
Ethical Economics 
 
 
Since economics is the study of choices: What are the right choices to make?  
 
These articles are your textbook for the next few weeks.  I have not given them to you because I believe you 
need homework; they are to help you learn.  As you read and respond in writing to the accompanying questions, 
do so thoughtfully.  “Thoughtfully” means that your responses are full of thought, not the shortest answer or the 
answer straight out of the text.  You must integrate and synthesize all the articles and in-class activities so that 
your responses build on acquired knowledge.  If you don’t respond thoughtfully or try to make connections 
between articles and in-class activities, don’t expect greater than a C on your packet.   
Think.  Connect.  Reflect.  Write. 
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1. The Rural War 
By Bill Bishop and Robert Cushing 

Austin,Tex. -- Which American communities pay the highest price for the war in Iraq? A look at the demographics of soldiers killed 
reveals that Iraq is not the war of any one race or region. Rather, it is rural America's war. 

 
Altogether, a nearly equal percentage of 
Americans aged 18 to 54 live in counties with a 
million or more inhabitants as live in counties of 
100,000 or fewer. And yet, of the soldiers who 
have died in Iraq, 342 came from densely 
populated counties while 536 came from smaller 
ones. Derived from Pentagon and census data, 
this chart shows the Iraqi war death rates for 
every 100,000 people ages 18 to 54 by the size of 
their county's population. 
 
The difference is visible not just in the size of a 
soldier's county of origin, but also in its location. 
Counties disconnected from urban areas tend to 
have higher death rates, regardless of population 
size. Small rural counties have a death rate nearly 
twice that of counties that have the same 
population but happen to be part of metropolitan 
areas. 
 
Why should this be? It's not that Iraqi insurgents 
are singling out rural soldiers, or that 

commanders are putting them at particular risk. Rather, the armed forces themselves must be disproportionately drawn from rural 
communities - a fact not immediately discernible from recruitment data, which report the race, age and education of recruits, but not 
their home counties. 
 
This is above all an economics story. Military studies consistently find that a poor economy is a boon to recruiting. The higher rate of 
deaths from rural counties likely reflects sparse opportunities for young people in those places. 
 
When the Iraq war memorials go up in years to come, these monuments to heroism and sacrifice will be found less often in thriving 
urban centers than in lagging rural communities. 

First published in The New York Times, July 19, 2005  

Rural War Questions: 

1. Is the fact that more soldiers come from rural areas than urban areas worrying?  Why or why not?  What 
incentives drive this choice?   

 

2. Georgia set to become 1st state with embryo adoption law 

by Michael Foust — BP 

ATLANTA — The nation's first law governing the adoption of embryos is set to take effect in Georgia after being passed by the 
legislature and signed by the governor. 

The "Option of Adoption Act," which will go into effect July 1, will provide safeguards for both parties involved in an embryo 
adoption, which is a unique form of adoption in which a couple — often an infertile one — adopts one or more surplus embryos from 
a couple who has undergone in-vitro fertilization (IVF). 

http://www.dailyyonder.com/author/bill-bishop-and-robert-cushing-0


Embryo adoption allows the adopting mother to experience pregnancy and has been promoted by pro-lifers for years but, until now, 
has not been governed by the laws of any state. Significantly, the Georgia bill amends Georgia's adoption laws to make clear that 
embryo adoption in fact is a form of adoption. The law also allows adoptive parents to file in court for a final order of adoption (for 
the child who is born as the result of the embryo adoption), which supporters of the new law say clarifies that the adopting parents are 
eligible for claiming some but not all of their expenses for the federal adoption tax credit, which this year is more than $11,000. 

Although embryo adoption tends to be cheaper than traditional adoption it nevertheless can still cost several thousands of dollars. 

Couples who undergo an embryo adoption in a state without such a law as Georgia's must sign private legal contracts that treat the 
embryo as property. The new Georgia law defines an embryo as "an individualized fertilized ovum of the human species from the 
single-cell stage to eight-week development." 

The law has the support of the nation's embryo adoption programs, including Nightlight Christian Adoptions, which runs the nation's 
oldest embryo adoption program — the Snowflakes program. 

"Science has outpaced our legislation in clarifying the rights of the parties in potential disputes involving embryo transfer between 
families," Ron Stoddart, executive director of Nightlight Christian Adoptions, previously told Baptist Press. "There needs to be 
certainty, particularly before an embryo is thawed and implanted in the womb of an adopting mother." 

The law makes clear that once the biological parents of the embryos and the adoptive parents have entered into a written contract, "the 
legal transfer of rights to an embryo shall be considered complete." 

"A child born to a recipient intended parent as the result of embryo relinquishment ... shall be presumed to be the legal child of the 
recipient intended parent," the new law states. 

Dan Becker, the president of Georgia Right to Life, said the law is noteworthy not only because of its first-in-the-nation status but also 
because of the way it defines an embryo. 

"We became the first state in the nation to, in our code, define an embryo as beginning at the single stage," he said. "... That's a huge 
move forward and one that was fought quite aggressively by the pro-abortion side of the equation." 

Republican Gov. Sonny Perdue signed the bill into law May 5. It passed the House 108-61 and the Senate 45-9. Both chambers are 
controlled by Republicans. 

 
Published, June 2009 in Christian Examiner Online 
 
Georgia set to become 1st state with embryo adoption law Questions: 

1. Should we use the term adoption for embryos?  Are embryos people or goods?  Why? 
 
 

3. WHO bridges rich-poor intellectual property split 

By Laura MacInnis 

GENEVA | Sat May 24, 2008 2:24pm EDT  

(Reuters) - The World Health Organization's member governments overcame a rich-poor rift over how to manage 
intellectual property on Saturday and endorsed a strategy to help developing countries access more life-saving medicines. 

At the United Nations agency's annual policy-setting meeting in Geneva, governments also called for WHO Director-
General Margaret Chan to finalize a plan of action boosting incentives for drug makers to tackle diseases that mainly 
afflict the poor. 

"This is a major breakthrough for public health that will benefit many millions of people for many years to come," Chan 
said at the end of the week-long World Health Assembly meetings. 

http://www.nightlight.org/
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The intellectual property resolution requests that Chan, who succeeded Lee Jong-wook as WHO chief in 2006, "finalize 
urgently the outstanding components of the plan of actions, including time-frames, progress indications and estimated 
funding needs." 

Those will be reviewed at the next WHO assembly in May 2009. 

Public health activists applauded the hard-fought consensus reached by the 190 countries represented in the Geneva talks. 

"The WHO has taken a big step forward to change the way we think about innovation and access to medicines," said 
James Love of Knowledge Ecology International, who noted accord "on topics that were considered controversial only a 
short time ago." 

Medecins Sans Frontieres (Doctors Without Borders) said it was pleased with the WHO's efforts to tackle intellectual 
property, which spans patents, copyright and trademarks. 

"Some important steps in the right direction have been made," Tido von Schoen-Angerer, the humanitarian group's 
director for access to essential medicines, said. He urged the WHO to support new incentives for drug makers, such as a 
prize fund for creating diagnostic tests for tuberculosis. 

BUSINESS, DEVELOPMENT, HEALTH 

Intellectual property lies at the cross-section of business, development, and health issues. The WHO's membership has 
been split over about how and whether to revamp the prevailing patent system, which critics argue make drugs 
unaffordable to many. 

Two years ago, the WHO's member states set up a working group to assess research and development shortfalls in health, 
and ways to ensure more poor people can access the life-saving drugs, diagnostic tests and medical equipment they need. 

Stark differences in opinion between rich and poor countries on issues including the fairness of patents blocked consensus 
in that working group, whose "draft global strategy on public health, innovation and intellectual property" was ultimately 
adopted by WHO members on Saturday. 

Developing countries say pharmaceutical companies now invest large sums to create treatments that wealthy consumers 
will spend money on -- such as remedies for baldness or acne -- while overlooking deadly parasites and tropical diseases 
that kill, blind and disable millions of impoverished people each year. 

The question of drug access has also been taken up by the World Trade Organization in an accord making allowances for 
poor nations to create or buy copycat versions of patented drugs. 

But the WTO's Trade-Related Aspects of Intellectual Property Rights or "TRIPS" agreement has been criticized as too 
limited for the scale of drug access problems developing countries face. 

Wealthy nations have resisted calls to overhaul intellectual property rules, particularly the patents that give companies an 
exclusive right to sell drugs they develop for a fixed time and for relatively higher prices than generics. 

The International Federation of Pharmaceutical Manufacturers and Associations, representing major firms including 
Novartis, Pfizer and Merck, has called such protections critical for the drug-making industry to operate. 

WHO bridges rich-poor intellectual property split Question: 
1. Companies involved in expensive research and development to create new drugs need to make a profit in order to 

continue development and make future drugs.  But poor people around the world need life-saving medicines at 
affordable prices.  What solution do you suggest?  What tradeoffs are the best choice? 

 
 



(Use articles 4-6 to answer question at end of 6)  
 
NYTimes.com 
January 21, 2010 

4. Justices, 5-4, Reject Corporate Spending Limit 
By ADAM LIPTAK 

WASHINGTON — Overruling two important precedents about the First Amendment rights of corporations, a bitterly 
divided Supreme Court on Thursday ruled that the government may not ban political spending by corporations in 
candidate elections.  

The 5-to-4 decision was a vindication, the majority said, of the First Amendment’s most basic free speech principle — 
that the government has no business regulating political speech. The dissenters said that allowing corporate money to 
flood the political marketplace would corrupt democracy.  

The ruling represented a sharp doctrinal shift, and it will have major political and practical consequences. Specialists in 
campaign finance law said they expected the decision to reshape the way elections were conducted. Though the decision 
does not directly address them, its logic also applies to the labor unions that are often at political odds with big business.  

The decision will be felt most immediately in the coming midterm elections, given that it comes just two days after 
Democrats lost a filibuster-proof majority in the Senate and as popular discontent over government bailouts and corporate 
bonuses continues to boil.  

President Obama called it “a major victory for big oil, Wall Street banks, health insurance companies and the other 
powerful interests that marshal their power every day in Washington to drown out the voices of everyday Americans.”  

The justices in the majority brushed aside warnings about what might follow from their ruling in favor of a formal but 
fervent embrace of a broad interpretation of free speech rights.  

“If the First Amendment has any force,” Justice Anthony M. Kennedy wrote for the majority, which included the four 
members of the court’s conservative wing, “it prohibits Congress from fining or jailing citizens, or associations of 
citizens, for simply engaging in political speech.”  

The ruling, Citizens United v. Federal Election Commission, No. 08-205, overruled two precedents: Austin v. Michigan 
Chamber of Commerce, a 1990 decision that upheld restrictions on corporate spending to support or oppose political 
candidates, and McConnell v. Federal Election Commission, a 2003 decision that upheld the part of the Bipartisan 
Campaign Reform Act of 2002 that restricted campaign spending by corporations and unions.  

The 2002 law, usually called McCain-Feingold, banned the broadcast, cable or satellite transmission of “electioneering 
communications” paid for by corporations or labor unions from their general funds in the 30 days before a presidential 
primary and in the 60 days before the general elections.  

The law, as narrowed by a 2007 Supreme Court decision, applied to communications “susceptible to no reasonable 
interpretation other than as an appeal to vote for or against a specific candidate.”  

The five opinions in Thursday’s decision ran to more than 180 pages, with Justice John Paul Stevens contributing a 
passionate 90-page dissent. In sometimes halting fashion, he summarized it for some 20 minutes from the bench on 
Thursday morning.  

Joined by the other three members of the court’s liberal wing, Justice Stevens said the majority had committed a grave 
error in treating corporate speech the same as that of human beings.  
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Eight of the justices did agree that Congress can require corporations to disclose their spending and to run disclaimers 
with their advertisements, at least in the absence of proof of threats or reprisals. “Disclosure permits citizens and 
shareholders to react to the speech of corporate entities in a proper way,” Justice Kennedy wrote. Justice Clarence Thomas 
dissented on this point.  

The majority opinion did not disturb bans on direct contributions to candidates, but the two sides disagreed about whether 
independent expenditures came close to amounting to the same thing.  

“The difference between selling a vote and selling access is a matter of degree, not kind,” Justice Stevens wrote. “And 
selling access is not qualitatively different from giving special preference to those who spent money on one’s behalf.”  

Justice Kennedy responded that “by definition, an independent expenditure is political speech presented to the electorate 
that is not coordinated with a candidate.”  

The case had unlikely origins. It involved a documentary called “Hillary: The Movie,” a 90-minute stew of caustic 
political commentary and advocacy journalism. It was produced by Citizens United, a conservative nonprofit corporation, 
and was released during the Democratic presidential primaries in 2008.  

Citizens United lost a suit that year against the Federal Election Commission, and scuttled plans to show the film on a 
cable video-on-demand service and to broadcast television advertisements for it. But the film was shown in theaters in six 
cities, and it remains available on DVD and the Internet.  

The majority cited a score of decisions recognizing the First Amendment rights of corporations, and Justice Stevens 
acknowledged that “we have long since held that corporations are covered by the First Amendment.”  

But Justice Stevens defended the restrictions struck down on Thursday as modest and sensible. Even before the decision, 
he said, corporations could act through their political action committees or outside the specified time windows.  

The McCain-Feingold law contains an exception for broadcast news reports, commentaries and editorials. But that is, 
Chief Justice John G. Roberts Jr. wrote in a concurrence joined by Justice Samuel A. Alito Jr., “simply a matter of 
legislative grace.”  

Justice Kennedy’s majority opinion said that there was no principled way to distinguish between media corporations and 
other corporations and that the dissent’s theory would allow Congress to suppress political speech in newspapers, on 
television news programs, in books and on blogs.  

Justice Stevens responded that people who invest in media corporations know “that media outlets may seek to influence 
elections.” He added in a footnote that lawmakers might now want to consider requiring corporations to disclose how they 
intended to spend shareholders’ money or to put such spending to a shareholder vote.  

On its central point, Justice Kennedy’s majority opinion was joined by Chief Justice Roberts and Justices Alito, Thomas 
and Antonin Scalia. Justice Stevens’s dissent was joined by Justices Stephen G. Breyer, Ruth Bader Ginsburg and Sonia 
Sotomayor.  

When the case was first argued last March, it seemed a curiosity likely to be decided on narrow grounds. The court could 
have ruled that Citizens United was not the sort of group to which the McCain-Feingold law was meant to apply, or that 
the law did not mean to address 90-minute documentaries, or that video-on-demand technologies were not regulated by 
the law. Thursday’s decision rejected those alternatives.  

Instead, it addressed the questions it proposed to the parties in June when it set down the case for an unusual second 
argument in September, those of whether Austin and McConnell should be overruled. The answer, the court ruled 
Thursday, was yes.  
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“When government seeks to use its full power, including the criminal law, to command where a person may get his or her 
information or what distrusted source he or she may not hear, it uses censorship to control thought,” Justice Kennedy 
wrote. “This is unlawful. The First Amendment confirms the freedom to think for ourselves.”  

 
Bloomberg 

5. Cigarette Warnings Blocked by Court on Free-Speech Grounds 
November 11, 2011, 5:15 AM EST  

By Tom Schoenberg  

(Updates with comment from Lorillard lawyer in seventh paragraph.) 

Nov. 7 (Bloomberg) -- A federal judge blocked new U.S. rules from taking effect that would put graphic health warnings 
on cigarette packaging, saying the required images may violate tobacco companies’ rights to free speech. 

