half of
them from Mexico), and why they're coming (jobs,
jobs, jobs). While the number of immigrants
streaming in from countries in the Middle East,
Asia, Africa and Europe continues to have an
impact, California's migrant population remains
overwhelmingly Mexican.
That has resulted in some tenuous political
balancing acts. A recent congressional proposal
from Senator Bill Frist, (R-TN), included a 2,000mile wall with fences and high-tech sensors along
every inch of the United States-Mexico border.

That's right, an actual wall. Meanwhile, the Senate
Judiciary Committee recently finished a contentious debate on a tough immigration reform bill
sponsored by Rep. James Sensenbrenner, (R-WI),
which would make the presence of illegal
immigrants in the United States a felony rather
than a misdemeanor. The bill was already approved
by the House in December, and has clashed with
a guest worker program bill favored by senators
John McCain, (R-AZ), and Edward Kennedy, (DMA).
Despite lawmakers' various efforts to reform the
status quo, the people aren't happy. More than
500,000 people took to the streets in Los Angeles
last month to protest the proposed reforms, while
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a "compassionate" philosophy regarding
immigration, says chief of staff Wade Teasdale.
Morrow favors targeted guest worker programs
where incoming workers are matched up to
specific needs, Teasdale says, but the conservative
senator also wants restrictions over such a program
and says illegal immigrants should not have access
to amnesty. "We should just not generally reward
illegal behavior," says Teasdale.

CA State Senator Denise Moreno Ducheny

the Minuteman Civil Defense Corps generated
headlines late last year for its do-it-yourself
approach to immigration reform. The latter is
planning a return engagement to the Arizona
border in early April.
"If the Senate does not pass a border security bill
soon, you are going to see our numbers double
probably by the end of the summer," Minuteman
President Chris Simcox told the Associated Press.
"People are frustrated. I think this political process
of coming to the border and setting up a lawn
chair and saying, 'We have the will to do it,' sends
a strong message to Washington, D.C."
The Minuteman Corps is having an effect, even
informing the April 11 congressional race for
disgraced California Rep. Randy "Duke"
Cunningham's empty seat. One of the candidates,
State Senator Bill Morrow, (R-Carlsbad), is
endorsed by the Minuteman Corps, but preaches

For her part, Ducheny says special labor
relationships with Canada and Mexico should
extend to its border-crossing citizens. "For
many of us representing a large immigrant
community…we think the federal policy ought to
be more realistic." That's not to say the border patrol
shouldn't be beefed up, she adds, just that walling
ourselves in like pre-industrial China isn't the best
idea. Rather, more energy needs to be expended
on economic development and checkpoint reforms
to lessen the bureaucratic headaches faced by
those trying to cross over honestly.
The Mexican government agrees, at least if recent
full-page ads in The New York Times, Washington
Post and other newspapers are any indication. The
public relations blitz is intended to portray Mexico
as an important international partner that wants
to help the United States address its immigration
concerns.
While the ads urge the United States to come up
with a workable guest worker plan, they also
articulate Mexico's responsibilities to better enforce
it migration laws, crack down on people trafficking,
secure its southern border and solicit the return of

CA State Senator Gilbert Cedillo

departed citizens. "There's no reason in the world
that we should have porous borders and porous
ports when you're fighting a global war on terror,"
says Teasdale. "The people of Mexico are not our
enemies, but there are people from other countries
that may be our enemies."
In a post-9/11 climate, "homeland security" has
become the rallying cry for those advocating
tougher immigration reform policies. But it's not
just conservatives building their arguments on the
back of national security. State Senator Gilbert
Cedillo, (D-Los Angeles), has cited homeland
security as a prime reason for adopting the
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California Real ID Act, which would allow citizens
and non citizens, both legal and undocumented,
to obtain a driver's license.
"Like it or not, undocumented workers are central
to the United States' economy and California's
future," says Cedillo, chair of the Immigration and
the Economy Select Committee. "They have
tremendous economic impact and are the
workforce and foundation of much of our state's
economy."
Morrow agrees, says Teasdale. "They [immigrants]
have contributed so much here," he says. "It
complicates the politics." But the widespread
notion that the American consumer benefits from
the exploitation of undocumented workers is
something of a myth, he adds.
Ninety percent of U.S. crop workers are foreign
born, he says, with 1.5 million in California alone.
Approximately 50% of those workers are in the
country illegally, with wages paid either under the
table or using fraudulent Social Security numbers
and identification cards. Replacing these workers
with a legal workforce, even if it means increasing
wages by 50%, wouldn't run anyone out of
business, Morrow contends.
"They [Americans] will do the jobs," says Teasdale.
"They just won't do them for the wages."
The cost vs. benefit numbers on immigration differ
depending on whom you talk to. Morrow argues
that the cost placed on infrastructure and social
benefits outweigh whatever savings consumers are
finding in the checkout aisle. Cedillo counters that
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undocumented workers in the United
States account for $800 billion in
consumer activity and contribute $6.4
billion annually into Social Security.
"Immigrants should be fully integrated, not just as a foundation of our
economy, but as part of our social and
moral fabric," he says, citing the need
for a state Office of Immigration Affairs
similar to the one established in Los
Angeles.
"It's a very complex problem and a lot
of people are not honest about it
because of a lot of different agendas,"
says Teasdale. "The federal government has really not addressed this.
That's just a fact." At least California
legislators have that to agree on. But
there may be something else. Ducheny
stresses that more energy needs to be
expended on economic development
in countries like Mexico.

