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Peace Must Be A Multilateral Cause

WE NEED HELP TO SECURE PEACE

Addressby GEORGE W. BUSH, President of the United States
Delivered to the General Assembly of the United Nations, New York, New York, Septmber 24, 2003

r. Secretary General; Mr. President; distin

guished delegates; ladies and gentlemen:

Twenty-four months ago — and yesterday in
the memory of America— the center of New York City
became a battlefield, and a graveyard, and the symbol of
an unfinished war. Since that day, terrorists have struck
inBali, Mombassa, in Casablanca, in Riyadh, in Jakarta, in
Jerusalem — measuring the advance of their causein the
chaos and innocent suffering they leave behind.

Last month, terrorists brought their war to the United
Nationsitself. The U.N. headquartersin Baghdad stood
for order and compassion — and for that reason, the ter-
roristsdecided it must be destroyed. Among the 22 people
who were murdered was Sergio Vieira de Mello. Over
the decades, this good and brave man from Brazil gave
help to the afflicted in Bangladesh, Cypress, Mozambique,
Lebanon, Cambodia, Central Africa, Kosovo, and East
Timor, and was aiding the people of Iraq in their time of
need. Americajoinsyou, hiscolleagues, in honoring the
memory of Senor Vieirade Mello, and the memory of all
who died with him in the service to the United Nations.

By thevictimsthey choose, and by the meansthey use,
the terrorists have clarified the strugglewe arein. Those
who target relief workers for death have set themselves
against all humanity. Those who incite murder and cel-

ebrate suicide reveal their contempt for life, itself. They
have no placein any religiousfaith; they have no claim on
the world’'s sympathy; and they should have no friend in
this chamber.

Events during the past two years have set before usthe
clearest of divides: between those who seek order, and
those who spread chaos; between those who work for
peaceful change, and those who adopt the methods of
gangsters; between those who honor the rights of man,
and thosewho deliberately takethelivesof menand women
and children without mercy or shame.

Between these alternatives there is no neutral ground.
All governmentsthat support terror are complicitin awar
againgt civilization. No government should ignorethethrest
of terror, because to look the other way gives terrorists
the chance to regroup and recruit and prepare. And all
nationsthat fight terror, asif thelives of their own people
depend oniit, will earn the favorable judgment of history.

Theformer regimes of Afghanistan and Irag knew these
alternatives, and made their choices. The Taliban was a
sponsor and servant of terrorism. When confronted, that
regime chose defiance, and that regime is no more.
Afghanistan’s President, who is here today, now repre-
sents a free people who are building a decent and just
society; they’re building a nation fully joined in the war
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GEORGE W.BUSH

against terror.

Theregime of Saddam Hussein cultivated tiesto terror
while it built weapons of mass destruction. It used those
weapons in acts of mass murder, and refused to account
for them when confronted by the world. The Security
Council was right to be alarmed. The Security Council
was right to demand that Iraq destroy itsillegal weapons
and prove that it had done so. The Security Council was
right to vow serious consequencesif Irag refused to com-
ply. And because there were consequences, because a
codlition of nations acted to defend the peace, and the
credibility of the United Nations, Iraq is free, and today
we are joined by representatives of aliberated country.

Saddam Hussein's monuments have been removed and
not only his statues. The true monuments of his rule and
his character — the torture chambers, and the rape rooms,
and the prison cells for innocent children — are closed.
And as we discover the killing fields and mass graves of
Irag, the true scale of Saddam’s cruelty is being revealed.

Thelraqgi people are meeting hardshipsand challenges,
like every nation that has set out on the path of democ-
racy. Yet their future promises lives of dignity and free-
dom, and that is a world away from the squalid, vicious
tyranny they have known. Across Iraq, lifeis being im-
proved by liberty. Across the Middle East, people are
safer because an unstable aggressor has been removed
from power. Across the world, nations are more secure
because an ally of terror has fallen.

Our actionsin Afghanistan and Iraq were supported by
many governments, and Americais grateful to each one.
| also recognize that some of the sovereign nations of this
assembly disagreed with our actions. Yet there was, and
there remains, unity among us on the fundamental prin-
ciples and objectives of the United Nations. We are dedi-
cated to the defense of our collective security, and to the
advance of humanrights. These permanent commitments
call us to great work in the world, work we must do to-
gether. So let us move forward.