U.S. District Judge Richard Leon in Washington ruled today that ordering tobacco companies, including Lorillard and R.J. 
Reynolds Tobacco Co., to display images of diseased lungs and a cadaver with chest staples on an autopsy table may 
“unconstitutionally compel speech.” 

Leon postponed the Sept. 22, 2012, deadline for the regulations to take effect while he reviews the constitutionality of the 
Food and Drug Administration rule. 

“While the line between the constitutionally permissible dissemination of factual information and the impermissible 
expropriation of a company’s advertising space for government advocacy can be frustratingly blurry, here -- where these 
emotion-provoking images are coupled with text extolling consumers to call the phone number ‘1-800-QUIT’ -- the line 
seems quite clear,” Leon said in his ruling. 

Lorillard, R.J. Reynolds, Commonwealth Brands Inc., Liggett Group LLC and Santa Fe Natural Tobacco Co. Inc. sued the 
FDA in August, claiming its mandates for cigarette packages, cartons and advertising violate the First Amendment. The 
companies said in court papers that it would cost them a total of about $20 million to meet the 2012 deadline. 

Stephanie Yao, an FDA spokeswoman, said by e-mail that the agency “does not comment on proposed, pending or 
ongoing litigation.” 

‘Lawful Products’ 

Lorillard’s lawyer Floyd Abrams said in a statement that the ruling “reaffirms fundamental First Amendment principles 
by rejecting the notion that the government may require those who sell lawful products to adults to urge current and 
prospective purchasers not to purchase those products.” 

Bryan Hatchell, a spokesman for Reynolds American Inc., R.J. Reynolds’s parent, said “we are pleased with the judge’s 
ruling and look forward to the court’s final resolution of the case.” 

In his ruling, Leon said the images selected by the government were intended to produce an emotional response and go 
beyond “purely factual and uncontroversial information” that other courts found to be permissible government-compelled 
speech. He also said the government “side-stepped” questions about whether any single graphic warning was effective in 
educating consumers about smoking risks. 

‘Fundamental Failure’ 

“This fundamental failure, coupled with the government’s emphasis on the images’ ability to provoke emotion, strongly 
suggests that the government’s actual purpose is not to inform, but rather to advocate a change in consumer behavior,” 
Leon said. 



Matthew Myers, president of the Campaign for Tobacco-Free Kids, said by e-mail that the Justice Department should 
appeal Leon’s ruling, which he said makes it “impossible to implement any effective” warning labels. 

“Given the overwhelming evidence of the need for these warnings and the tobacco industry’s own admission of the 
factual accuracy of the warning statements, we are confident that this decision will not be the last word on the new 
warnings,” Myers said. 

The FDA regulations require textual warnings as well as certain images to be displayed on the top 50 percent of the front 
and back panels of every cigarette package manufactured and distributed in the U.S. 

The case is R.J. Reynolds Tobacco Co. v. U.S. Food and Drug Administration, 11-cv-1482, U.S. District Court, District of 
Columbia (Washington). 

--With assistance from Molly Peterson in Washington. Editors: Fred Strasser, Mary Romano 

 
 

6. Wherefore art thou, SEC? 

Kathleen Pender 

Sunday, September 14, 2003 

The big scandals of this month, so far, are Dick Grasso's 
super-size pay package (would you like private jet 
service and country club memberships with your $188 
million?) and Eliot Spitzer's disclosure of alleged abuses 
at four mutual fund companies.  

In both cases, you have to ask: Where was the Securities 
and Exchange Commission?  

Let's start with the New York Stock Exchange.  

The Securities Act of 1934 "empowers the SEC with 
broad authority over all aspects of the securities 
industry. This includes the power to register, regulate, 
and oversee . . . the various stock exchanges," the SEC 
says on its Web site.  

It seems like if you're overseeing an exchange, one thing 
you'd want to see is how much it's paying its top people. 
The SEC cannot dictate the NYSE's budget or 
compensation, but there's no law preventing it from 
examining the exchange's books.  

Yet Grasso's pay package was only disclosed after SEC 
Chairman William Donaldson asked the NYSE to supply 
information "regarding corporate governance generally," 
says SEC spokesman John Heine.  

In late August, the NYSE disclosed it was making a one-
time payout of $140 million to Grasso. This represents 

incentive compensation, pension and other benefits that 
had been accruing mostly since 1995, when he became 
chairman and Donaldson, clearly aghast, demanded 
more information.  

Last week, the NYSE disclosed that Grasso was entitled 
to an extra $48 million in future compensation, including 
a total of $12 million tied to his birthday each year, but 
that he will give it up for the good of the exchange.  

The extra pay surprised many NYSE board members, 
including some on the compensation committee.  

Why should the SEC care what the NYSE, a privately 
held company, pays its chief?  

The NYSE's job is to help companies raise capital by 
instilling faith in the market. It regulates companies that 
list their stock on the exchange and brokerage firms that 
trade these stocks.  

It earned $28 million last year. Its revenue comes mainly 
from trading and listing fees charged to companies it 
regulates.  

It is governed by a board made up mostly of people from 
companies it regulates.  

mailto:kpender@sfchronicle.com
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The potential conflicts are obvious, which is why the 
SEC oversees things.  

Historically, the SEC has been more concerned with 
market operations than the exchange's internal 
organization.  

Maybe the SEC never asked to see the NYSE chief's pay 
because it assumed it was reasonable.  

When Donaldson himself was chairman and CEO from 
1990 to 1995, he earned $1. 5 million to $1.65 million 
per year. (As SEC chairman, he currently makes $142, 
500.)  

Mercer Bullard, a former SEC attorney and now an 
investor advocate, says the SEC "should have known to 
the dollar" what Grasso was making. CEO compensation 
"is a critical element of governance."  

Ken Bertsch, a corporate governance expert now with 
Moody's, once told me that executive pay "is the best 
window on the relationship between the board and senior 
management and the willingness of the board to say no."  

Grasso's pay "comes to light now because of a national 
awakening about executive compensation," says James 
Doty, a former SEC general counsel and now a partner 
with Baker & Botts.  

This awakening is due in part to the NYSE, which has 
increased corporate governance requirements at its listed 
companies. "That's the irony of it," says Doty.  

The NYSE recently promised to begin publishing "the 
compensation of directors, the chairman and the four 
other most highly paid officers."  

Bullard is happy to see that, but would be happier if the 
SEC required the exchange to disclose this information, 
and in the same format required of public companies.  

MUTUAL FUNDS 

That brings us to the other September scandal.  

In another case of upstaging the SEC, New York 
Attorney General Eliot Spitzer has filed a complaint 
alleging that four mutual fund companies gave Canary 
Capital Partners trading privileges not open to ordinary 
investors.  

There are two allegations.  

The most serious: Spitzer says Nations funds, owned by 
Bank of America, let Canary trade mutual funds after 4 
p.m. at the 4 p.m. closing price. Late trading would let 
an investor take advantage of news that broke after the 
market closed. If true, this would be a clear violation of 
law.  

The murkier allegation: Spitzer says four fund families -- 
Nations, Strong, Bank One and Janus -- let Canary 
conduct in-and-out "market timing" trades.  

Although market timing is not illegal, it can hurt long-
term shareholders, and most fund families discourage it.  

What these four fund families did wrong, according to 
Spitzer, was allow Canary to market time after stating in 
their prospectuses that they discouraged it. In exchange, 
Canary agreed to make other investments that would 
generate fees for the fund companies.  

None of the fund companies has been charged with any 
wrongdoing. All say they are investigating the 
allegations. BofA has fired some of the employees 
involved.  

Canary has agreed to return $30 million in profit and pay 
a $10 million fine.  

In many cases, Canary was taking advantage of arbitrage 
opportunities created by time-zone differences and thin 
trading in some securities.  

In the classic example, a fund invests in Japanese stocks. 
The Japanese market closes at 2 a.m. New York time but 
the fund, like most funds, prices its share at 4 p.m. If the 
U.S. market soars during the trading day, odds are good 
that the Japanese market will rise when it reopens.  

A trader could buy shares in the Japanese fund at the 
"stale" 4 p.m. price and sell the next day, almost 
guaranteeing himself a profit. Similar opportunities exist 
with U.S. stocks and bonds that trade infrequently.  

Stale-price arbitrage hurts long-term shareholders 
because it increases transaction costs, can upset a 
manager's strategy and lets traders take profit based on 
mis-priced securities out of the fund.  

There are two ways to discourage this. Many funds have 
imposed fees on short-term traders, but arbitrage profits 
sometimes outweigh the fees.  

The other way is adopting "fair pricing" strategies, in 
which a fund estimates up-to-date prices for securities 
that haven't traded recently.  



In December 1999 and April 2001, the SEC published 
two letters (available at www.sec.gov) urging funds to 
adopt fair pricing.  

The response from the fund industry was "uniformly 
negative" and compliance has been spotty, says Lori 
Richards, director of the SEC's enforcement program.  

"It costs money" to do fair pricing, she says. "It's also 
scary for a lot of funds. They say, 'You're asking us to 
move from the objective to the subjective.' "  

In general, large fund groups have adopted fair pricing 
more than small ones, she says.  

Even so, "The vast majority of funds are not market-
updating their prices," Eric Zitzewitz, a Stanford 
University assistant professor, says in a research paper 
published last fall.  

He says the SEC gave funds too much discretion over 
when and how to use fair pricing.  

"I think funds in some cases used that latitude to not do 
enough to prevent the problem," he says.  

The SEC usually uncovers pricing problems during a 
routine exam. But it only examines funds once every 
five years.  

Thanks to more money from Congress, the SEC plans to 
begin examining large funds every other year and small 
ones every four years.  

If the SEC discovers a pricing problem, it generally 
issues a deficiency citation. During the past few years, it 
has taken enforcement action against a handful of funds 
over pricing issues, but most have been money market 
funds.  

So how did Spitzer uncover the problem when the SEC 
didn't?  

Sources say Spitzer had an informant who may have 
known about Canary's trading strategies.  

The SEC does not regulate or examine hedge funds but it 
can sue them for fraud.  

What could the SEC do in the future to prevent stale-
pricing arbitrage?  

Taking tough enforcement action against some big 
funds, for starters.  

Writing more-explicit rules would also help, says 
Zitzewitz.  

"My big single recommendation: Require every fund to 
either publicly or at least to the SEC release daily flow 
data," Zitzewitz says.  

This data would let the SEC or outside researchers more 
readily identify the activity.  

http://sfgate.com/cgi-bin/article.cgi?f=/c/a/2003/09/14/BU48966.DTL  

Question for: 
Justices, 5-4, Reject Corporate Spending Limit 
Cigarette Warnings Blocked by Court on Free-Speech Grounds 
Wherefore art thou, SEC? 

1. Should companies have the same rights as people?  Would you allow the market to determine corporate rights or should there 
be a command system? 
 
 

(Use articles 7-9 to answer question at end of 9)  
 
Newsweek 

7. Apple Caves on Audits 
Feb 13, 2012 12:00 AM EST  

“Those jobs aren’t coming back.” They weren’t Steve Jobs’s last words, but you could be forgiven for thinking they were. 
Jobs made the comment to President Obama months before he died, but it’s mostly since his death that they’ve set off a 
debate. Can the world’s richest corporation really not afford to build iPhones and iPads in the United States? 
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Apple says no, but of course it can: American workers build BMWs and Boeings, and they certainly could build all of an 
iPad’s components. The real question isn’t whether Apple can make products here, but whether it should. 

Some people think so, and not just Occupy Wall Street types. “Apple has benefited enormously by dint of being an 
American company, and they do have some responsibilities to the United States,” says Clyde Prestowitz, a top U.S. trade 
negotiator under Ronald Reagan. 

Back in the 1980s, Apple was having trouble getting Japan to open its market to Apple products, and it wanted the U.S. 
trade negotiators’ help. At the time, Apple espoused “the funny notion that the U.S. government had an obligation to help 
them,” Prestowitz recalls. In the 1990s, when Apple was hurting, it sought tax breaks from the city of Cupertino and the 
state of California. 

Even now, the company gets help from the U.S. in the form of protection of its intellectual property from cloners in other 
countries. Apple and other U.S. firms often find their products being counterfeited overseas and ask the U.S. government 
to press other countries to crack down on the copycats. “Whenever some executive says, ‘I have a fiduciary responsibility 
to my shareholders and not to the U.S.,’ I say, ‘Well, OK, then don’t come to me when you have problems with theft of 
intellectual property,’” says Prestowitz, who now leads the Economic Strategy Institute. 

An Apple spokesman points out that the company is creating thousands of new jobs in the U.S., hiring people to work in 
its retail stores and its Cupertino headquarters. And the microprocessors used in the iPhone and iPad are, in fact, made in 
Austin, Texas. But here’s the irony. Those chips get stamped out in Texas, then shipped to China, where they are put into 
an iPad and sent back to the U.S. 

Does that even make sense? Not only does the excess transportation create lots of CO2 emissions but, as Prestowitz points 
out, the shipping lanes that Apple uses are protected by the U.S. military. That military protection isn’t cheap, and 
American taxpayers are footing the bill. 

Prestowitz says he’s not so concerned about where final assembly of iPads and iPhones takes place. The more important 
thing, he says, would be to regain the manufacturing of essential components like screens and digital signal processing 
chips. By letting all that technology slip away, we are basically eating our seed corn. We are creating a situation where we 
make lots of money in the short term by selling expensive products built with cheap labor. But if we lose our expertise at 
making electronics components and fail to create jobs for engineers, over time we could become unable to compete. 

8. Apple: Now worth more than the entire country of Greece 

The company value of $400 billion makes it wealthier than four-fifths of the world's countries 

by Fox Van Allen | Last updated 1:05PM EST on January 20, 2012 
We already know that Apple has some pretty devoted fans — the company's products stimulate some customers' brains 
the same way religious icons do. But it turns out people are doing far more than lusting after Apple products — they're 
buying them at a rate that has made Apple wealthier than the entirety of Greece. (Look out Norway — you're next.) 
 
Over the past decade, Apple's growth has been nothing short of spectacular. Prior to introducing the iconic iPhone, the 
tech giant's net worth was about $10 billion. Today, as Apple expands into the textbook industry, their net worth has 
topped the $400 billion mark. The only company larger than Apple is oil company Exxon Mobil, valued around $417 
billion. When Apple releases it's iPhone 5, presumably later this year, it could finally pass Exxon for the top spot. 
 
To put the news of Apple's market cap in perspective: Apple is now worth more than 84% of the worlds' countries, 
including Greece, Finland, Denmark, Austria, and Argentina. 

Editor’s Note: Apple topped $700 billion in February. 
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9. Can Big Food Regulate Itself? Fat Chance 
By MARK BITTMAN 

Life would be so much easier if we could only set our own guidelines. You could define the average weight as 10 pounds higher than 
your own and, voilà, no more obesity! You could raise the speed limit to 90 miles per hour and never worry about a ticket. You could 
call a cholesterol level of 250 “normal” and celebrate with a bag of fried pork rinds. (You could even claim that cutting government 
spending would increase employment, but that might be going too far.) You could certainly turn junk food into something “healthy.” 

A Happy Meal with a piece of apple is still a box of branded, overpriced junk food. 

That’s what the food industry is doing. 

Back in May I wrote about the voluntary guidelines for marketing junk food to kids developed by an interagency group headed by the 
Federal Trade Commission. These non-binding suggestions ask that the industry market real food to kids instead of the junk they so 
famously favor selling. But the industry argues that the recommendations are effectively mandatory because non-compliance would 
lead to retaliation and eliminate all food advertising to adolescents, as well as 74,000 jobs. 
 