Chris Simcox, president of the Minuteman Civil Defense Corps

"If you build the economy on both sides of the
border, people will have less reason to cross over
illegally," she says. "The best option is to encourage
a nation like Mexico to reform itself politically and
economically," seconds Teasdale. With its
population numbers and natural resources, he
says, Mexico "has the economic potential to
become a major player on the world stage."
The question may then become whether the
United States wants Mexico to follow in the footsteps
of China and India. That discussion is at least three

decades away, says Teasdale. Right now it's about
Minutemen, guest worker programs, driver's
licenses, yielding port security to foreign operators
and whether a certain Austrian-born governor
should be able to run for president someday.
Taking a principled approach to what is an
undoubtedly complex issue, however, would
represent an important first step.
About Raheem F. Hosseini
Raheem F. Hosseini is a reporter and columnist
living in Folsom, California.
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STATISTICALLY SPEAKING

Source: U.S. Department of Homeland Security

IMMIGRATION TO THE UNITED STATES: 1901-2004
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"IT HAS TO BE REALISTIC,
BUT IT ALSO HAS TO BE
HUMANE."
PT talks to Susan Davis, U.S. Congresswoman from San Diego, California, about the
topic on everyone's mind these days:
immigration policy reform.
PT: What can you tell us about the overall tenor of
the discussion in Congress right now when it comes
to immigration policy?
Davis: First off, we're concerned with securing our
borders. Every country has the sovereign right to
do that, and I think it's critical. I think the public
has really lost any sense of confidence that we're
able to do that. The problem exists at many levels
and we have to address each one of them
appropriately. If we knew exactly what to do, we
probably would have done it by now. The key is
that it has to be realistic, but it also has to be
humane.
PT: How hard is it to craft policy that works against
illegal immigration while facilitating smoother legal
immigration?
Davis: We're very aware of this, particularly in
San Diego because we have so many legal crossers.
We have 60 million cross-border trips annually
in San Diego; 70,000 cross daily from Tijuana to

San Diego. So yes, we
have to focus on
securing our borders
so that the bad guys
don't get in, but we
end up spending a
tremendous amount
of time focusing on
people who have
legitimate business
here. On top of that,
we need to deal with
the 11 million illegal
“If we knew exactly what to do, we probably would have done it by now.”
immigrants who are
for low-skilled labor in various occupations across
already in the United States.
the country, but it would be helpful to have better
PT: A lot of the debate has focused on the specific
information on that. Which industries most need
elements of the policies that are being floated
the labor pool, and why won't Americans take the
around Congress and in state legislatures across
jobs? We need a set of information and policy
the country. Are there also hang-ups on the
implications that people can really understand
principles behind these policies?
and buy into.

“We have to get creative."
Davis: I think that part of the problem is that
we're all working from different sets of
information. We know that there is a real need

We have to accept that this is a multi-pronged
problem that we've created. I think there are ways
of fixing it, but I also think we should send a
clear message to people who want to come here,
that if they play by the rules and do what's right,
we want to help them move into a process where
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Q & A

they work toward citizenship. I also feel that it's
appropriate for people all over the world who have
been waiting in line not be pushed back when
everything is said and done.
PT: It seems like everyone has a unique approach
to the situation, but many have focused on strict
enforcement—both on our borders and internally.
Would a move toward strict enforcement need to
come in conjunction with some kind of amnesty
or guest worker program in order to
avoid a major economic shock?
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institutionalized set of second-class citizens in this
country?
Davis: One of the problems we don't want to create
is what we're seeing in Europe right now, where
you have a second class of immigrants that feels
disenfranchised and has been unable to assimilate
effectively. We don't want to create a situation
where people feel that there is never going to be
anything in it for them. I think one issue that we
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Davis: I think it goes on to a point. Of course,
many people are concerned about the use of our
social services by illegal immigrants to the extent
that it impacts the local population, but I think
the alternative is that we really want kids to be
educated, and we really want people who need
medical attention to be tended to. I think people
understand this. We need to look at the impact
of the problem in relation to the alternative.
PT: Immigration is obviously an economic
and national security issue, but it's also a
major social concern. Has Congress
made a concerted effort to build
elements into the policy that will provide
for better assimilation and a more
cohesive society?