First, we must stand with the people of Afghanistan
and Iraq as they build free and stable countries. Theter-
rorists and their allies fear and fight this progress above
all, because free people embrace hope over resentment,
and choose peace over violence.

The United Nations has been a friend of the Afghan
people, distributing food and medicine, helping refugees
return home, advising on anew constitution, and helping
to prepare the way for nationwide elections. NATO has
taken over the U.N.-mandated security force in Kabul.
American and coalition forces continue to track and de-
feat al Qaedaterrorists and remnants of the Taliban. Our
effortsto rebuild that country go on. | have recently pro-
posed to spend an additional $1.2 billion for the Afghan

reconstruction effort, and | urge other nationsto continue
contributing to thisimportant cause.

Inthe nation of Irag, the United Nationsis carrying out
vital and effective work every day. By the end of 2004,
more than 90 percent of Iragi children under agefive will
have been immunized against preventable diseases such
aspolio, tuberculosis and measles, thanksto the hard work
and high ideals of UNICEF. Irag'sfood distribution sys-
tem isoperational, delivering nearly ahalf-million tons of
food per month, thanks to the skill and expertise of the
World Food Program.

Our international coalitionin Iragismeetingit responsi-
bilities. We are conducting precision raids against terror-
ists and holdouts of the former regime. These killersare
at war with the Iragi people. They have made Iraq the
central front in the war on terror, and they will be de-
feated. Our coalition has made sure that Irag's former
dictator will never again use weapons of mass destruc-
tion. We are interviewing Iragi citizens and analyzing
records of the old regime to reveal the full extent of its
weapons programs and its long campaign of deception.
We're training Iragi police and border guards and a new
army, sothelragi people can assumefull responsibility for
their own security.

And at the same time, our coalition is helping to im-
prove the daily lives of the Iragi people. The old regime
built palaces while letting schools decay, so we are re-
building more than a thousand schools. The old regime
starved hospitals of resources, so we have helped to sup-
ply and reopen hospitalsacrossIrag. Theold regime built
up armies and weapons, while allowing the nation’sinfra-
structure to crumble, so we arerehabilitating power plants,
water and sanitation facilities, bridgesand airports. | pro-
posed to Congress that the United States provide addi-
tional funding for our work in Irag, the greatest financial
commitment of its kind since the Marshall Plan. Having
helped to liberate Irag, we will honor our pledgesto Irag,
and by helping thelragi people build astable and peaceful
country, we will make our own countries more secure.

The primary goal of our coditioninlragisself-govern-
ment for the people of Iraqg, reached by orderly and demo-
cratic process. This process must unfold according to the
needsof Iragis, neither hurried, nor delayed by the wishes
of other parties. And the United Nations can contribute
greatly to the cause of Iraq self-government. Americais
working with friendsand allies on anew Security Council
resolution, which will expand the U.N.’srolein Irag. As
in the aftermath of other conflicts, the United Nations
should assist in devel oping aconstitution, in training civil
servants, and conducting free and fair elections.

Irag now hasaGoverning Council, thefirst truly repre-
sentative institution in that country. Irag’'s new leaders
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are showing the openness and tolerance that democracy
requires, and they're also showing courage. Yet every
young democracy needs the help of friends. Now the
nation of Irag needs and deserves our aid, and all nations
of goodwill should step forward and provide that support.

The success of a free Irag will be watched and noted
throughout the region. Millions will see that freedom,
equality, and material progress are possible at the heart of
theMiddleEast. Leadersintheregionwill facetheclearest
evidence that free institutions and open societies are the
only path to long-term national successand dignity. Anda
transformed Middle East would benefit the entire world,
by undermining theideol ogiesthat export violenceto other
lands.