On the phone last week, Representative Rosa DeLauro, a Democrat from Connecticut,  told me that even though the guidelines are 
“without teeth,” the pushback from the industry has been formidable: “We have seen political showmanship, misinformation about the 
impact of these voluntary guidelines, insistence that the industry has been successful in self-regulation and that these efforts would 
violate the First Amendment.” 

That voluntary guidelines could curb the right to free speech is absurd, but not as wacky as letting the industry set its own standards. 
Yet that’s what has happened: The Children’s Food and Beverage Advertising Initiative (CFBAI), a group of food manufacturers that 
includes McDonald’s, Burger King, PepsiCo and Kraft Foods came up with its own guidelines defining foods healthy enough to 
market to kids. (It’s worth mentioning another group, too — if just to admire its name,  The Sensible Food Policy Coalition — led by 
PepsiCo, Kellogg’s, General Mills and other big companies,  evidently created solely to prevent the voluntary guidelines from gaining 
a foothold.) 

CFBAI is a champion of “self-regulation,” which means repeating a series of mantras that include “facts” like “there is no such thing 
as good food and bad food,” or that Cookie Crisp cereal (or dozens of others) “can be a part of a balanced diet,” all the while micro-
adjusting hyper-processed food so that “more fiber” and “less sugar” aren’t outright lies, even though the food itself can hardly be 
claimed to be “less junky.” With self-regulation, even Kraft Singles can be considered “part of a balanced diet.” 

And guess what? In general, the companies fare well in meeting their own standards (which, pathetically, the F.T.C. sees as a 
“significant advance”): two-thirds of the products they advertise are A-O.K., with the remainder requiring just modest adjustments. 
See? Mission accomplished! Corn Pops are now healthy! 

Another example: last week, McDonald’s promised a minor tweak of its Happy Meal, (which, of course, “can be part of a well-
balanced diet for kids”) adding a few apple slices, removing a few French fries and making milk — chocolate or regular — a more 
prominent option. It still comes with a toy, and soda will remain a choice. (I’m not sure anyone is claiming soda is part of a healthy 
diet, but stay tuned.) The move received widespread praise, with Michelle Obama leading the cheers. 

Self-regulation may be immediate, non-threatening and magical, but it doesn’t work. 

But despite the seal of approval of our first lady/self-appointed nutrition expert, a Happy Meal with a piece of apple is still a box of 
branded, overpriced junk food sold not by its value but by its marketing scheme. (Forty percent of McDonald’s advertising budget is 
spent on marketing to kids.) 

This is not “progress,” but a public relations victory along with — as Michele Simon points out in her blog — an attempt to short-
circuit regulations and laws that have some guts, like the one in San Francisco that forbids the inclusion of toys in meals that don’t 

http://opinionator.blogs.nytimes.com/author/mark-bittman/
http://opinionator.blogs.nytimes.com/2011/08/02/2011/05/03/junk-food-guidelines-wont-help/
http://www.adweek.com/news/advertising-branding/congress-gets-involved-fight-over-food-marketing-guidelines-133694
http://www.bbb.org/us/children-food-beverage-advertising-initiative/
http://www.washingtonpost.com/politics/industries-lobby-against-voluntary-nutrition-guidelines-for-food-marketed-to-kids/2011/07/08/gIQAZSZu5H_story.html
http://books.google.com/books?id=pwQyMDlVJwMC&pg=PA233&lpg=PA233&dq=Matthew+Paull+%22there%27s+no+such+thing+as+good+food+and+bad+food%22&source=bl&ots=RL6qeeFiEV&sig=TNw-BolGfGUgZFKvmY-IvKHKWZk&hl=en&ei=nf82Tsr1DqTf0QHSzJT_Cw&sa=X&oi=book_result&ct=result
http://books.google.com/books?id=pwQyMDlVJwMC&pg=PA233&lpg=PA233&dq=Matthew+Paull+%22there%27s+no+such+thing+as+good+food+and+bad+food%22&source=bl&ots=RL6qeeFiEV&sig=TNw-BolGfGUgZFKvmY-IvKHKWZk&hl=en&ei=nf82Tsr1DqTf0QHSzJT_Cw&sa=X&oi=book_result&ct=result
http://www.nestle.com/Brands/Pages/BrandsDetail.aspx?brandguid=07A4F068-9482-4A27-A354-69A673A4F42C&BrandName=Cookie%20Crisp
http://www.kraftrecipes.com/Products/ProductInfoDisplay.aspx?SiteId=1&Product=2100060464
http://www.nytimes.com/2011/07/15/business/food-makers-push-back-on-ads-for-children.html?_r=3&ref=williamneuman
http://www2.kelloggs.com/ProductDetail.aspx?id=558
http://www.nytimes.com/2011/07/27/business/mcdonalds-happy-meal-to-get-healthier.html?scp=2&sq=mcdonald%27s&st=cse
http://www.mcdonalds.com.sg/eatsmart_faq.html
http://www.mcdonalds.com.sg/eatsmart_faq.html
http://abcnews.go.com/Health/mcdonalds-puts-fruit-veggies-happy-meals/story?id=14159121
http://www.appetiteforprofit.com/2011/07/27/who-put-mcdonalds-in-charge-of-kids-health/
http://www.reuters.com/article/2010/11/02/us-mcdonalds-toys-idUSTRE6A16PR20101102
http://opinionator.blogs.nytimes.com/


meet reasonable nutrition standards. The last thing McDonald’s or any like corporation wants to see is a strong, activist government 
protecting consumers, whether or not they’re  capable of adult judgment or are habituated (a harsher word is “addicted”) to self-
destructive products. 

Self-regulation may be immediate, non-threatening and magical, but it doesn’t work. A study published earlier this week in the 
Archives of Pediatrics and Adolescent Medicine by Dr. Lisa Powell and other researchers at  the University of Illinois at Chicago 
tracked changes in exposure for all food, beverage and restaurant TV ads seen by kids from 2 to 11 years old, from 2003 to 2009. It 
found that, overall, daily exposure to the ads declined but the percentage among companies that had pledged to self-regulate was 
higher than those that didn’t. And in 2009, 86 percent of these ads still featured unhealthy foods. 

What’s worse? Self-serving self-regulation or toothless guidelines set by an agency that appears to be complicit in maintaining the 
status quo? Hard to say. What’s better is having grass roots movements that drive agencies toward real regulation. 

Question for:  
Apple Caves on Audits 
Apple: Now worth more than the entire country of Greece  
The World’s Largest Companies by Revenue 
Can Big Food Regulate Itself? Fat Chance 

1. What responsibility, if any, do companies have to society?  What is the right way to balance economic freedom with 
economic equity? 

 
 

(Use articles 10-12 to answer question at end of 12)  

10. Study: Toxic Risks Near Projects 

DALLAS (AP) -- Nearly 46 percent of the nation's federally subsidized apartments are within a mile of factories that 
produce toxic pollution, The Dallas Morning News reports in a three-part series. "It is an American tragedy," said Henry 
Cisneros, who was secretary of housing and urban development from 1993 to 1996. "But we sweep it under the rug and 
forget about it." 

A study by The Morning News and the University of Texas-Dallas found that some 870,000 of the 1.9 million housing 
units for the poor, mostly minorities, sit within about a mile of factories that reported toxic emissions to the 
Environmental Protection Agency. The pollution included legal, permitted emissions and accidental releases. 

HUD secretary Andrew Cuomo declined to be interviewed for the Morning News' three-part series, which started Sunday, 
but issued a statement calling the charges "outrageous." Cuomo said the story "advocates an unrealistic and unbalanced 
approach to managing environmental concerns." He said HUD is getting a bad rap, that it is local governments that 
determine the locations for the federal developments based on growth plans and other criteria. 

Economics played a role in locating developments in many communities, the Morning News said. As whites who 
formerly lived near polluting plants climbed the financial ladder and moved away, the property that they left behind was 
inexpensive enough to attract officials for places to build public housing. 

"Everyone you see here is low-income, poor and black," said Sammy Smith, who lives in a HUD-subsidized project in 
Bossier City, La., next door to land where toxic waste has been dumped for decades. "It's like we're in the jungle and 
we're at the bottom of the food chain." 

The Morning News reported that people living in subsidized housing complain pollution causes health problems in their 
communities, including cancer, birth defects, respiratory ailments and developmental delays in children. 

However, those claims are hard to prove. The EPA warns that exposure data for particular neighborhoods might not be 
sufficiently accurate to guide local policy decisions or predict an individual's risk of getting sick. "Public housing 
developments are not isolated enclaves. They share the same air with surrounding neighborhoods, and public housing 
residents make up just a small fraction of the people living and working near sites of potential air pollution," said Leland 
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Jones, a HUD spokesman. "It has long been the nation's policy to clean up pollution, not to run from it by relocating tens 
of millions of people and abandoning our cities." 

But critics say a federal program to rebuild the worst housing projects, called the HOPE IV Urban Revitalization program, 
is simply entrenching a system that already pushes poor people into polluted areas, the newspaper said. 

Elinor Bacon, the HUD official in charge of HOPE VI, said she is confident that the agency has enough safeguards -- such 
as environmental reviews of each project, to ensure that families live in safe places. However, the Morning News said 
records it obtained under the Freedom of Information Act show that in some cases the environmental reviews failed to 
note the existence of these hazards. 

 
 

 
NIGERIA: Wasted Oil-Field Resources 

11. Life in the shadow of 300-foot gas flares 
Greg Campbell, Chronicle Foreign Service 

Sunday, June 3, 2001 

In this small fishing village deep in Nigeria's oil-rich Niger Delta, no one under the age of 29 has ever known a dark and peaceful 
night's sleep.  

Once the sun sets behind the mangrove swamps, its light is supplanted by the fiery glow of a roaring natural gas flare that has been 
turning the night into day for nearly 30 years.  

The flare, operated by Italian oil company AgipPetroli S.p.A., is a burning, dancing icon of how life in this region - from which six 
international oil companies extract an average of 2 million barrels of crude oil per day - is affected by the oil industry.  

Nigeria is the 12th-largest oil-producing country in the world - and the fifth-largest source of oil imported to the United States in 2000, 
although little or none of that makes its way to California.  

Natural gas is a byproduct of the oil drilling, but it is expensive to capture and liquefy for transport. With world demand and prices 
rising, the international firms that drill for oil here are laying plans to exploit the natural gas, but until now the easiest and cheapest 
alternative has been to burn it off into the atmosphere.  

Across the country, more than 100 flare stacks consume about 2 billion standard cubic feet of natural gas per day - wasting the 
equivalent of nearly one-third of the 6.7 billion standard cubic feet of natural gas that energy- starved California uses during an 
average day.  

Regulations meant to encourage oil companies to reduce or eliminate gas flares have been in place in Nigeria since 1969. But the fires 
still burn, mainly because the cost to oil companies of turning off the flares far exceeds the fines for keeping them on. In 1998, the 
federal fine for gas flaring was raised from 4 cents per 1,000 standard cubic feet of gas to an only slightly less meager 11 cents.  

Environmentalists say the practice contributes measurably to the world's total greenhouse gas emissions, releasing an estimated 35 
million tons of carbon dioxide and 12 million tons of methane into the atmosphere annually, according to World Bank estimates.  

When Agip first came to Akaraolu in 1972, the villagers danced in celebration. The oil company constructed a road to its flow station 
near the village, greatly improving transportation and trade between Akaraolu and neighboring villages. But the town's council of 
elders says no one from Agip accurately defined a "gas flare" or explained its potential effects on the village. Agip did not respond to 
numerous requests for comment.  

Towering into the African sky nearly 300 feet, the flare's waterfall roar can be heard half a mile away. The village's 2,000 residents 
have grown accustomed to shouting at one another to be heard.  

http://www.sfgate.com/


And of course, there's the heat. It's rarely cool in the Niger Delta, but it's never less than sweltering in Akaraolu. The burning gas 
pushes temperatures 10 to 30 degrees above daytime highs. Palm trees within a 200- yard radius of the flare are brown and brittle, and 
villagers say the water near the flare is too hot for fish to live.  

The noise and the heat are only the most obvious symptoms of living close to the flare.  

Saturday Olimini, the town's secretary, says that corrugated zinc rooftops corrode at an accelerated rate because of the air pollution; 
women miscarry more frequently because of the heat and the stress; when there's more gas for the flare to consume, the earth trembles 
and the buildings crack; and men urinate blood because of some undiagnosed problem villagers attribute to the flare. Sometimes, he 
adds, "We'll move like a madman, and men will lose their brains."  

"We suffer here. We plenty suffer," says Olimini. "We need help from our federal government. We are crying out and writing letters."  

Olimini says complaints to Agip have gone unanswered, and the government is unresponsive to the town's plight.  

The only visit to the village by government representatives occurred when some residents blockaded the road leading to the flow 
station, refusing to leave until a meeting with Agip officials had been arranged. Mobile Police, the government's feared rapid-reaction 
force, promptly arrived and arrested several men and dismantled the roadblock.  

Here and across Nigeria, very little of the wealth generated by the oil industry trickles down to the villages.  

Oil royalties account for about 80 percent of the federal government's annual revenue, but billions of dollars have been squandered or 
stolen during nearly three decades of rule by military junta. With oil companies providing the majority of federal revenue, the 
government has been lax in its regulation of the industry.  

The oil firms argue that they are operating within local laws and that any complaints about lack of such basics as power and clean 
water in villages near the extraction sites should be handled by the government, since it receives most of the oil proceeds.  

The firms hand over proceeds on a sliding scale, so the more oil prices rise, the greater the government's cut. In a Shell-operated joint 
venture that accounted for 35 percent of Nigeria's oil production in 1999, for example, the government's take at $17 a barrel was set at 
$12; at $25 a barrel, it rose to about $20. With OPEC's current price at about $28 a barrel, the government stands to collect about $14 
million a day in royalties from the operation.  

Here in the Delta, the only thing that seems likely to bring a peaceful darkness back at night is the promise of more money. Oil 
companies are responding to increasing consumer demand for cleaner-burning fuels and have initiated a number of projects to capture 
and sell the gas, particularly to European power generators. Shell estimates that by 2020, up to 50 percent of the energy generation 
needs of Organization for Economic Cooperation and Development countries could be met by natural gas.  

In October 1999, the Shell-run joint venture, which includes the Nigerian state petroleum company, Agip and the French oil giant 
TotalFinaElf, opened a $4 billion liquid natural gas plant. Although the gas initially exported was not associated with oil production, 
the facility eventually is expected to use all the gas currently flared into the African sky, making the practice obsolete by 2008.  

The other major oil companies extracting oil in Nigeria - Chevron, Mobile and Texaco - have made similar pledges. Chevron, based in 
San Francisco, is completing the second phase of a three-phase gas harnessing project that will eventually process up to 680 million 
cubic feet of gas per day.  

Nevertheless, villagers in Akaraolu are skeptical about the bright promises for the future. In 1988, the Nigerian National Petroleum 
Corp. set up a natural gas company to develop facilities to use the gas, but so far the resulting projects only use about 5 percent of all 
natural gas produced in the region.  

Only when abrupt silence and pitch darkness engulf the village will anyone here believe that the gas flare that has been a permanent 
fixture in their lives will finally be gone.  