Davis: I think that trying to target
certain industries could be helpful,
and I think that Senator Feinstein's
proposal addresses that. Another
question that hasn't been answered as
well as it could be is the extent to
Davis: To a certain extent I think it has.
which the need for laborers would open
We've discussed the process that would
up if salaries were higher and we had
become a pathway to legalization, and
a more progressive wage policy. We
that people would have to demonstrate
could also be thinking of ways to create
an acceptable knowledge of English.
more interest in our own labor force.
Helping people assimilate also requires
An idea might be to give young people
providing people with the belief that
some type of incentive to try working
there is a future for them here in the
in agriculture—or another industry
United States. If you're only here to
that they know they won't go into—for
clean hotel rooms or do construction
“We need to look at the impact of the problem in relation to the alternative.”
a summer. It could be a learning
and then leave, it makes it more difficult
experience. I think there are opportunities like
to
have
a
personal investment in the country.
could fix is how difficult we've made it for people
that, but I don't think we explore them well. We
to go back and forth. We've made it very difficult
have to get creative.
for circular migration to happen.
Susan Davis represents California's 53rd
PT: The guest worker idea has been a topic of
PT: Does the debate in Congress ever turn to the
Congressional District in San Diego. She serves
much debate recently. Has there been a debate
values of our social contract and how to integrate
on the House Committee on Education and the
in Congress over the concept of creating a type of
those ideas into our policies effectively?
Workforce and the Armed Services Committee.
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"WE SIMPLY HAVE NO IDEA IF
OUR POLICY WORKS."
PT talks to Ray Haynes, vice-chair of
California's House Human Services
Committee and chairman of last year's
California Border Police Initiative, about
the social and economic implications of
U.S. immigration policy.
PT: When you're looking at the immigration policies
in front of us today—both nationally and locally—
what are the most pressing problems?
Haynes: In my opinion, the most pressing problem
with our current policy is that we don't enforce it
at any level. We don't know whether it works
economically, we don't know whether or not the
job dislocation caused by illegal immigrants is
beneficial or not—quite frankly, we do absolutely
nothing besides scattering a few cops across our
border to enforce our laws. We simply have no
idea if our policy works.
PT: What are some better ways to ensure
enforcement then?
Haynes: There are several things we need to do.
We need to enforce every aspect of our policy.
That means we need to patrol along the
border better, but we also need a comprehensive

interior enforcement system
as well. Right now, if illegals
can get past the border, they
can essentially go anywhere in
the countr y undisturbed
because nobody is looking for
them. We need to star t
looking for them. Finally we
need to have a policy that
enforces employer sanctions
on a rational and regular
basis.

“We simply have no idea if our policy works.”

PT: That's an important point. We hear a lot about
border enforcement, but very little about citing
employers who abuse the law for economic gain.

made for changing the law and establishing a
guest worker program or something else. But right
now, you can't make the case for it.

Haynes: Right. One of the arguments I often hear
is, "Who's going to do those jobs if we start
enforcing the policy at the employer level?" The
answer is that we don't know, because we don't
enforce the law. You literally cannot say that we
won't have Americans to do those jobs if we start
enforcing the law with employers, because we
don't know. We don't try to know.

PT: If there's no grain of truth to it, then why have
people been so content to operate under the
assumption that we need the low-skilled labor?

Perhaps if we started enforcing the law we would
find that we didn't have the necessary workers
to fill those positions. Then the case could be

Haynes: Because a lot of people benefit from the
current system. When you think about it, those
who enter the country illegally can be exploited
at every level and they can't do anything about it
because they're afraid of being deported. They're
exploited by employers, their neighbors, criminal
gangs and human smugglers. Everybody makes
money off of them, including the federal
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offers incentives for
people to break the law. If
you don't offer them an
incentive to break the
law, they won't do it.
It's a similar stor y with
employers.
PT: If you're going to
begin strict enforcement,
wouldn't it have to be
phased in somehow—
perhaps with an amnesty
program—to avoid a major
economic shock to the
current system when this
labor pool is no longer
available?