Irag asadictatorship had great power to destabilizethe
Middle East; Iraq as a democracy will have great power
to ingpire the Middle East. The advance of democratic
institutions in lraq is setting an example that others, in-
cluding the Palestinian people, would be wise to follow.
The Palestinian cause is betrayed by leaderswho cling to
power by feeding old hatreds and destroying the good work
of others. The Palestinian people deserve their own state,
and they will gain that state by embracing new |leaders
committed to reform, to fighting terror, and to building
peace. All parties in the Middle East must meet their
responsibilitiesand carry out the commitmentsthey made
at Agaba. Israel must work to create the conditions that
will alow a peaceful Palestinian state to emerge. And
Arab nations must cut off funding and other support for
terrorist organizations. Americawill work with every na-
tion in the region that acts boldly for the sake of peace.

A second challenge we must confront together is the
proliferation of weapons of mass destruction. Outlaw re-
gimesthat possess nuclear, chemical and biological weap-
ons— and the meansto deliver them — would be able to
use blackmail and create chaos in entire regions. These
weapons could be used by terroriststo bring sudden disas-
ter and suffering on ascale we can scarcely imagine. The
deadly combination of outlaw regimesand terror networks
and weapons of mass murder is a peril that cannot be
ignored or wished away. If such adanger is allowed to
fully materialize, all words, al protests, will cometoo late.
Nations of theworld must have thewisdom and the will to
stop grave threats before they arrive.

One crucial step isto secure the most dangerous mate-
rials at their source. For more than a decade, the United
States has worked with Russia and other states of the
former Soviet Union to dismantle, destroy, or secure weap-
ons and dangerous materials left over from another era.
Last year in Canada, the G8 nations agreed to provide up
to $20 billion — half of it from the United States — to
fight this proliferation risk over the next 10 years. Since
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then, six additional countrieshavejoined theeffort. More
are needed, and | urge other nations to help us meet this
danger.

We're aso improving our capability to interdict lethal
materials in transit. Through our Proliferation Security
Initiative, 11 nations are preparing to search planes and
ships, trainsand trucks carrying suspect cargo, and to seize
weapons or missile shipmentsthat raise proliferation con-
cerns. These nations have agreed on a set of interdiction
principles, consistent with legal — current legal authori-
ties. And we're working to expand the Proliferation Se-
curity Initiative to other countries. We're determined to
keep the world's most destructive weapons away from all
our shores, and out of the hands of our common enemies.

Because proliferatorswill use any route or channel that
is open to them, we need the broadest possible coopera-
tion to stop them. Today, | ask the U.N. Security Council
to adopt a new anti-proliferation resolution. Thisresolu-
tion should call on all membersof theU.N. to criminalize
the proliferation of weapons— weapons of mass destruc-
tion, to enact strict export controls consistent with interna-
tional standards, and to secure any and all sensitive mate-
rials within their own borders. The United States stands
ready to help any nation draft these new laws, and to as-
sist in their enforcement.

A third challenge we share is a challenge to our con-
science. We must act decisively to meet the humanitarian
crises of our time. The United States has begun to carry
out the Emergency Plan for AIDS Relief, aimed at pre-
venting AIDS on a massive scale, and treating millions
who have the disease already. We have pledged $15 bil-
lion over five yearsto fight AIDS around the world.

My country isacting to savelivesfrom famine, aswell.
WEe reproviding morethan $1.4 billionin global emergency
food aid, and I’ ve asked our United States Congress for
$200 million for anew famine fund, so we can act quickly
when the first signs of famine appear. Every nation on
every continent should generously add their resources to
the fight against disease and desperate hunger.

There'sanother humanitarian crisis spreading, yet hid-
denfromview. Eachyear, an estimated 800,000 to 900,000
human beings are bought, sold or forced acrosstheworld’s
borders. Among them are hundreds of thousands of teen-
age girls, and others as young as five, who fall victim to
the sex trade. This commerce in human life generates
billions of dollars each year — much of which is used to
finance organized crime.

There's a specia evil in the abuse and exploitation of
themost innocent and vulnerable. Thevictimsof sex trade
see little of life before they see the very worst of life —
an underground of brutality and lonely fear. Those who
create these victims and profit from their suffering must
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be severely punished. Those who patronize thisindustry
debase themselves and deepen the misery of others. And
governments that tolerate this trade are tolerating aform
of slavery.