"As God has greeted man, because of this light, we cannot be happy again," Olimini said. "The effect of this flare is unconscionable."  
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12. Oil Exploration in Amazon Threatens "Unseen" Tribes 
Kelly Hearn in Jose Olaya, Peru 
for National Geographic News 

March 21, 2008  

Driving along an oil company road in Peru's northern Amazon, Patricio Pinola Chuje looked out the window. He nodded 
beyond a green wall of rain forest. 
 
"I don't know if they are in this area, but I know they are farther south in other places," said Pinola, an Achuar Indian. "They 
come out by the rivers." 
 
"They" refers to unseen Amazon Indian tribes said to live in voluntary isolation in the western headwaters of the Amazon in 
Peru and Ecuador. 
 
Global energy prices have fueled oil and gas booms across oil-laden Amazonian lands. But supporters of native groups say the 
boom is a bust for remote Amazon Indians, who suffer both physically and socially when exposed to the modern world.  
 
"Isolated Indians are especially vulnerable to any contact, because they have no immunity to outsiders' diseases," said David 
Hill, a spokesperson for Survival International, a London-based group that defends the rights of uncontacted tribes.  
 
Other groups add that Indians' rights to their traditional lands are increasingly being violated by development-hungry 
governments.  
 
Now civic groups and native organizations are pushing governments and the courts to rein in oil development. In December, a 
coalition of groups announced it would petition the Organization of American States to protect the Cacataibo, said to be the last 
uncontacted tribe in the central Peruvian rain forest.  
 
Meanwhile, complicating an otherwise typical development clash, Peruvian officials have publicly asked: Do unseen natives 
really exist?  
 
"It is like the Loch Ness monster," Cecilia Quiroz, lead counsel of Peru's oil and gas leasing agency, told The Washington Post 
in July.  
 
"Everyone seems to have seen or heard about uncontacted peoples, but there is no evidence."  
 
How Many "Unseen" Tribes Are There? 
 
Guevara Sandi Chimboras, an Achuar Indian environmental monitor, wipes sweat from his cheeks in the sweltering heat of an 
Amazon afternoon, not far from the Ecuadorian border.  
 
After traipsing through a grassy field, using donated satellite-positioning tools to help document oil spills, he doesn't hesitate 
when asked about unseen tribes. 
 
"Yes they exist," he said. "I know people who have seen them. They are seen when they go to river banks to find turtle eggs." 
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The elusiveness of some rain forest tribes, coupled with the threat of infection posed by outsiders, makes getting an accurate 
census near impossible, activists say.  
 
But Survival International estimates that some 15 uncontacted tribes live in the Peruvian Amazon alone. 
 
Spotting them is rare. But in October, a plane searching for illegal loggers managed to photograph 21 natives standing near 
palm shelters on the banks of the Las Piedras River in Peru's southeastern Amazon. (See photo at left.) 
 
Days after the photos ran on international news wires, Peruvian President Alan Garcia suggested in a newspaper editorial that 
unseen tribes were largely a ruse used by groups opposing development.  
 
"Against petroleum, they have created the figure of the 'unconnected' wild native, which is to say, something not known but 
presumed," Garcia wrote in an editorial in the newspaper El Commercio. 
 
Officials with Peru's leasing agency and its Ministry of Energy and Mines declined to comment for this story.  
 
"Is There Something Bothering You?" 
 
Despite official doubts that uncontacted tribes exist, oil companies apparently take threats of encounters seriously.  
 
Last summer, U.S. oil firm Barrett Resources and Spain's Repsol-YPF submitted plans to Peruvian officials describing how 
their workers would respond during encounters with isolated tribes. (Barrett Resources was recently acquired by the 
international oil company Perenco). 
 
The two documents, obtained by National Geographic News, advise workers to be on the lookout for footprints, spears, arrows, 
and other signs of humans.  
 
The Barrett manual advises workers that uncontacted natives might become curious about noises, helicopters, and lights, 
causing them to leave items that signal a desire to make contact with workers. 
 
Such items may include "vessels containing valuable seeds or plantain drinks, necklaces, baskets, snails, gourds, feathers or 
other objects used for exchange," the document says.  
 
Both plans prohibit workers from having any contact with natives or giving them food or other objects.  
 
The documents order workers to treat Indians peacefully, making efforts to protect them from illnesses. If unintended contact is 
made, the manuals instruct guides to initiate communication with natives in local tongues.  
 
If peaceful dialogue cannot be established, according to the Repsol document, workers should attempt to make loud noises with 
whistles, shouts, and megaphones.  
 
A section of the Barrett manual entitled "sequence of messages of introduction, health and peace," tells guides to say: "We are 
people like you; We are workers passing through; We aren't going to stay, We have women and children far from here; We 
have houses and farms far from here."  
 
The document also provides a list of questions field managers should ask Indians through their guides: "Where do you come 
from? How many moons and suns have you traveled? … Have you seen people like us? … Is there something bothering you?" 
 
Self-Imposed Seclusion? 
 
Padre Ricardo Álvarez Lobo, a Dominican priest who has worked with remote tribes for five decades, said that few if any 
Amazonian tribes have had no contact with outsiders.  
 



More likely, he said, their ancestors had contact with rubber barons who killed or enslaved them in the early 20th century. 
 
"The ancestors came into contact with evangelicals or rubber barons and had bad experiences," he said.  
 
"So they have built up myths within the group that makes them fear outsiders." 
 
In recent years, extremely isolated tribes in Brazil and Colombia have emerged from the jungle, as developers and armed 
insurgents came closer to their traditional territories.  
 
In one case, the Nukak, a tribe in southern Colombia, was driven from its extreme isolation by the insurgent group FARC.  
 
(Read related story: "Drug Wars Threaten to Wipe Out Amazon Nomads" [April 27, 2007].) 
 
Last June, uncontacted natives made contact with Kayapo natives in central Brazil.  
 
And in recent weeks, across the Peruvian border in Ecuador's Yasuní National Park, Taromenane tribesmen were blamed for 
spearing an illegal tree logger to death.  
 
Can They Be Protected? 
 
As development continues to encroach on tribal territories, activists are buckling down.  
 
Native-rights groups like Peru's Racimos de Ungurahui note that in recent years fatal illnesses have beset tribes like the Nahua, 
Nanti, and Kirineri after they came into contact with oil workers.  
 
Racimos has threatened to sue oil companies for genocide if they enter areas where isolated groups are said to live.  
 
Meanwhile, a native rights group based in Lima called AIDESEP is calling for the establishment and protection of government-
protected parks for uncontacted natives.  
 
Last August, AIDESEP petitioned the Inter-American Commission on Human Rights to intervene to protect two tribal reserves 
in northern Peru. 
 
The commission is an organ of the Organization of American States that monitors and investigates human rights violations and 
can litigate cases before the Inter-American Court of Human Rights. 
 
The cases are still pending before the commission. 

Question for: 
Study: Toxic Risks Near Projects 
Life in the shadow of 300-foot gas flares 
Oil Exploration in Amazon Threatens "Unseen" Tribes  

1. When (if ever) is it ok to destroy (or pollute) one person’s home/life/property in order to benefit another person or other 
people?  When do the benefits to the many outweigh the costs to the few?  Who was more right: Adam Smith or Karl Marx? 

 

 

(Use articles 13-14 to answer the question at the end of 13.) 

http://www3.nationalgeographic.com/places/countries/country_brazil.html
http://www3.nationalgeographic.com/places/countries/country_colombia.html
http://news.nationalgeographic.com/news/2007/04/070427-drug-war.html


13. Even Critics of Safety Net Increasingly Depend on It 
By BINYAMIN APPELBAUM and ROBERT GEBELOFF 

LINDSTROM, Minn. — Ki Gulbranson owns a logo apparel shop, deals in jewelry on the side and referees youth soccer 
games. He makes about $39,000 a year and wants you to know that he does not need any help from the federal 
government.  

He says that too many Americans lean on taxpayers rather than living within their means. He supports politicians who 
promise to cut government spending. In 2010, he printed T-shirts for the Tea Party campaign of a neighbor, Chip 
Cravaack, who ousted this region’s long-serving Democratic congressman.  

Yet this year, as in each of the past three years, Mr. Gulbranson, 57, is counting on a payment of several thousand dollars 
from the federal government, a subsidy for working families called the earned-income tax credit. He has signed up his 
three school-age children to eat free breakfast and lunch at federal expense. And Medicare paid for his mother, 88, to have 
hip surgery twice.  

There is little poverty here in Chisago County, northeast of Minneapolis, where cheap housing for commuters is gradually 
replacing farmland. But Mr. Gulbranson and many other residents who describe themselves as self-sufficient members of 
the American middle class and as opponents of government largess are drawing more deeply on that government with 
each passing year.  

Dozens of benefits programs provided an average of $6,583 for each man, woman and child in the county in 2009, a 69 
percent increase from 2000 after adjusting for inflation. In Chisago, and across the nation, the government now provides 
almost $1 in benefits for every $4 in other income.  

Older people get most of the benefits, primarily through Social Security and Medicare, but aid for the rest of the 
population has increased about as quickly through programs for the disabled, the unemployed, veterans and children.  

The government safety net was created to keep Americans from abject poverty, but the poorest households no longer 
receive a majority of government benefits. A secondary mission has gradually become primary: maintaining the middle 
class from childhood through retirement. The share of benefits flowing to the least affluent households, the bottom fifth, 
has declined from 54 percent in 1979 to 36 percent in 2007, according to a Congressional Budget Office analysis 
published last year.  

And as more middle-class families like the Gulbransons land in the safety net in Chisago and similar communities, anger 
at the government has increased alongside. Many people say they are angry because the government is wasting money and 
giving money to people who do not deserve it. But more than that, they say they want to reduce the role of government in 
their own lives. They are frustrated that they need help, feel guilty for taking it and resent the government for providing it. 
They say they want less help for themselves; less help in caring for relatives; less assistance when they reach old age.  

The expansion of government benefits has become an issue in the presidential campaign. Rick Santorum, who won 57 
percent of the vote in Chisago County in the Republican presidential caucuses last week, has warned of “the narcotic of 
government dependency.” Newt Gingrich has compared the safety net to a spider web. Mitt Romney has said the nation 
must choose between an “entitlement society” and an “opportunity society.” All the candidates, including Ron Paul, have 
promised to cut spending and further reduce taxes.  

The problem by now is familiar to most. Politicians have expanded the safety net without a commensurate increase in 
revenues, a primary reason for the government’s annual deficits and mushrooming debt. In 2000, federal and state 
governments spent about 37 cents on the safety net from every dollar they collected in revenue, according to a New York 
Times analysis. A decade later, after one Medicare expansion, two recessions and three rounds of tax cuts, spending on 
the safety net consumed nearly 66 cents of every dollar of revenue.  

http://topics.nytimes.com/top/reference/timestopics/people/a/binyamin_appelbaum/index.html?inline=nyt-per
http://topics.nytimes.com/top/reference/timestopics/people/g/robert_gebeloff/index.html?inline=nyt-per
http://topics.nytimes.com/top/reference/timestopics/subjects/t/tea_party_movement/index.html?inline=nyt-classifier
http://topics.nytimes.com/top/news/health/diseasesconditionsandhealthtopics/medicare/index.html?inline=nyt-classifier
http://topics.nytimes.com/top/reference/timestopics/subjects/s/social_security_us/index.html?inline=nyt-classifier


The recent recession increased dependence on government, and stronger economic growth would reduce demand for 
programs like unemployment benefits. But the long-term trend is clear. Over the next 25 years, as the population ages and 
medical costs climb, the budget office projects that benefits programs will grow faster than any other part of government, 
driving the federal debt to dangerous heights.  

Americans are divided about the way forward. Seventy percent of respondents to a recent New York Times poll said the 
government should raise taxes. Fifty-six percent supported cuts in Medicare and Social Security. Forty-four percent 
favored both.  

Support for spending cuts runs strong in Chisago, where anger at the government helped fuel Mr. Cravaack’s upset 
victory in 2010 over James L. Oberstar, the Democrat who had represented northeast Minnesota for 36 years.  

“Spending like this is simply unsustainable, and it’s time to cut up Washington, D.C.’s credit card,” Mr. Cravaack said in 
a February speech to the Hibbing Area Chamber of Commerce. “It may hurt now, but it will be absolutely deadly for the 
next generation — that’s our children and our grandchildren.”  

But the reality of life here is that Mr. Gulbranson and many of his neighbors continue to take as much help from the 
government as they can get. When pressed to choose between paying more and taking less, many people interviewed here 
hemmed and hawed and said they could not decide. Some were reduced to tears. It is much easier to promise future 
restraint than to deny present needs.  

“How do you tell someone that you deserve to have heart surgery and you can’t?” Mr. Gulbranson said.  

He paused.  

“You have to help and have compassion as a people, because otherwise you have no society, but financially you can’t 
destroy yourself. And that is what we’re doing.”  

He paused again, unable to resolve the dilemma.  

“I feel bad for my children.”  

14. Harder for Americans to Rise From Lower Rungs 
January 4, 2012 

By JASON DePARLE 

 

WASHINGTON — Benjamin Franklin did it. Henry Ford did it. And American life is built on the faith that others can do it, too: rise 
from humble origins to economic heights. “Movin’ on up,” George Jefferson-style, is not only a sitcom song but a civil religion. 

But many researchers have reached a conclusion that turns conventional wisdom on its head: Americans enjoy less economic mobility 
than their peers in Canada and much of Western Europe. The mobility gap has been widely discussed in academic circles, but a sour 
season of mass unemployment and street protests has moved the discussion toward center stage. 

Former Senator Rick Santorum of Pennsylvania, a Republican candidate for president, warned this fall that movement “up into the 
middle income is actually greater, the mobility in Europe, than it is in America.” National Review, a conservative thought leader, 
wrote that “most Western European and English-speaking nations have higher rates of mobility.” Even Representative Paul D. Ryan, a 
Wisconsin Republican who argues that overall mobility remains high, recently wrote that “mobility from the very bottom up” is 
“where the United States lags behind.” 

Liberal commentators have long emphasized class, but the attention on the right is largely new. 

http://topics.nytimes.com/top/reference/timestopics/subjects/r/recession_and_depression/index.html?inline=nyt-classifier


“It’s becoming conventional wisdom that the U.S. does not have as much mobility as most other advanced countries,” said Isabel V. 
Sawhill, an economist at the Brookings Institution. “I don’t think you’ll find too many people who will argue with that.” 

One reason for the mobility gap may be the depth of American poverty, which leaves poor children starting especially far behind. 
Another may be the unusually large premiums that American employers pay for college degrees. Since children generally follow their 
parents’ educational trajectory, that premium increases the importance of family background and stymies people with less schooling. 

At least five large studies in recent years have found the United States to be less mobile than comparable nations. A project led by 
Markus Jantti, an economist at a Swedish university, found that 42 percent of American men raised in the bottom fifth of incomes stay 
there as adults. That shows a level of persistent disadvantage much higher than in Denmark (25 percent) and Britain (30 percent) — a 
country famous for its class constraints. 

Meanwhile, just 8 percent of American men at the bottom rose to the top fifth. That compares with 12 percent of the British and 14 
percent of the Danes. 

Despite frequent references to the United States as a classless society, about 62 percent of Americans (male and female) raised in the 
top fifth of incomes stay in the top two-fifths, according to research by the Economic Mobility Project of the Pew Charitable Trusts. 
Similarly, 65 percent born in the bottom fifth stay in the bottom two-fifths. 