"A society can only assimilate so many people."

government. There are a lot of people who are
making money off of the system, and the only
ones hurt by it are those who are here illegally,
because they never get to enjoy the safety and
protection of our laws and Constitution. And they
don't vote.
PT: Enforcement is one thing, but aren't there
certain contradictions between our own policies
when you consider long-established social and
economic principles? Could some of these be ironed
out to help the situation?
Haynes: I think that on the one hand, you can't
make something illegal, and then on the other
give those people breaking the law free stuff—
money, medical care, free food, etc. I think that's
a basic inconsistency right there, because it

Haynes: I don't think you can do that. I think you
have to start the enforcement first. Again,
amnesty might become necessary if you started
enforcing the law and then you found out that
you didn't have enough people to do the work.
But we've done amnesty twice, and we haven't
changed our policy on enforcement. This way,
you're not dealing with the economic and social
dislocations that occur as a result of illegal
immigration.
A society can only assimilate so many people, and
that's not a function of race or nationality or
anything, it's just a social fact. The linguistic,
economic and cultural barriers that rise in
societies without adequate assimilation can be
significant. People just clash.
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PT: What makes the California case unique besides
the numbers involved?
Haynes: One of my friends in Texas once told me,
"In Texas, we've always had a sort of pact with
those people who were here illegally: you come
here, you work and you go home, and we'll let you
do it and we won't complain about it." Here in

“You cannot say that we won't
have Americans to do those jobs
if we start enforcing the law
with employers, because we
don't know."
California, the tendency is that they come here
and stay. Once they get here, they start accessing
all of the various government benefits, so you get
a lot more anger from taxpayers who are tired of
subsidizing illegals.
Over the past 15 years—except for the huge
explosion of revenue between 1999 and 2001—
California has had a consistent budget deficit,
and we spend it on stuff for illegals. If you take a
look at what we spend on illegals, you'll see that
it is the source of our deficit. This only makes
taxpayers more and more upset.
Ray Haynes serves California's 66th Assembly
District. He is vice-chair of the Human Services
Committee and also serves on the Appropriations
and Judiciary Committees.
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A BRIDGE TOO FAR?
After four years of Sarbanes-Oxley, are we
any better off?
by James Pethokoukis
America's most long-standing rivalry? You might
guess Yankees vs. Red Sox. But the answer could
just as easily be business vs. government, with
brawls over taxes, regulation and subsidies erupting
throughout the nation's history. The fracas dates
from virtually day one of the republic, with the fight
over creating a national bank (Hamilton's First
Bank of the United States).
The Constitution itself incorporates two basic
economic principles: free trade and the
government's limited but direct role in the
economy. Balancing the inherent tension between
the two is like a game of tug-of-war. It has been
written that the opponents must continually
struggle for dominance, but at no time can either
side be permitted to walk away with the rope.
Balancing the ledger
Back in 2001 and 2002, it seemed as if Corporate
America hadn't just walked away with the rope—
it had sprinted away with it like a baton-carrying
Olympian. From Adelphia Comunications to
WorldCom, revenues and assets were overstated
and expenses and liabilities understated. On

December 2, 2001, energy trader Enron—under
investigation by the Securities and Exchange
Commission—filed for Chapter 11 bankruptcy
protection. It was the largest-ever filing—until
scandal-plagued WorldCom one-upped it on July
21, 2002.
Nine days later, government grabbed the rope back
and pulled hard. That's when President George
W. Bush signed the Sarbanes-Oxley Act, named
after Sen. Paul Sarbanes (D-MD) and Rep. Michael
Oxley (R-OH). Securities attorney Stewart Landefeld
of Perkins Coie in Seattle calls Sarbanes-Oxley
"the heaviest piece of financial
regulation in my 26-year
career" and quite possibly the
most interventionist since the
Depression-era securities
reforms that followed the
stock market crash of 1929.
For his part, free-market-fan
Bush called it "the most farreaching reform of American
business practices since the
time of Franklin Delano
Roosevelt."
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restore investor confidence. The idea was to
increase transparency and accountability while
simultaneously reducing conflicts of interest.
Among its many provisions: the certification of
financial reports by chief executive officers and
chief financial officers, a ban on personal loans to
officers, a prohibition on audit firms providing extra
"value-added" services such as consulting, and a
requirement that companies furnish independent
annual audit reports on the existence and reliability
of internal controls for financial reporting.
The votes are in.
So has Sarbanes-Oxley done its job? "It has
worked," Landefeld says, "but at great expense.
And as it turns out, the least expensive aspects
have been the most effective and the most

Both houses of Congress
passed the act by wide
margins in an effort to clean
up public companies and Sarbanes-Oxley was supposed to breathe new life into corporate governance…
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expensive aspects have been the least effective."
For instance, a company's auditing firm must report
to an independent audit committee. There are also
regulations protecting "whistleblowers" and barring
document destruction, plus longer jail sentences
and larger fines for corporate executives who give
misleading financial statements. "Boards of
directors, senior executives and outside advisers
now all have reason to pay greater attention to
good governance," Landefeld adds.