This problem has appeared in my own country, and we
areworkingtostopit. ThePROTECT Act, which| signed
into law thisyear, makesit acrimefor any person to enter
the United States, or for any citizen to travel abroad, for
the purpose of sex tourism involving children. The De-
partment of Justice is actively investigating sex tour op-
erators and patrons, who can face up to 30 yearsin prison.
Under the Trafficking Victims Protection Act, the United
Statesis using sanctions against governments to discour-
age human trafficking.

Thevictims of thisindustry also need help from mem-
bers of the United Nations. And this begins with clear
standards and the certainty of punishment under laws of
every country. Today, some nations make it a crime to
sexually abuse children abroad. Such conduct should bea
crimeinall nations. Governments should informtravelers
of the harm thisindustry does, and the severe punishments
that will fall onits patrons. The American governmentis
committing $50 million to support the good work of organi-
zationsthat are rescuing women and children from expl oi-
tation, and giving them shelter and medical treatment and
the hope of a new life. | urge other governments to do
their part.

We must show new energy in fighting back an old evil.
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Nearly two centuries after the abolition of the transatlan-
tic slave trade, and more than a century after slavery was
officially ended initslast strongholds, the trade in human
beings for any purpose must not be allowed to thrive in
our time.

All the challenges | have spoken of this morning re-
quire urgent attention and moral clarity. Helping Afghani-
stan and Iraq to succeed as free nations in a transformed
region, cutting off the avenues of proliferation, abolishing
modern forms of slavery — these are the kinds of great
tasks for which the United Nationswas founded. In each
case, careful discussion is needed, and aso decisive ac-
tion. Our good intentionswill be credited only if weachieve
good outcomes.

Asan origina signer of the U.N. Charter, the United
States of America is committed to the United Nations.
And we show that commitment by working to fulfill the
U.N.’s stated purposes, and give meaning to its ideals.
The founding documents of the United Nations and the
founding documents of America stand in the same tradi-
tion. Both assert that human beings should never be re-
duced to objects of power or commerce, because their
dignity isinherent. Both require— both recognizeamoral
law that stands above men and nations, which must be
defended and enforced by men and nations. And both
point the way to peace, the peace that comeswhen al are
free. We secure that peace with our courage, and we
must show that courage together. May God blessyou all.

Cultivating Peace As An Antidote To Violence

SINCERE PRACTICE IS IMPORTANT FOR PROMOTION OF RELIGIOUS HARMONY

Addressby HISHOLINESS X1V DALAI LAMA, TENZIN GYATSO
Delivered to the Washington National Cathedral, Washington, D.C., September 11, 2003

eprived of refuge and are destitute, To such beings
may | becomeinfuture, A guardian, analy, afriend,
arefuge, and asupport, May | help end their painsand the
origins of such pains, May | become for these beings a
source of all happiness.
| am deeply humbled and also honored to have this op-
portunity to share some of my thoughts and say a few
words in this very august and sacred cathedral where all
of us have gathered together to share a platform to pray
for peace and also to remember the many victims who
suffered unimaginabl e tragedy two yearsagoin New York,
Washington and Pennsylvania.
Participation in thisinterfaith prayer will beasourceof,
in one sense, joy for all of usin that it has provided a
forum for peoplefrom different religioustraditionsto come
together to pray for aunited purpose, but at the sametime,

Pr beings who have no home, no support, Who are

sinceit isalso an occasion to remember the unimaginable
tragedy that occurred on thissoil twoyearsagoitisalsoa
source of sadness.

However, | believe as presented by the seventh cen-
tury Buddhist master Shantideva, who wrotethefollowing:

“If the problem is such that there isa solution, thereis
no need to worry about it; if thereisno solution, then there
isno point in being overwhelmed and paralyzed.”

As someone who takes these words to heart, | believe
that the tragedy that people have suffered is something
that has already happened. Itisahistorical event. How-
ever, it isimportant not to be depressed, demoralized and
paralyzed by the past event, but rather to remember the
event and try to utilize (the event) towardsakind of spiritu-
alized opportunity for personal growth and also forgiveness.

So the moral responsibilities and the tasks that fall on
our shoulders aretwo fold. Oneisto pray for the victims
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of the tragedy, particularly the family members and be-
loved ones of those who died and show them solidarity
and share in their pain. The second is to ensure on the
part of each and every one of us at theindividual level to
ensure that nothing like this ever happensin the future.