By emphasizing the influence of family background, the studies not only challenge American identity but speak to the debate about 
inequality. While liberals often complain that the United States has unusually large income gaps, many conservatives have argued that 
the system is fair because mobility is especially high, too: everyone can climb the ladder. Now the evidence suggests that America is 
not only less equal, but also less mobile. 

John Bridgeland, a former aide to President George W. Bush who helped start Opportunity Nation, an effort to seek policy solutions, 
said he was “shocked” by the international comparisons. “Republicans will not feel compelled to talk about income inequality,” Mr. 
Bridgeland said. “But they will feel a need to talk about a lack of mobility — a lack of access to the American Dream.” 

While Europe differs from the United States in culture and demographics, a more telling comparison may be with Canada, a neighbor 
with significant ethnic diversity. Miles Corak, an economist at the University of Ottawa, found that just 16 percent of Canadian men 
raised in the bottom tenth of incomes stayed there as adults, compared with 22 percent of Americans. Similarly, 26 percent of 
American men raised at the top tenth stayed there, but just 18 percent of Canadians. 

“Family background plays more of a role in the U.S. than in most comparable countries,” Professor Corak said in an interview. 

Skeptics caution that the studies measure “relative mobility” — how likely children are to move from their parents’ place in the 
income distribution. That is different from asking whether they have more money. Most Americans have higher incomes than their 
parents because the country has grown richer. 

Some conservatives say this measure, called absolute mobility, is a better gauge of opportunity. A Pew study found that 81 percent of 
Americans have higher incomes than their parents (after accounting for family size). There is no comparable data on other countries. 

Since they require two generations of data, the studies also omit immigrants, whose upward movement has long been considered an 
American strength. “If America is so poor in economic mobility, maybe someone should tell all these people who still want to come to 
the U.S.,” said Stuart M. Butler, an analyst at the Heritage Foundation. 

The income compression in rival countries may also make them seem more mobile. Reihan Salam, a writer for The Daily and National 
Review Online, has calculated that a Danish family can move from the 10th percentile to the 90th percentile with $45,000 of 
additional earnings, while an American family would need an additional $93,000. 

Even by measures of relative mobility, Middle America remains fluid. About 36 percent of Americans raised in the middle fifth move 
up as adults, while 23 percent stay on the same rung and 41 percent move down, according to Pew research. The “stickiness” appears 
at the top and bottom, as affluent families transmit their advantages and poor families stay trapped. 

While Americans have boasted of casting off class since Poor Richard’s Almanac, until recently there has been little data. 

Pioneering work in the early 1980s by Gary S. Becker, a Nobel laureate in economics, found only a mild relationship between fathers’ 
earnings and those of their sons. But when better data became available a decade later, another prominent economist, Gary Solon, 



found the bond twice as strong. Most researchers now estimate the “elasticity” of father-son earnings at 0.5, which means if one man 
earns $100,000 more than another, his sons would earn $50,000 more on average than the sons of the poorer man. 

In 2006 Professor Corak reviewed more than 50 studies of nine countries. He ranked Canada, Norway, Finland and Denmark as the 
most mobile, with the United States and Britain roughly tied at the other extreme. Sweden, Germany, and France were scattered across 
the middle. 

The causes of America’s mobility problem are a topic of dispute — starting with the debates over poverty. The United States 
maintains a thinner safety net than other rich countries, leaving more children vulnerable to debilitating hardships. 

Poor Americans are also more likely than foreign peers to grow up with single mothers. That places them at an elevated risk of 
experiencing poverty and related problems, a point frequently made by Mr. Santorum, who surged into contention in the Iowa 
caucuses. The United States also has uniquely high incarceration rates, and a longer history of racial stratification than its peers. 

 “The bottom fifth in the U.S. looks very different from the bottom fifth in other countries,” said Scott Winship, a researcher at the 
Brookings Institution, who wrote the article for National Review. “Poor Americans have to work their way up from a lower floor.” 

A second distinguishing American trait is the pay tilt toward educated workers. While in theory that could help poor children rise — 
good learners can become high earners — more often it favors the children of the educated and affluent, who have access to better 
schools and arrive in them more prepared to learn. 

“Upper-income families can invest more in their children’s education and they may have a better understanding of what it takes to get 
a good education,” said Eric Wanner, president of the Russell Sage Foundation, which gives grants to social scientists. 

The United States is also less unionized than many of its peers, which may lower wages among the least skilled, and has public health 
problems, like obesity and diabetes, which can limit education and employment. 

Perhaps another brake on American mobility is the sheer magnitude of the gaps between rich and the rest — the theme of the Occupy 
Wall Street protests, which emphasize the power of the privileged to protect their interests. Countries with less equality generally have 
less mobility. 

Mr. Salam recently wrote that relative mobility “is overrated as a social policy goal” compared with raising incomes across the board. 
Parents naturally try to help their children, and a completely mobile society would mean complete insecurity: anyone could tumble 
any time. 

But he finds the stagnation at the bottom alarming and warns that it will worsen. Most of the studies end with people born before 
1970, while wage gaps, single motherhood and incarceration increased later. Until more recent data arrives, he said, “we don’t know 
the half of it.” 

Question for:  
Even Critics of Safety Net Increasingly Depend on It 
Harder for Americans to Rise From Lower Rungs  

1. Is the “American Dream” dead?  How much support should our society give to those at the bottom end of the income scale?  
To what extent should we prioritize economic equality? 
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15. Is Big Tech Too Powerful? Ask Google 

By ROBERT B. REICH SEPT. 18, 2015  

Berkeley, Calif. — CONSERVATIVES and liberals interminably debate the merits of “the free market” versus “the government.” 
Which one you trust more delineates the main ideological divide in America. 

http://www.nytimes.com/pages/opinion/index.html#sundayreview


In reality, they aren’t two separate things. There can’t be a market without government. Legislators, agency heads and judges decide 
the rules of the game. And, over time, they change the rules. The important question, too rarely discussed, is who has the most 
influence over these decisions and in that way wins the game. 

Two centuries ago slaves were among the nation’s most valuable assets, and after the Civil War, perhaps land was. Then factories, 
machines, railroads and oil transformed America. By the 1920s most working Americans were employees, and the most contested 
property issue was their freedom to organize into unions. 

Now information and ideas are the most valuable forms of property. Most of the cost of producing it goes into discovering it or 
making the first copy. After that, the additional production cost is often zero. Such “intellectual property” is the key building block of 
the new economy. Without government decisions over what it is, and who can own it and on what terms, the new economy could not 
exist. 

Every weekday, get thought-provoking commentary from Op-Ed columnists, The Times editorial board and contributing writers from 
around the world. 

But as has happened before with other forms of property, the most politically influential owners of the new property are doing their 
utmost to increase their profits by creating monopolies that must eventually be broken up. 

The most valuable intellectual properties are platforms so widely used that everyone else has to use them, too. Think of standard 
operating systems like Microsoft’s Windows or Google’s Android; Google’s search engine; Amazon’s shopping system; and 
Facebook’s communication network. Google runs two-thirds of all searches in the United States. Amazon sells more than 40 percent 
of new books. Facebook has nearly 1.5 billion active monthly users worldwide. This is where the money is. 

Despite an explosion in the number of websites over the last decade, page views are becoming more concentrated. While in 2001, the 
top 10 websites accounted for 31 percent of all page views in America, by 2010 the top 10 accounted for 75 percent. Google and 
Facebook are now the first stops for many Americans seeking news — while Internet traffic to much of the nation’s newspapers, 
network television and other news gathering agencies has fallen well below 50 percent of all traffic. Meanwhile, Amazon is now the 
first stop for almost a third of all American consumers seeking to buy anything. Talk about power. 

Whenever markets become concentrated, consumers end up paying more than they otherwise would, and innovations are squelched. 
Sure, big platforms let creators showcase and introduce new apps, songs, books, videos and other content. But almost all of the profits 
go to the platforms’ owners, who have all of the bargaining power. 

Contrary to the conventional view of an American economy bubbling with innovative small companies, the reality is quite different. 
The rate at which new businesses have formed in the United States has slowed markedly since the late 1970s. Big Tech’s sweeping 
patents, standard platforms, fleets of lawyers to litigate against potential rivals and armies of lobbyists have created formidable 
barriers to new entrants. 

The patent system is crucial to innovation. The law gives 20 years of patent protection to inventions that are “new and useful,” as 
decided by the Patent and Trademark Office. But the winners are big enough to game the system. They make small improvements 
warranting new patents, effectively making their intellectual property semipermanent. They also lay claim to whole terrains of 
potential innovation including ideas barely on drawing boards and flood the system with so many applications that lone inventors have 
to wait years. The White House intellectual property adviser Colleen V. Chien noted in 2012 that Google and Apple were spending 
more money acquiring patents (not to mention litigating them) than on doing research and development. 

Antitrust laws used to fight this sort of market power. In the 1990s, the federal government accused Microsoft of illegally bundling its 
popular Windows operating system with its Internet Explorer browser to create an industry standard that stifled competition. Microsoft 
settled the case by agreeing to share its programming interfaces with other companies. But since then Big Tech has been almost 
immune to serious antitrust scrutiny, even though the largest tech companies have more market power than ever. Maybe that’s because 
they’ve accumulated so much political power. 



In 2012, the staff of the Federal Trade Commission’s Bureau of Competition submitted to the commissioners a 160-page analysis of 
Google’s dominance in the search and related advertising markets, and recommended suing Google for conduct that “has resulted — 
and will result — in real harm to consumers and to innovation.” But the commissioners chose not to pursue a case. Investigators also 
found evidence that Google was pushing its products ahead of competitors’ on search results, though no legal action was 
recommended on this point. 

It’s unusual for commissioners not to accept staff recommendations, and they didn’t give a full explanation. The F.T.C. noted a 
competing internal report that recommended against legal action, but another plausible reason has to do with Google’s political clout. 
Google is now among the largest corporate lobbyists in the United States. Around the time of the investigation the company poured 
money into influencing both the commissioners and the commission’s congressional overseers. 

Google is heading into a major fight with antitrust officials in the European Union for some of the same reasons the F.T.C. staff went 
after it. Not incidentally, Europe is also investigating Amazon for allegedly stifling competition in e-books, and Apple for doing the 
same in music. While many on this side of the Atlantic believe Europe is taking on these tech giants because they’re American, 
another possible explanation is that Google, Amazon and Apple lack as much political clout in Europe as they have here. 

Economic and political power can’t be separated because dominant corporations gain political influence over how markets are 
maintained and enforced, which enlarges their economic power further. One of the original goals of antitrust law was to prevent this. 

 “The enterprises of the country are aggregating vast corporate combinations of unexampled capital, boldly marching, not for 
economical conquests only, but for political power,” warned Edward G. Ryan, the chief justice of Wisconsin’s Supreme Court, in 
1873. Antitrust law was viewed as a means of breaking this link. “If we will not endure a king as a political power,” Senator John 
Sherman of Ohio thundered, “we should not endure a king over the production, transportation and sale” of what the nation produced. 

Sherman’s Antitrust Act easily passed Congress and was signed into law by President Benjamin Harrison on July 2, 1890. Twelve 
years later, President Teddy Roosevelt used it against the Northern Securities Company, which dominated rail transportation in the 
Northwest. In 1911, President William Howard Taft broke up the Standard Oil empire. 

The underlying issue has little to do with whether one prefers the “free market” or government. The real question is how government 
organizes the market, and who has the most influence over its decisions. We are now in a new gilded age similar to the first Gilded 
Age, when the nation’s antitrust laws were enacted. As then, those with great power and resources are making the “free market” 
function on their behalf. Big Tech — along with the drug, insurance, agriculture and financial giants — dominates both our economy 
and our politics. 

Yet as long as we remain obsessed by the debate over the relative merits of the “free market” and “government,” we have little hope 
of seeing what’s occurring and taking the action that’s needed to make our economy work for the many, not the few. 

Is Big Tech Too Powerful?  Ask Google 
1. How much involvement in the market should the government do?  Should we enforce anti-trust laws and break up 

Google and Apple?   
 

 (Use articles 16-17 to answer question at end of 17)  
NYTimes 

January 6, 2012 

16. One Bad Energy Subsidy Expires 

Now that the most polarized and paralyzed Congress in memory has managed to kill one of its most resilient boondoggles 
— the three-decade-old, multibillion-dollar subsidy for corn ethanol — we hope it has not exhausted its resolve and will 
take a hatchet to other harmful energy subsidies, chiefly those it gives to fossil fuels.  



The ethanol subsidy was allowed to expire last Saturday, a death blow that was all the more remarkable coming just a few 
days before the Republican caucuses in the cornfields of Iowa, where the subsidy has long been seen as untouchable.  

The 45-cent-per-gallon tax credit for oil companies to blend ethanol into gasoline cost taxpayers $5 billion to $6 billion a 
year, deepening the budget deficit. It boosted corn prices and increased food prices generally by encouraging farmers to 
replace other crops with corn. Its environmental virtues were less than advertised. Billed as a lower-carbon replacement 
for fossil fuels, corn ethanol generated more carbon dioxide than gasoline after taking into account the emissions caused 
when new land was cleared to replace the food lost to fuel production.  

Several factors conspired to kill the tax break (as well as an exorbitant tariff on imports aimed at keeping cheaper 
Brazilian ethanol out). Conservatives did not like the subsidy’s price tag and liberals saw it as a form of corporate welfare. 
It was also unnecessary and redundant. Corn ethanol is now commercially viable without the subsidy and is further 
supported by a Congressional mandate requiring refiners to blend up to 15 billion gallons a year.  

Congress should now focus on the oil industry, which has long enjoyed a web of arcane and unnecessary tax breaks — 
deductions for well depletion and intangible drilling costs. They are unique to the industry and, when combined with other 
subsidies, cost roughly $4 billion a year.  

President Obama has tried twice to kill these subsidies, without success. We hope he tries again in his coming Budget 
Message. The Congressional Research Service says that ending the subsidies would have no effect on gas prices for 
consumers and only a trivial effect on industry profits, which have been at record highs.  

But we are not holding our breath for a sea change in Congress on this issue. The unusual coalition that mobilized to fight 
the ethanol subsidy is unlikely to be replicated in any struggle over oil and gas subsidies, which House Republicans and 
their paymasters in industry have sworn to defend. We can, however, hope for modest progress in other areas. Congress 
allowed a grant program important to the solar power industry to expire at the end of the year. The program encourages 
private investment in solar power, is credited with creating thousands of jobs and should be renewed.  

Similarly, a federal production tax credit that has provided incentives for wind power operators since 1992 will expire at 
the end of 2012. Congress most recently extended the program as part of the 2009 stimulus package, and it should make 
sure to extend it again. It, too, has been an important source of jobs.  

The bottom line is clear: Congress should end the subsidies to Big Oil and redeploy the money saved to support truly new 
energy technologies, like wind and solar power, or even high-tech biofuels that don’t harm the environment and threaten 
the food supply.  

New York Times editorial, Jan. 6, 2012 

17. Religious Programs Expand, So Do Tax Breaks 
By DIANA B. HENRIQUES 

The similarities between Holy Cross Village at Notre Dame, on the north side of South Bend, Ind., and Hermitage Estates, south of 
town, are almost disorienting. The two retirement communities have the same simple gabled ranch houses, with the same touches of 
brick and stone, clustered around a pond with the same fountain funneling spray into the air and ducks waddling down the grassy 
bank.  