"SOX has enhanced corporate
governance, but it has hurt the
small guy."
None of those steps incur huge costs or are
particularly controversial. The same can't be said
of Section 404, a 200-word section in the act that
requires companies to document and detail their
methods for determining and assuring the
accuracy of their financial statement. They also
have to disclose any weakness in those internal
controls. Many executives have complained that
this provision has resulted in auditing and legal
costs that far exceed whatever benefits it brings—
not to mention the cost of lost productivity from
the time spent on compliance. Echoing the gripes
of many CEOs, Scott McNealy Sun Microsystems
has likened Sarbanes-Oxley to "buckets of sand in
the gears of the market economy."
Now there's no doubt that compliance is costly,
far more expensive than many had originally
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anticipated. A 2005 survey by Financial Executives
International of 217 public companies with an
average $5 billion in revenue found that
compliance costs for one year averaged $4.36
million, 40% higher than they expected to pay a
year earlier. Compliance costs this year for U.S.
businesses are expected to exceed $6 billion,
according to consultancy AMR. To Alex Pollock, a
resident fellow at the American Enterprise Institute,
those higher-than-expected costs, "tell me that
[legislators] really didn't know what they were
unleashing. But that is what happens when you
make decisions in a political panic, and people are
saying that investors have lost confidence."
Benefits and consequences
Are the costs worth it? An analysis by bond-rating
agency Moody's Investors Service opined that
"reports on internal controls are a significant
development in restoring investor confidence in
financial reporting, which has been badly shaken
in recent years…companies are strengthening their
accounting controls and investing in the
infrastructure needed to support quality financial
reporting." Yet some question whether SarbanesOxley is really the answer investors were looking
for. In a 2005 paper, Ivy Xiying Zhang of the
University of Rochester's graduate business school
tracked how the stock market reacted to various
legislative milestones as Sarbanes-Oxley wound
its way through Congress. Zhang concluded that
the consideration and passage of the act
contributed to an astonishing $1.4 trillion in stock
market losses.

But does it all add up to good policy?

The paper is controversial in academic circles, but
one perceived Sarbanes-Oxley affect isn't: Fewer
initial public offerings. More than 300 companies
went public every year, on average, during the
1990s. During the past three years, there have
been just 478 IPOs as the cost of compliance
and increased legal exposure have persuaded
businessman to stay private or sell to larger, more
established companies.
What's more, says investment banker Ted di
Stefano, Sarbanes-Oxley has meant that "there are
many foreign companies who want to do IPOs, but
will not do them in the United States—even though

19

POLICY TODAY

<<

Previous Page

Cover

Contents

Full Screen

Search Issue

Print

Next Page >>

E C O N O M I C S

1

our capital markets are the most efficient in the
world." Plus, he adds, some smaller companies
have "gone silent," meaning that they have decided
to de-list from U.S. exchanges rather than deal
with the increased scrutiny. "SOX has enhanced
corporate governance, but has hurt the small guy,"
he concludes. A survey of CEOs of fast-growing
private companies by PricewaterhouseCoopers
found that 67% of those CEOs considering
eventually going public say the cost of compliance
with Sarbanes-Oxley is a potential barrier to them
doing so.
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H o p e is m o r e p o w e r f ul
t h a n a h u r r i c a n e.

Even the SEC admits some changes need to be
made. It has established an advisory committee
on "smaller public companies" to assess the impact
of Sarbanes-Oxley. The panel is supposed to make
recommendations for changes before summer.
But some would go further. In 2005, Republican
congressman Jeff Flake of Arizona introduced a
bill that would make Section 404 voluntary.

1- 8 0 0 - H E L P N O W
r e d c r o s s .o r g

Would a voluntary system work? Pollock says that
if investors really want the kind of heavy
documentation that 404 demands, then the
companies will do it or suffer in the marketplace.
Then again, "if investors conclude that resources
would be better spent elsewhere, like on research,
developing new products or marketing, then
companies will do that and the investors will
respond."

__________________

This message brought to you by the American Red Cross and the Ad Council

About James Pethokoukis
James Pethokoukis is a senior writer for US News
& World Report.
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