Inmy view, | think there aretwo levelsto take measure
as preventive measures. One, certainly leaders, govern-
ments and others have been taking certain measures. At
another level, | believeall thesetragic human actionscome
out of acertain motivation. Such unbelievable sort of trag-
edy happened because of hatred and jeal ousy— immense
destructiveemotions. Solikein order to promote positive
actions we have to make effort to promote positive emo-
tions. Similarly, in order to prevent negative actions, de-
structive actions, we should make efforts to reduce, or if
possible, eiminate, these negativeinflicted emotions. Here,
each of us, | think, has some way to make a contribution.
So basically | believe the promotion of compassion, for-
giveness and contentment, self-discipline— thesethingsl
feel are most important matter of preventive measures
for thelong run.

So, firstly, (it can be done) through education and also
(through) parents kindness towards children. Through
that way you cultivatein the minds of millionsof children,
our future generation, the coming younger generation. |
think through education, through awareness, these basic
human values can be increased, can be strengthened.

Recently | noticed in New York and some other places,
when thefailure of electricity happened, | wastold, unlike
previous times, this time much more peace. No chaotic
situation. | think because mainly | think peoplereally now
believein helping each other. Compassionate attitude to-
ward one another is the best way to reduce anxiety and
problems. | think that is a good sign, asign of progress.
When | heard that | really felt that isreally asign of hope.
So through education, certainly, we can promote these good
qualities of human being.

Then second, the various different religious traditions,
in spiteof different philosophy, different traditions, al have
the same message — message of love, compassion, for-
giveness, tolerance, contentment, and self-discipline.
Therefore, all have the same potentia to help humanity
through promotion of these basic human values. And aso,
| think in these tragic events, in some cases, evenreligious
narrow-minded view may have been involved. Sothepro-
motion of religious harmony, harmony among the different
religioustraditionsis, | think, inthelong run, may bevery
useful in two fields: one promotion of human values and
one to reduce these sectarian violence.

And perhaps, whether appropriate or not | don’t know,
but in any casel fedl so | would like to take this opportu-
nity as a freedom of speech. So | would like to express
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onething. Asl mentioned earlier, all the major religious
traditions have the same potential. All are talking about
these good things. At the same time, in all the religious
traditionsamong thefollowers of these different traditions,
there are some mischievous people. Always happen, a-
ways there. So, therefore, sometimes some people will
get the impression because these recent sort of terrorist
activitiessomeMuslimsinvolve. So some peopleget the
impression that the Muslim religion ismore militant, more
violent. | think that is a mistake. Among my friends,
some are Muslims. They are very compassionate. Very
generous, very nice.

Sowhen | had some discussionswith my Mudim friends
they told me very clearly, anyone who creates pain, harm
on others, that is not Muslim. They said like that. And
their behavior (is) aso very gentle. Therefore, itisnot, |
think, right to (put the) blame on onetradition asawhole.

Then, finaly, | would like to take this opportunity (to
share) one of my fundamental beliefs. That is, once we
accept religion, then we should be serious, and should be
very sincere. Sometimes we take religion amost like or-
naments. Ornaments can be easily taken out and can be
put there.

So religion, as | mentioned earlier, these very useful
concepts — love, compassion, sense of brotherhood, sis-
terhood | think these should be part of our life, part of
ourselves. So, in day and night, even in dreams. If you
seriously take this message of one’s own tradition, then
even in dream when some negative emotion are about to
come, you can make an effort to withstand.

So, (take) for example, the practice of contentment.
When you go shopping, your greed, unlimited greed comes.
Or your neighbor having anew car, anew television, you
may feel alittlejealousy, little uncomfortable. At sucha
moment, remember, if you are a Christian remember God,
his message of contentment, message of sense of broth-
erhood, sisterhood on the basis of compassion, love, then
these negative emotions automatically are reduced. And
when you face your either you call your enemy or some-
one who usually irritates you, at that time, that very mo-
ment, think and remember that that person is also acrea-
ture of God. And also, remember the image of God.
Automatically, immediately theintensity of negativefeel-
ingswill bereduced. That isaway of practice, not when
we gather in the Cathedral, short moment close our eyes
and think of God, but outside nothing there. That is a
mistake.