But the retired residents of Hermitage Estates pay an average of about $2,300 per unit in property taxes. The management of Holy 
Cross Village, the Brothers of Holy Cross, says that development should be exempt from property taxes, and it has taken that 
argument to court.  

As the Brothers of Holy Cross, a Roman Catholic religious order, sees it, providing the elderly with the amenities of the village — a 
sense of security, social opportunities and various services to make independent living easier — is a charitable activity rooted in its 
pastoral mission to serve others.  

http://www.nytimes.com/2012/01/02/business/energy-environment/after-three-decades-federal-tax-credit-for-ethanol-expires.html
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Members of the St. Joseph County Property Tax Assessment Board of Appeals, all but one of them lifelong Catholics, see it 
differently. To them, a charitable ministry does not consist of providing lovely retirement living to affluent people. The current 
residents of Holy Cross Village have an average net worth of $1 million. Those with deposits on the units under construction are even 
better off, averaging $1.6 million.  

If Holy Cross Village is not taxed, members of the assessment board point out, a heavier burden will fall on the working families in 
the county that are struggling to pay the taxes on their small homes in careworn communities like the west side of South Bend.  

“I was educated by the Brothers of Holy Cross” at St. Joseph’s High School, “and I have a great deal of respect, love and affection for 
them,” said Dennis J. Dillman, a longtime board member. “But I think what they’re doing is just not right. And that is based on the 
values they taught me at their schools.”  

The conflict in South Bend echoes disputes from Alaska to Florida that raise the following issue: As religious organizations of all 
faiths stretch their concept of mission far beyond traditional worship, should their traditional tax exemptions expand as well? 
Increasingly, government at all levels is answering yes.  

The property tax exemption is one of the oldest tax breaks granted to religious organizations, but it is not the only one. Lawmakers 
and judges have also approved what amounts to special tax treatment for religious organizations and some of their employees, 
including exemptions on personal-income and payroll taxes, and have made it easier for them to get tax-exempt construction loans for 
purely religious projects.  

Like the exemptions from federal and state regulations that have proliferated for religious groups in recent years, these tax breaks are 
widely defended both as an acknowledgment of religion’s contributions to society and as a barrier to unjustified government 
limitations on the liberty that religious organizations enjoy under the First Amendment.  

But in some communities like South Bend, tolerance of religious tax breaks is fraying as local governments struggle to provide basic 
services with limited resources.  

There are no national figures on how much money these tax breaks save religious organizations and on how much extra cost is shifted 
to other citizens. But a typical state, Colorado, reported that religious real estate valued at more than $1.1 billion was exempt from 
local property taxes there last year. Nationally, tax-exempt financing for religious organizations totaled at least $20 billion during the 
decade that ended last year.  

Congressional budget records show that just the income tax breaks uniquely available for ministers, rabbis and other clergy members 
cost taxpayers just under $500 million a year.  

And the price is almost certainly increasing, experts on taxation and congregational growth agreed, because today’s larger 
congregations need more land, employ more clergy members and pay them more money. Moreover, the definition of a religious 
mission is expanding beyond schools and hospitals to include operations as obscure as a biblical theme park in Florida and as upscale 
as a retirement community at Notre Dame.  

Every state affords some type of property-tax exemption to churches, synagogues, mosques and other religious landowners, typically 
through statutes that also cover charities, libraries, museums, private schools and other secular nonprofit groups. Indeed, when the 
Supreme Court ruled on the constitutionality of this tax break in 1970 it noted approvingly that the benefits did not fall exclusively on 
churches.  

But those venerable tax statutes did not envision the reality of modern congregations that operate athletic programs in their own 
gymnasiums or fitness centers, as well as bookstores, music and video production units, coffee shops, counseling services, ice cream 
parlors, child care programs and multimedia ministries that beam their messages from satellite dishes or television transmission 
towers.  

Leonard A. Wychocki, president and chief executive of the Franciscan Sisters of Chicago Service Corporation, a Catholic organization 
hired to manage Holy Cross Village, says religious groups should not have to defend property tax exemptions. “When there were old 
people on the streets of New York City and Chicago, our sisters took them in,” he said. The exemption recognizes “the service such 
groups provide to society.”  

No residents of Holy Cross Village will be coming in off the streets, of course. “People pay a lot of money to live in these places,” Mr. 
Wychocki acknowledged. “But they have a need beyond just a place to live. It’s around that need that we catalyze our services.”  
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Financial projections show that the project, if managed well, could eventually generate a surplus. That money, the project’s executives 
said, could help support other mission work of the Brothers of Holy Cross, including a ministry in Africa.  

“If the county wants to argue that those dollars should go to west South Bend rather than West Africa, I can see their point,” Mr. 
Wychocki said. “You may agree or disagree — but then it’s your judgment, as opposed to the brothers’ judgment.”  

He added, after an emphatic pause: “This is probably where religious freedom kicks in.”  

Breaks on Property Taxes  

Neat homes in landscaped clusters make up the first phase of what will be 256 units at Holy Cross Village at Notre Dame. Among the 
new units will be additional assisted-living and skilled-nursing units to expand the existing “continuum of care,” its management said. 
Three adjacent colleges, the University of Notre Dame among them, expand the cultural opportunities.  

In style and luxury, the project compares favorably with competing retirement communities built by national developers nationwide. 
But there is a difference: Holy Cross Village describes itself as “a ministry of Brothers of Holy Cross.” As such, it is seeking a 
property tax exemption from the Property Tax Assessment Board of Appeals for St. Joseph County.  

That rankles Ralph J. Wolfe, an assessment board member who is a resident of Hermitage Estates, a 49-unit neighborhood of retirees 
whose homeowners association provides services including maintenance and lawn care.  

Mr. Wolfe, 77, is a retired tax assessor and a longtime veteran of the close-knit appeals board. He said his community, like Holy Cross 
Village, offers its retirees some amenities. “So maybe we should get ourselves a property tax exemption.”  

He seemed to be teasing Terrance F. Wozniak, the deputy county attorney for St. Joseph County, who was listening. One of Mr. 
Wozniak’s biggest worries about losing the pending battle with Holy Cross is the ripple effects on the retirement communities in the 
county that do pay taxes.  

The Indiana courts recognize a broad definition of charity, and exemptions already have been granted to a few much smaller religious-
affiliated projects that care primarily for less healthy people, Mr. Wozniak said. But this case is different, he said: “It’s a case of 
escalation.” An exemption for the charitable care of needy older citizens is being stretched to cover “more and more luxurious 
facilities for people who, by and large, can pay their fair share.”  

Each case lowers the hurdle for what constitutes a tax-exempt retirement community, he said.  

The management of Holy Cross Village thinks the project’s mission fits well within both the Indiana definition of a “charitable 
purpose” and the federal standards for tax-exempt housing providers. The federal test requires, in part, that the project “be committed 
by established policy” to maintaining people as residents even if they become unable to pay, as the project’s investment documents 
explain.  

There is nothing in writing that guarantees the project will keep indigent residents in place, said Lori McLaughlin, general counsel for 
the Franciscan Sisters management group. “It becomes a case of those guarantees bankrupting you,” she said.  

But in lieu of a guarantee, the management has “nuns or brothers on the board saying, ‘We insist you provide care,’ ” Mr. Wychocki 
said. “It would be very rare for anybody to be asked to leave.”  

Holy Cross Village initially paid the taxes the county demanded, but subsequently got court permission to hold off on future payments 
while its appeals go forward, according to Kevin Rose, a spokesman for the project’s management.  

When the Brothers of Holy Cross appealed the county’s ruling to the Indiana Board of Tax Review last year, it lost. “A charitable 
purpose involves something beyond merely successfully marketing one’s services to seniors,” the review board said. “It implies some 
level of sacrifice on the part of the entity providing those services. It is this sacrifice that separates an ‘obviously charitable act’ from 
the everyday purposes and activities of man in general.”  

The fight has now moved to the courts, where the project’s management hopes to fare better. “We thought we were within the orbit of 
what was considered to merit that exemption,” Mr. Wychocki said. “Now we just stand and shake our heads.”  

http://www.holycrossvillage.com/home/home.asp
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While local tax authorities have been inconsistent in their rulings, many untraditional uses of land by disparate religious organizations 
of many faiths have already qualified for property tax exemptions somewhere in the country.  

In June, for example, the Florida Legislature passed, and Gov. Jeb Bush signed, a law that ended a five-year effort by Orange County 
tax authorities in Orlando to collect about $300,000 a year in property taxes from Holy Land Experience, a biblical museum and 
theme park that had sought exemption as a religious ministry but had been repeatedly turned down by the county.  

The park, where a pass good for a week costs $35 for adults and $23 for school-age children, advertises itself as a place that “brings 
the world of the Bible alive.” Its features include replicas of Calvary, the tomb of Jesus and the caves where the Dead Sea Scrolls were 
found. It also includes a period re-creation of a Jerusalem street market, with actors in costume as the merchants and buyers; and the 
KidVenture area, with a wilderness rock-climbing wall, a “misting station” and toy and gift shops. A cafe and two snack bars serve 
“real Middle Eastern fare” from couscous and falafel to Goliath Burgers.  

The county property appraiser’s office had insisted that the park, despite its biblical motif, was taxable, just like Disney World. The 
park’s founder, the Rev. Marvin J. Rosenthal, argued that it was a religious mission from start to finish, aiming to introduce religion to 
people in an entertaining and enlightening way.  

In July 2005, a local judge ruled against the county, saying the biblical park’s intent was to “spread what it considers to be God’s 
word,” while the intent of Disney World “is indisputably to make money.” When the county decided to appeal that decision, the 
ministry that operates the park lobbied successfully for relief in Tallahassee.  

A spokeswoman for Governor Bush said he signed the bill “merely to prevent future legal action and provide clarification of the law” 
on exemptions for religious property.  

In 2003, the Minnesota Tax Court granted an exemption to an elaborate fitness center owned by the Country Bible Church in Ashby, 
explaining that the center — which included a weight room, tanning bed, video arcade and bookstore, as well as a small auditorium 
and prayer room — was used to attract new church members.  

The church, with about 250 members, has a broad range of programs for children and teenagers, including a day school and toddler 
program. But it decided in 1996 that its rural location simply did not offer enough for young people, and it conceived the Destiny 
Center as a place where young people could form healthy habits and “strong, godly friendships,” according to its pastor.  

“We’ve spent close to $1 million, including the building and staff, and we’ve never broken even,” said the Rev. Steven R. 
Quernemoen, who founded the church 25 years ago. “But the goal is not to run a for-profit business. The goal was to open a facility 
that is a safe environment for young kids and families.”  

The two-story center, with a center gable soaring high over the entrance, opened in October 2000 a few miles from the church. 
Besides its fitness facilities, it has a gymnasium that offers room for rock concerts and for family events like wedding receptions, 
reunions or birthday parties. A day pass costs $4.69, including shower privileges. An annual family membership costs $500, but the 
elderly pay about half that. It is open most mornings and after school through the week, but is closed all day on Sunday.  

Similarly, in 2002, the Washington State courts granted a tax exemption for the site of a religious broadcaster’s transmission tower. 
And in January the Pennsylvania Supreme Court reversed a 1959 decision that had denied tax exemptions to parking lots that serve 
houses of worship.  

Legislative Success  

Some religious organizations have had equal success with state legislators.  

The Anchorage Baptist Temple, which has grown to 4,500 members during the 35-year tenure of the Rev. Dr. Jerry Prevo, is a big, 
muscular church on a 20-acre campus in eastern Anchorage. Its complex includes a 2,100-seat auditorium, several gymnasiums, a 
television station and the Anchorage Christian Schools, which serve about 750 students from preschool to 12th grade. The church also 
owns an assortment of individual properties, 10 of them tax-exempt.  

In April 2004, city tax assessors revoked the exemption for four church-owned homes they said did not qualify as “parsonages” 
because they housed church day-school teachers, not the pastors or other “spiritual leaders” specified by law.  

“We are a high-profile church,” said Pastor Prevo. “We were being picked on to make a public statement against tax exemptions 
generally.”  
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Any group as large as Anchorage Baptist Temple would probably have no trouble getting help from state lawmakers, even if its pastor 
did not have his own television show and even if one of the 16 men on its pastoral staff were not treasurer of the state Republican 
Party. Last May, after vigorous lobbying by the congregation, the Republican-controlled Alaska Legislature passed and Gov. Frank H. 
Murkowski signed a bill that extends the parsonage exemption to church-owned residential property occupied by educators at private 
religious or parochial schools.  

The exemption, which does not cover faculty housing at secular schools, has been challenged in court by the local American Civil 
Liberties Union.  

It is a tough fight, a lawyer for several big churches said, because a legislature that can constitutionally exempt a parsonage from the 
tax rolls can surely extend that exemption to homes a church provides to its schoolteachers.  

And back in St. Joseph County, Ind., the Granger Community Church, a large United Methodist group, took exception to the county’s 
enforcement in 2001 of a long-overlooked law that limited the amount of tax-exempt acreage around a church to 15 acres — which 
left the church with 14.54 acres still on the tax rolls.  

It lost in the courts but carried its fight to Indianapolis, and helped push through changes that eliminated the 15-acre cap.  

Breaks on Borrowing  

The Rev. Russell Lievers of the First Southern Baptist Church in Clarksville, Ind., a town of 22,000 across the Ohio River from 
Louisville, Ky., is understandably excited about the new fellowship hall his church is building.  

At a price of roughly $2.5 million, the facility will contain a “middle-school-sized” gymnasium, he said, as well as a kitchen, meeting 
areas and classroom space. It will ease crowding at the 57-year-old church and open possibilities for new athletic ministries and 
outreach, he added.  

Pastor Lievers is not familiar with the details for financing the new facility — but he knows the church has received a good interest 
rate on some of the money it is borrowing. That’s important, he said, because “our people are giving sacrificially” to support the new 
facility.  

“There are people who are delaying their retirement for a few years to help us build this,” he continued. “Others are postponing 
purchases so they can give more.”  

The explanation for the church’s low-cost financing is simple. It is relying on $1 million in tax-exempt revenue bonds sold on its 
behalf by the town of Clarksville, through its economic development commission.  

“It is the first time we’ve had a church apply,” said Samuel K. Gwin, the town attorney. “But most of us here on the town council and 
economic development commission were familiar with the church, and the folks in the church. It’s a small town.”  

The church bond issue is structured like any economic development deal: the town sells tax-exempt bonds to an investor — in this 
case, a local bank — willing to accept a lower yield because the interest is tax-free. The town lends the lower-cost money to the 
church. The bank gets tax-free interest income, the church gets a lower-cost loan and the town gets — well, at the least, a new 
gymnasium the community can use when the church’s calendar permits.  

“That will be good,” Mr. Gwin said. “Even the Y is pretty crowded.”  

In the evolving view of the courts, tax-exempt bonds for churches and other religious organizations do not involve any public money 
or government subsidy and do not run afoul of the First Amendment ban on government-sponsored religion.  

But in fact, the subsidy provided by all tax-exempt bonds, while indirect, is real: buyers of the bonds do not have to pay income taxes 
on the interest they earn, which shifts some of the overall tax burden to other taxpayers. And the final beneficiary of the bond issue — 
in this case, the church — can hold on to money it would otherwise have paid in interest.  

Of all the tools that an accommodating government can use to make life easier for religious organizations, perhaps none has changed 
more and been noticed less than tax-exempt bond financing.  