So through practice we can increase mindfulness. One
small example. Of course, | am not a good practitioner,
but a beginner of practitioner. But in my dream, when-
ever | come across some negative things, likefighting, or
some attachment like sexual attachment, then at that mo-
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ment in the dream, | immediately remember | am Bud-
dhist monk. | should not... | should not do that. Soitis
useful.

So | think (for) agood Christian, agood Muslim, agood
Jew or a good Hindu will gain the same experience be-
cause all teachings carry these same message. So the
guestion is whether we are really sincere, or serious or
not, that is the question. If we are not very sincere, not
very serious, then | think (it is) better to say, | am not a
religiousperson, | am not abeliever. Thenyou have more
freedom, or whatever you do. Then | think the meaning
of self -discipline. Self-disciplineissomething (involving)
resistance by volunteering. Not imposing something from
others. Soactually, disciplineissomething like protection
of your own greater long-term interest. Just like a sick
person. Even if that person wants something to eat or to
drink, but then immediately (remembers), “I got some
trouble in stomach or something so | should not eat that.”
Soresists. So that isdiscipline out of one's own interest.

Otherwise, sometimes you see people get the impres-
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sion that once you accept religion serioudly, lot of disci-
pline is necessary. That is troublesome. That kind of
attitude iswrong. So the real question is whether we ac-
ceptreligion or notisup totheindividual. Our freedom —
oncewe accept religion, we should practice (it) sincerely.
So thisalso will have another benefit, that isanother posi-
tiveeffect. That is, once you gain some experience, inner
spiritual experience, thenthat person can (feel) much easier
to seethe value of other traditions, not just mere different
philosophies, or different traditions or different appear-
ances, but because of your own someinner spiritual expe-
riences you can see the value or potential of other tradi-
tions. That isvery helpful to develop respect.

| am a Buddhist. Sometimes | describe myself as a
staunch Buddhist. But at the same time because | can
see all the great potential, same potential therefore | al-
ways admire Christianity, or Muslim, Judaism, different
Hinduism, Jainism, so on. Sothereforesincerepracticeis
something very important for promotion of religious har-
mony. Sothat’sall, thank youl!

Paper Money And Tyranny

FEDERAL RESERVE LIMITING IT'S PROPENSITY TO INFLATE OUR WAY TO PROSPERITY

Addressby RON PAUL, Congressman from Texas
Delivered to the House of Representatives, Washington, D.C., September 5, 2003

money. This meant that the monetary unit was a

commodity of honest weight and purity. When
money was sound, civilizations were found to be more
prosperous and freedom thrived. The less free a society
becomes, the greater the likelihood its money isbeing de-
based and the economic well-being of its citizens dimin-
ished.

Alan Greenspan, years before he became Federa Re-
serve Board Chairman in charge of flagrantly debasing
theU.S. dollar, wrote about this connection between sound
money, prosperity, and freedom. Inhisarticle“Gold and
Economic Freedom” (The Objectivist, July 1966),
Greenspan starts by saying: “ Anamost hysterical antago-
nism toward the gold standard is an issue that unites stat-
istsof all persuasions. They seem to sense...that gold and
economic freedom areinseparable.” Further he statesthat:
“Under the gold standard, a free banking system stands
as the protector of an economy’s stability and balanced
growth.”

Astoundingly, Mr. Greenspan’'s analysis of the 1929
market crash, and how the Fed precipitated the crisis, di-
rectly parallels current conditions we are experiencing
under his management of the Fed. Greenspan explains:
“Theexcess credit which the Fed pumped into the economy

Q Il great republicsthroughout history cherished sound

spilled over into the stock market- triggering a fantastic
speculative boom.” And, “...By 1929 the specul ative im-
balances had become overwhelming and unmanageable
by the Fed.” Greenspan concluded his article by stating:
“In the absence of the gold standard, there is no way to
protect savingsfrom confiscation through inflation.”