State and local governments have long used tax-exempt bonds to finance public works like bridges and schools, pledging future tax 
income to repay the debt. In the 1970’s, they began to rely heavily on revenue bonds, debt backed not by taxes but by the future 
revenues of the projects they were sold to finance, which ranged from airports to stadiums. Through economic development agencies, 
revenue bonds also were sold for the benefit of private businesses to finance factories or office buildings that would foster economic 
development.  

In 1973, near the high-water mark of the doctrine of strict church-state separation that dominated the postwar decades, the United 
States Supreme Court gave its limited blessing to public revenue bond deals to benefit private religious colleges — so long as they 
were not “pervasively sectarian” and regarded education, not the promulgation of religion, as their primary purpose.  

In a landmark case called Hunt v. McNair, the court reasoned that “aid normally may be thought to have a primary effect of advancing 
religion” — which would be unconstitutional — if it went to “an institution in which religion is so pervasive that a substantial portion 
of its functions are subsumed in the religious mission, or when it funds a specifically religious activity in an otherwise substantially 
secular setting.”  

As recently as 1991, the Virginia Supreme Court refused to approve tax-exempt financing for Liberty University in Lynchburg, Va., 
founded and run by the Rev. Jerry Falwell, because of its overarching religious purposes.  

Then, over the next eight years, judicial and government policy made a U-turn.  

Gradually, state bond statutes became less restrictive toward religious institutions and federal and state appeals courts started to permit 
tax-free financing at unabashedly religious universities — and later, religious high schools — so long as the money was used for 
firmly secular projects, like dormitories and dining halls. (California courts have held on to the “pervasively sectarian” standard, but 
three religious schools are currently challenging that approach before the State Supreme Court.)  

Does Financing Count as Aid?  

And the courts began to widely question whether tax-exempt financing even counted as government aid to religion at all, because the 
schools themselves had to repay the bonds and no public money was involved.  

In June 2000, Justice Clarence Thomas, writing for himself and three other justices, expressed second thoughts about denying tax-free 
financing to institutions based on how religious they were. “There was a period when this factor mattered, particularly if the 
pervasively sectarian school was a primary or secondary school,” he conceded. “But that period is one that the court should regret, and 
it is thankfully long past.”  

A few months later, the Virginia Supreme Court reversed the position it had taken nine years earlier in the Liberty University case and 
approved tax-exempt bond financing for the construction of a campus for Regent University, a thoroughly sectarian institution 
founded by Pat Robertson, the religious broadcaster who also founded the Christian Coalition. The Virginia justices did balk at 
permitting Mr. Robertson to use public bond financing for his department of divinity; that would have to be financed in some other 
way, they said.  

But that reluctance seems quaint these days. Early 2005 brought the sale of $28.5 million worth of tax-exempt bonds issued by Cook 
County, Ill., to finance the construction of an academic center for the Catholic Theological Union, the largest Catholic graduate school 
of theology in the United States.  

The new building, which a seminary spokeswoman said would open this fall, includes space for the world-class Bechtold library of 
theology, spacious classrooms for religious study and “a worship area that has a sacred space for the entire community to gather,” 
according to the news release about its grand opening.  

According to Jeffrey O. Lewis, a lawyer with Ice Miller in Chicago and the seminary’s bond counsel for that deal, “The ‘pervasively 
sectarian’ restriction began to fall apart in the late 1990’s, and quite a few firms are very comfortable doing seminary financing now.”  

So it was perhaps inevitable that a local government would provide tax-exempt financing to an institution as indisputably sectarian 
and devoutly religious as the First Southern Baptist Church in Clarksville. “Nobody raised any questions about it at all,” recalled Mr. 
Gwin, the town attorney.  

A search of the Municipal Securities Rulemaking Board’s database shows that more than $20 billion in tax-exempt bonds have been 
sold since the late 1980’s on behalf of religious institutions or their affiliates, including deals benefiting a Jewish vocational workshop 
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in Michigan, a Baptist retirement home in Arizona, a Presbyterian housing project in Missouri, Lutheran nursing homes and day care 
centers in Minnesota and Catholic schools in Rhode Island.  

In one recent deal, the city of Olathe, Kan., agreed to sell more than $83.5 million in tax-free bonds to help an affiliate of the 
Archdiocese of Kansas City finance Santa Marta, described as a Catholic “continuing care retirement community” with 162 units for 
independent living, 32 assisted-living units, a 32-bed nursing home and a swimming pool.  

Except for the swimming pool, Santa Marta sounds a lot like Holy Cross Village at Notre Dame, whose property tax status is being 
disputed by the tax assessment appeals board in St. Joseph County. They certainly have this in common: Most of the money needed to 
build Holy Cross Village has been borrowed at favorable interest rates through the sale of a $40 million tax-exempt bond — issued by 
the economic development commission of St. Joseph County.  

Question for: 
One Bad Energy Subsidy Expires 
Religious Programs Expand, So Do Tax Breaks Questions: 

1. What, if any, support for business, charities or any other group should be undertaken by our government?  What 
opportunity costs or benefits guide this decision? 

 

 

18. Europe needs debt relief, not decades of austerity 

• Greece and Ireland may have to be allowed to default gracefully 
• Demand grows for independent audit to separate public from private debt 

From Donegal to the Algarve, to the streets of Athens, voters on Europe's "periphery", as economists dismissively call it, are slowly 
waking up to a sobering truth – they face years of austerity, yet wage cuts, job losses and crumbling public services will not extricate 
them from financial crisis. In fact, by driving their economies into an ever deeper slump, it may even make things worse. The pain 
could just bring more pain. 

Paul Krugman, the US Nobel prize-winning economist, calls it "the austerity delusion". As Ed Miliband said of the coalition's 
austerity policies last week: "It's hurting, but it's not working." 

The Irish would certainly agree with that – Dublin has been widely praised for its draconian spending cuts, but the latest official 
figures, released on Thursday, showed that the economy has now been in recession for three years. Domestic demand is 27% lower 
than during Ireland's Celtic Tiger heyday. Investment is down by 60%, exports are falling, and, as any cash-strapped homeowner 
could tell you, when your income shrinks, it gets harder to service your debts. 

This "debt trap" is familiar to campaigners who spent years fighting for the cancellation of Africa's multibillion-pound loans from the 
west. Millions of taxpayers in wealthy countries were moved to sign petitions and march on their capitals as part of the Jubilee 2000 
movement. 

The plight of Portuguese nurses or Irish homeowners can hardly be compared to the grinding poverty of Africa's indebted millions, but 
the stark logic of the situation is the same. Adopting the harsh deflationary policies imposed by international lenders, and meeting 
punitive interest payments, sucks the life out of already fragile economies, and that makes repayment even tougher. 

Nick Dearden, director of Jubilee Debt Campaign, points to the case of Zambia. It was bailed out by the International Monetary Fund 
in the early 1980s, to prevent the government defaulting on the debts it owed to western banks, which had been on a reckless African 
lending spree. Zambia compliantly took the medicine the IMF prescribed, including severe spending cuts – but these simply drove the 
country into a deeper and deeper slump, making its debts ever more unsustainable. By 1995, Zambia's economic output had contracted 
by 30%, but its debt-to-GDP ratio had doubled, to 150%. It's hard to argue that it wouldn't have been better for the country simply to 
have defaulted on part of its debt. 

What creditors were eventually forced to admit in the case of much developing country debt was that, in practice, there was absolutely 
no likelihood of getting their money back; and morally, it was wrong for the debts to be honoured when many of the loans should 
never have been made in the first place. It's time for more people to start making the same argument in Europe. 
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The backlash is already under way: in Ireland and Greece there are increasingly noisy public campaigns demanding an independent 
audit of these countries' debts, so that voters can see exactly who owes what to whom – and by implication, who precisely is being 
"bailed out". 

Andy Storey, the University College Dublin economist involved in the Irish campaign, says: "The reason the bailout was instituted 
was because European banks wanted to get their money back." 

Much of the increase in Dublin's deficit results from huge bailouts of its clapped-out banking sector – and by implication, the 
bondholders who backed the banks. "In Ireland, an audit would be about separating the private from the public debt," Storey says. 
"How much of this is actually going to reimburse speculators, who shouldn't get their money back because they were stupid enough to 
invest in a bank with a very bad business model?" 

Drawing a line between the money owed to the banks' bondholders, and the cash Ireland has borrowed to meet the costs of the 
recession – in increased welfare payments, for example – could pave the way for some of the private sector debt, at least, to be written 
down. 

In Greece, Costas Lapavitsas, the London-based economist who is involved in the debt audit campaign, says part of its task would be 
to identify whether some of Athens' debt is actually illegitimate. He insists that, as in developing countries, there are moral as well as 
economic issues at stake. 

"Is it morally or economically acceptable to destroy the welfare state, and to destroy schools and destroy hospitals to pay off these 
debts?" he asks.  

Europe needs debt relief, not decades of austerity Questions: 
1. When, if ever, should debt be forgiven?  How can you tell when people should take full responsibility for their choices and 

when those choices are coerced? 
 

(Use Articles 19-20 to answer the question at the end of 20.) 
 

 

19. ON ECONOMICS -- Rich in Cash, But Not in Happiness 

JONATHAN MARSHALL 

Monday, March 23, 1998 

You say money can't buy happiness? It must be you just don't know where to shop.  

Most economists accept, nearly as an article of faith, that individual satisfaction tracks closely with income. Their faith 
isn't blind, either: Most of us seek raises, wish we could afford a bigger house and dream about winning the lottery.  

But a small band of economists are breaking ranks. They cite numerous studies showing paradoxically that as society 
grows richer over time, the average level of happiness -- as measured by the percentage of people who rate themselves 
``happy'' or ``very happy'' in national surveys -- doesn't grow in tandem.  

If true, the implications are potentially enormous. These findings should challenge economists -- and everyone else for 
that matter -- to re-examine the merits and consequences of economic growth.  

Economists have long conceded that simple measures of national income, such as Gross Domestic Product, don't 
accurately reflect social welfare. In a famous 1973 article titled, ``Is Growth Obsolete?,'' Yale University economists 
William Nordhaus and James Tobin pointed out that GDP doesn't account for such important factors as leisure, household 
labor, pollution and traffic.  
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A year later, Richard Easterlin, now an economist at the University of Southern California, published a seminal study 
reporting no clear trend in surveys of Americans' reported happiness. Average happiness rose from the 1940s to the late 
1950s, then gradually sank again to the early 1970s, even as personal income grew sharply.  

Returning to the subject three years ago, Easterlin cited an annual U.S. survey that showed a slight downward trend in the 
percentage of Americans saying they were ``very happy'' from 1972 to 1991 -- even though per capita income, adjusted 
for inflation and taxes, rose by a third.  

Even more striking evidence came from Japan, where a Dutch scholar, Ruut Veenhoven, tracked self-reported levels of 
satisfaction from 1958 to 1987.  

During that period, Japan's economy defined the ``Asian miracle.'' Real per capita income soared nearly fivefold, taking 
Japan from a developing country to an industrial superpower in a generation. Yet average levels of reported satisfaction 
didn't budge at all.  

Psychologists find that few things permanently budge individuals from their normal level of happiness, which is 
determined above all by inherited temperament. Lottery winners don't stay happier than other people for long, and 
accident victims who become paraplegics typically bounce back over time, a testament to the resiliency of the human 
spirit.  

But income does matter. At any given time, the higher your income, the more likely you are to report being happy, so 
there's still reason to envy the rich.  

How can these findings be reconciled? Easterlin believes people feel more satisfied if their consumption exceeds the 
social norms. But as an economy grows, so do material aspirations. That moving target keeps the average person from 
ever feeling better.  

As Karl Marx once observed, ``A house may be large or small; as long as the surrounding houses are equally small, it 
satisfies all social demands for a dwelling. But if a palace rises beside the little house, the little house shrinks into a hut.''  

On the other hand, Robert Frank, an economist at Cornell University, buys Easterlin's thesis and believes that striving for 
more consumption is a pointless treadmill. He's writing a book tentatively titled, ``Luxury Fever: Waste and Opportunity 
in an Age of Excess.''  

But Frank also believes that some kinds of goods aren't like the bigger house or car, which make you feel better only for a 
short while. These other goods really could increase happiness if a growing economy produced more of them.  

One such ``good'' is lower stress. If your average commute grows too long and traffic drives you crazy every morning, 
you'll never adjust to it. Medical evidence suggests that people who face stress suffer lasting increases in blood pressure, 
higher levels of stress hormones and shorter life spans. So investing resources to reduce traffic congestion could 
permanently raise happiness.  

So could using our increased wealth to ``buy'' more leisure, Frank argues. Unfortunately, Americans are so busy striving 
to improve their relative economic position that they rarely take time off to enjoy hobbies, family or friends. People who 
don't take the time to establish close social relationships tend to be less healthy and die younger, he said.  

To get people off the work-and- consumption treadmill, he proposes a progressive tax on consumption -- a reform, 
ironically, that many experts believe would increase economic growth by increasing saving and investment. Presumably 
the fruits of such a tax could be used for relieving traffic congestion and other social benefits.  

Despite his critique of consumption, Frank is careful not to condemn economic growth. Even if happiness doesn't change 
with different levels of income, he concedes that rising income may produce a feeling of personal progress and 
satisfaction. In other words, growth rates may be more important to happiness than absolute income levels.  



An economy with no growth, on the other hand, can turn ugly as people continue striving to climb the social ladder, Frank 
said. The only way for people to get more out of a fixed pie is to grab someone else's slice. A static economy promotes 
nasty fights over distribution; growth promotes civility and altruism.  

In the end, then, even economists who accept Easterlin's results shy away from drawing the radical conclusions they might 
imply. ``If we are really on a treadmill to nowhere,'' MIT economist Paul Krugman says, ``the problem is we don't know 
where else to go.''  

Jonathan Marshall can be reached by e-mail at marshall(atsign)sfgate.com. 

 

 

20. Can a Kid Squeeze By On $320,000 A Month? 
By ALEX KUCZYNSKI 
Published: January 20, 2002 

THE tale of Lisa Bonder Kerkorian, the 36-year-old former tennis pro who is demanding $320,000 a month in child 
support from her former husband, the 84-year-old billionaire Kirk Kerkorian, has caused a stir among hard-working 
Americans. 

Mrs. Kerkorian, who was married to Mr. Kerkorian for one month in 1998, filed court papers on Jan. 7 seeking support 
for their daughter, Kira, 3. Among other things, she wants $14,000 a month for parties and play dates; $5,900 for eating 
out; $4,300 for eating in; $2,500 for movies and other outings; $7,000 for charitable donations; $1,400 for laundry and 
cleaning; $1,000 for toys, books and videos; $436 for the care of Kira's bunny rabbit and other pets; and $144,000 for 
travel on private jets. 

Sure, that sounds like a lot of Taco Bell for a 3-year-old, but Mrs. Kerkorian will need every penny. Doesn't Mr. 
Kerkorian realize how much it costs to raise a child in Los Angeles? 

The list of required child-rearing items and services grows every year, Hollywood parents said last week. First of all, the 
moms and dads all get nervous about whose children's party is bigger and splashier. The Hotel Bel-Air was the site last 
year of a tea party for a 2-year-old, and all the toddlers got full tea sets upon departing, complete with decaf Darjeeling. 
Who cares if they knew what Darjeeling was? Or, for that matter, if they could even say ''Daddy'' or ''Mercedes-Benz'' yet? 

And there was the Hollywood mom who hired dancers from Cirque du Soleil for her child's birthday party, spending 
$30,000, according to one guest. Mrs. Kerkorian herself gave a $70,000 party for Kira's second birthday at the Hotel Bel-
Air in 1999. 

''It all got out of control when Peter Guber hired an elephant for rides at his kid's birthday party about six years ago,'' said 
one anxious Hollywood parent, who could afford only the guy who dresses up as Woody from ''Toy Story'' at his child's 
party. 

How can Mr. Kerkorian, who controls MGM and the Bellagio hotel in Las Vegas, among many other things, expect his 
daughter to develop into a responsible, caring, intelligent human being without a $70,000 birthday party every year? After 
all, just clothing the kids is hard enough in a city like Los Angeles. At Fred Segal in Santa Monica, children cry if they 
don't get sequined and embroidered Replay sweatshirts at $74 a pop. (Watch the P.B. 'n' J., little buddy!) Another big 
seller is the full-length leather coat by Quincy, at $800 for 6-year-olds. 

At the Neiman Marcus children's department in Beverly Hills, the Burberry pram is a brisk seller for new mothers, at 
$4,250, but you have to get the Loro Piana cashmere throw ($525) and socks ($325) to go with it. 

http://www.nytimes.com/


How can Mr. Kerkorian, who is trying to sell his 81 percent stake in MGM, ask his child to go without $325 cashmere 
socks? And how will Mrs. Kerkorian pay for the SAT prep classes (long-term programs in reading and math begin at age 
4) at Score! in Beverly Hills on the $75,000 a month Mr. Kerkorian was shelling out until last September? A woman can 
barely get a set of acrylic nail tips for that in Los Angeles. 

West Lost Angeles is one of the most competitive areas in the country for private schools. It is typical, one father said, for 
an 8-year-old to have taken prep courses for the Independent School Entrance Examination, given to children of grade 
school age who want to attend private school. 

Getting around isn't cheap, either, for children in the Benedict Canyon set. Though only a tot, Kira has flown 35 times on 
private jets to places like New York and France. For the $144,000 her mother has requested, she can probably get to 
France and back on a chartered jet only four times a month. 

A Hollywood screenwriter said that a classmate of his son at the Brentwood School, an elite school in Los Angeles, 
reported that students were talking one day about travel plans. ''One of them said to the other, 'Flying commercial is so 
bogus, dude,' '' he said. He added that he took his 11-year-old to a birthday party two years ago, and another child walked 
into the house and said loudly: ''Oh my God, how can anyone live in this place? It's so tiny.'' 

Newspapers have been flooded with indignant letters accusing Mrs. Kerkorian of avarice and of having an outsize sense 
of entitlement. One reader of The Los Angeles Times compared her lifestyle to ''an orgy of consumption that rivals France 
in 1789.'' 

But if anybody prepared Mrs. Kerkorian for a life of consumption, it was Mr. Kerkorian -- and his $6 billion or so. The 
couple met in 1986, playing tennis, when she was 20 and he 68, according to her court declaration. They became tennis 
partners, then lovers five years later when her first marriage fell apart. He spent lots of money on her. She quit working. 
He took her to Hawaii. She wanted to marry. He didn't. He took her to Europe. He still wouldn't marry her. She even 
became pregnant, but still no nups. 

Finally, five months after Kira was born, Ms. Bonder and Mr. Kerkorian were married, to confer ''dignity and respect'' on 
the child, she said in her court papers. The marriage came with strings. Mr. Kerkorian stipulated that they divorce a month 
later, and Mrs. Kerkorian waived her right to spousal support. Child support was set at $35,000 a month, but under 
California law, she was free to negotiate for more. 

Mr. Kerkorian had to see that coming. He and Mrs. Kerkorian, his third wife, had met at the magical crossroads of beauty, 
youth, sex and money, in a city where good looks are considered hard currency and more dependable, when invested 
properly, than Treasury bills. ''Money was never a limitation, or even a consideration, when Kirk wanted to either 
construct, acquire, own, charter, hire or pay for such desires as homes, airplanes, yachts, hotels, cars, staff or 
entertainment,'' Mrs. Kerkorian said in her court papers. ''Essentially, whatever Kirk wanted, Kirk got.'' 

What Mrs. Kerkorian wanted, at least until a few days ago, was $320,000 a month. But her lawyer, Stephen A. Kolodny, 
now says that is not enough. ''We forgot the category for major yacht charters,'' he said. 

Question for: 
ON ECONOMICS -- Rich in Cash, But Not in Happiness 
Can a Kid Squeeze By On $320,000 A Month? Question: 

1. How well do our society’s incentives align with our goals?  Is money happiness?   
 

22. Does It Pay to Become a Teacher? 
CATHERINE RAMPELL  
Dollars to doughnuts. 

http://economix.blogs.nytimes.com/author/catherine-rampell/


Fortuitously, in the midst of the contentious Chicago teachers union strike, the Organization for Economic 
Cooperation and Development has released its annual report on the state of education and investment in 
education around the developed world. It might help provide some context for what Chicago teachers are 
fighting over. 

Here’s one particularly striking figure from the report, showing the ratio of teacher salaries to the earnings of 
other workers who went to college: 

Source: Organization for Economic 
Cooperation and Development. 

 
The United States spends a lot of money on education; including both public and private spending, America 
spends 7.3 percent of its gross domestic product on all levels of education combined. That’s above the average 
for the O.E.C.D., where the share is 6.2 percent. 

The annual spending per student by educational institutions of all levels is also higher in the United States than 
it is in any other developed country. 

http://www.nytimes.com/2012/09/11/education/in-chicago-teachers-strike-signs-of-unions-under-siege.html?hp
https://www.oecd.org/newsroom/educationspendingrisingbutaccesstohighereducationremainsunequalinmostcountriessaysoecd.htm


Despite the considerable amount of money channeled into education here, teaching jobs in the United States are 
not as well paid as they are abroad, at least when you consider the other opportunities available to teachers in 
each country. 

In most rich countries, teachers earn less, on average, than other workers who have college degrees. But the gap 
is much wider in the United States than in most of the rest of the developed world. 

The average primary-school teacher in the United States earns about 67 percent of the salary of an average 
college-educated worker in the United States. The comparable figure is 82 percent across the overall O.E.C.D. 
For teachers in lower secondary school (roughly the years Americans would call middle school), the ratio in the 
United States is 69 percent, compared to 85 percent across the O.E.C.D. The average upper secondary teacher 
earns 72 percent of the salary for the average college-educated worker in the United States, compared to 90 
percent for the overall O.E.C.D. 

American teachers, by the way, spend a lot more time teaching than do their counterparts in most other 
developed countries: 

Source: Organization for Economic Cooperation and 
Development. Year of reference for Argentina is 2009. Numbers for the United States, England, Denmark, Japan, 
Indonesia and the Russian Federation refer to actual teaching hours.  

Does It Pay to Become a Teacher? Questions: 
1. If the allocation of scarce resources identifies our priorities, then it seems fair to ask: does America value education?   
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from the December 22, 2006 edition - http://www.csmonitor.com/2006/1222/p01s03-wosc.html  

22. Nike's dilemma: Is doing the right thing wrong?  

A child labor dispute could eliminate 4,000 Pakistani jobs.  

By David Montero | Correspondent of The Christian Science Monitor  

SIALKOT, PAKISTAN  

In this bustling commercial hub near the Kashmiri border, fortunes seem to rise and fall with the Nike swoosh. Some 80 percent of the 
world's soccer balls are produced here by Nike and other top sports brands - making Sialkot, a city of 3 million, a model of prosperity 
in a country where poverty and extremism freely intermingle. 

But there is a controversy behind this pot of gold. In November, Nike severed its contract with Saga Sports, its chief supplier, saying 
Saga's poor management exposes Nike to the threat of child labor and other labor violations. 

The incident, observers say, highlights the moral dilemma of first-world corporations using third-world labor. And since it is Pakistan, 
the outcome may be more pressing than elsewhere in the world. 

Many say a surge of unemployment and falling profits in Sialkot, a rare oasis, is the last thing a Pakistan struggling with militant Islam 
and poverty needs. 

A soul-searching debate is now coursing through the country: Child labor is universally condemned, but is it fair for multinationals to 
cut and run when incidents arise of children working? Or do corporations have an obligation to work to fix these problems 
themselves? 

For Nike's part, the Beaverton, Oregon-based firm stated in a November press release that it will continue working with contract 
factories in China and Thailand to supply hand-stitched balls. Nike's contracts with Saga will expire in March. 

About Saga's 5,000 stitchers, it added: "[I]n this case, the company exhausted all options and was left with no alternative but to cease 
orders, despite the potential impact to workers and the near-term effect on Nike's soccer ball business." 

Gloomy-looking executives at Saga Sports, 70 percent of whose work is for Nike, say they're confident they can keep the company on 
board. The US Embassy recently told the Sialkot Chamber of Commerce that Nike will continue its other textile operations with 
existing contractors in Pakistan, according to unofficial statements from American officials. 

By severing its contract with Saga, Nike is likely to score moral points with its customers in the West. But it's also likely, observers 
agree, to sink Saga, a corporate giant that makes about 6 million of Pakistan's annual production of 40-million soccer balls. 

Saga estimates that as many as 20,000 families could be affected, since 70 percent of the local market relies on them for work. 

"Definitely, Saga did wrong. But does the wrong they did warrant Nike leaving?" asks Nasir Dogar, chief executive of the 
Independent Monitoring Association for Child Labor (IMAC), which oversees compliance at Sialkot's 3,000 soccer-ball stitching 
centers. 

Sialkot's hand-stitched ball industry, about a century old, is big business: Saga Sports alone accounted for $33 million of the industry's 
$210 million total. For Sialkot's 45,000 stitchers, who earn less than $100 a month on average, soccer balls are a way of life. 

http://www.nytimes.com/


But for as long as there have been soccer balls in Sialkot, the hands of children have stitched them. That is not unusual in Pakistan, 
where a per capita income of about $2,800 commonly drives children to work. According to UNICEF estimates, more than 3 million 
boys and girls below age 14 work in Pakistan. 

That began changing a decade ago in the soccer-ball industry, when Nike, Puma, and Adidas, among others, worked with the 
International Labor Organization (ILO) and Sialkot suppliers to eradicate child labor. Today a majority of soccer-ball manufacturers 
voluntarily participate in IMAC's child-labor monitoring program, but some contest how effective those measures have been. 

The case of Saga Sports, in which two children were found working in the home of a subcontractor in May, is not unusual, points out 
Mr. Dogar of IMAC. Every morning, Dogar's 12 monitors perform unannounced checks on stitching centers randomly selected by 
computer. Still, children are found from time to time. 

"You cannot do 24-hour surveillance. You cannot cover the whole area," he says. 

Nonetheless, he and many others question Nike's decision to leave, given how many families may be losing their livelihood. 

"They could have found some alternative way with Saga," says Khawaja Zakauddin, who heads the anti-child labor wing of the 
Sialkot Chamber of Commerce and Industry. "To go away is the worst solution. If Nike moves from here, these people will have no 
work." 

That's certainly a concern of Hussain Naqui, a decade-long employee in Saga's shipping department. "There will be no more jobs 
without Nike. I'm especially worried about my children, who are studying," he says. 

Some say that Nike could have done more. Adidas maintains its own internal monitoring cell in Sialkot; Nike does not, observers say. 

"They have to have a transparent monitoring mechanism. It is not just the government or local administration that should be held 
responsible [for monitoring]. Nike is also responsible," says Kailash Satyarthi, chairman of the Global March Against Child Labor in 
New Delhi. 

Others disagree. "The primary responsibility lies with the government," argues Kaiser Bengali, an economist in Karachi. 

Mr. Bengali hopes the incident will prove a wakeup call for the country, resulting in better enforcement of child-labor laws, which 
remain weak even though Pakistan has ratified ILO and United Nations conventions against child labor. 

Many here in Sialkot worry that Saga's fall could chip away at a decade of progress: Low unemployment, stability, and a private sector 
that pours money into schools, clinics, and roads. 

"There is no link to terrorist activity here, because everyone is involved in their work," says Khurram A. Khawaja, Chief Executive of 
Anwar Khawaja Industries, which produces soccer balls for Select Sports in Denmark. "This will create a void." 

Nike's dilemma: Is doing the right thing wrong? Questions: 

1. Should we support child labor or sweatshop conditions if that actually improves the lives of the people involved?   
When should we compromise our values? 
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24. Some California schools get twice the funding -- and more -- of 
others  

By Sharon Noguchi at San Jose Mercury-News 
 

mailto:snoguchi@mercurynews.com?subject=San%20Jose%20Mercury%20News:
mailto:snoguchi@mercurynews.com?subject=San%20Jose%20Mercury%20News:
http://www.nytimes.com/


Thirty-six years after the California Supreme Court ordered the state to fix its unequal system of funding schools, a gaping disparity 
remains between haves and have-nots. 

And it may not improve much any time soon. 

A scathing report on California's school finances not only repeats the indictment of an inequitable, insufficient and irrational funding 
scheme, but also details how California spends on average $620 less on a student living in a high-poverty area than one in an affluent 
neighborhood. 

The report by the Education Trust-West, an Oakland-based education advocacy group, also attacks the complexity of California 
school financing. "The system is a haphazard collection of arcane and hard-to-navigate policies that manage to hide funding disparities 
from district leaders and policy makers, not to mention parents and the public," the report, released last week, reads. "The maze of 
programs and formulas makes it nearly impossible to understand whether dollars ever reach the schools and students for whom they 
are intended." 

A yawning gulf separates even school districts serving students from similar demographic backgrounds. For example, in 2009-10, the 
latest data available, per-pupil revenue was $14,076 in Palo Alto versus $7,679 in Milpitas, both unified districts serving K-12 
students. But clearly, affluence counts: In San Mateo County, the Woodside elementary district took in $18,894 per student, while 
Millbrae elementary got $7,362 per student. 

But it's not always the case that districts serving poorer students take in less. Ravenswood City School District in struggling East Palo 
Alto received $12,119 per pupil, while the affluent area served by the Cupertino Union School District received $7,335 per pupil. 

Those figures include federal, state and local revenue reported to the state Department of Education. That means that local parcel taxes 
and foundation grants were counted, but funds contributed by parent groups may not have been. The Education Trust-West report 
excluded federal revenues because it aimed its report at state policymakers, said Carrie Hahnel, the group's director of policy and 
research. 

In the 1976 Serrano v. Priest case, the California Supreme Court ruled that the state's system of school funding, then based on local 
property taxes, was inequitable and unconstitutional. In 1979, Proposition 13 reduced local property taxes, and funding of schools 
shifted sharply to the state. As a result of the ruling and the tax initiative, California's school funding plan evolved into a complicated 
set of formulas. When voters passed Proposition 98 to set a funding floor for education, formulas became more complex. 

As the recession has cut into the state's finances, local fundraising has increased in affluent areas and heightened the disparity in 
education funding, the report noted. "The impact of that is fairly significant in determining the size of the gap," said Arun 
Ramanathan, executive director of the Education Trust-West. 

While he praised Gov. Jerry Brown's proposal to revise funding formulas as "a step in the right direction," he said he fears that there's 
no assurance that the neediest schools and students will receive the money. 

"The state has a responsibility to ensure that districts are addressing those students with higher needs and to come up with 
accountability systems," Ramanathan said. 

Brown has proposed a funding formula that gives weight to students' needs, so schools with more poor students and English language 
learners would get more money. 
 

Some California schools get twice the funding -- and more -- of others question: 

1. How much equal opportunity do we really have? 
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