He explainsthat the “ shabby secret” of the proponents
of big government and paper money isthat deficit spend-
ing issimply nothing more than a“scheme for the hidden
confiscation of wealth.” Yet here we are today with a
purely fiat monetary system, managed almost exclusively
by Alan Greenspan, who once so correctly denounced the
Fed’s role in the Depression while recognizing the need
for sound money.

The Founders of this country, and a large majority of
the American people up until the 1930s, disdained paper
money, respected commaodity money, and disapproved of
acentral bank’s monopoly control of money creation and
interest rates. Ironically, it wasthe abuse of the gold stan-
dard, the Fed's credit-creating habits of the 1920s, and its
subsequent mischief in the 1930s, that not only gave us
the Great Depression, but also prolonged it. Yet sound
money was blamed for al the suffering. That’swhy people
hardly objected when Roosevelt and his statist friends
confiscated gold and radically debased the currency, ush-
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ering in the age of worldwide fiat currencies with which
the international economy strugglestoday.

If honest money and freedom are inseparable, as Mr.
Greenspan argued, and paper money leadsto tyranny, one
must wonder why it’s so popul ar with economists, the busi-
ness community, bankers, and our government officials.
The simplest explanation is that it's a human trait to al-
ways seek the comforts of wealth with the least amount
of effort. This desire is quite positive when it inspires
hard work and innovation in acapitalist society. Produc-
tivity isimproved and the standard of living goes up for
everyone. This process has permitted the poorest in
today’s capitalist countries to enjoy luxuries never avail-
ableto theroyalty of old.

But thishuman trait of seeking wesalth and comfort with
the least amount of effort is often abused. It leads some
to believe that by certain monetary manipulations, wealth
can be made more available to everyone. Those who
believein fiat money often believe wesalth can beincreased
without a commensurate amount of hard work and inno-
vation. They aso come to believe that savings and mar-
ket control of interest rates are not only unnecessary, but
actually hinder aproductive growing economy.

Concernfor liberty isreplaced by theillusion that mate-
rial benefits can be more easily obtained with fiat money
than through hard work and ingenuity. The perceived ben-
efits soon become of greater concern for society than the
preservation of liberty. Thisdoesnot mean proponents of
fiat money embark on acrusadeto promotetyranny, though
that is what it leads to, but rather they hope they have
found the philosopher’s stone and amodern aternativeto
the challenge of turning lead into gold.

Our Founders thoroughly understood this issue, and
warned us against the temptation to seek wealth and for-
tune without the work and savingsthat real prosperity re-
quires. James Madison warned of “The pestilent effects
of paper money,” as the Founders had vivid memories of
the destructiveness of the Continental dollar. George
Mason of Virginia said that he had a “Mortal hatred to
paper money.” Constitutional Convention delegate Oliver
Ellsworth from Connecticut thought the convention “A
favorable moment to shut and bar the door against paper
money.”

This view of the evils of paper money was shared by
amost al the delegates to the convention, and was the
reason the Constitution limited congressional authority to
deal with theissue and mandated that only gold and silver
could be legal tender. Paper money was prohibited and
no central bank was authorized. Over and above the eco-
nomic reasons for honest money, however, Madison ar-
gued themoral casefor such. Paper money, he explained,
destroyed “ The necessary confidence between man and
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man, on necessary confidence in public councils, on the
industry and morals of people and on the character of re-
publican government.”

The Founders were well aware of the biblical admoni-
tions against dishonest weights and measures, debased sil-
ver, and watered-down wine. The issue of sound money
throughout history has been as much a moral issue as an
economic or political issue.

Even with this history and great concern expressed by
the Founders, the barriers to paper money have been torn
asunder. The Constitution has not been changed, butisno
longer applied to the issue of money. It was once ex-
plained to me, during the debate over going towar in Iraq,
that a declaration of war was not needed because to ask
for such adeclaration was*“frivolous’ and that the portion
of the Constitution dealing with congressional war power
was “anachronistic.” So too, it seems that the power over
money given to Congressaloneand limited to coinage and
honest weights, isnow also “anachronistic.”

If indeed our generation can make the case for paper
money, issued by an unauthorized central bank, it behooves
usto at least have enough respect for the Constitution to
amend itinaproper fashion. Ignoring the Constitutionin
order to perform a pernicious act is detrimental in two
ways. First, debasing the currency as a deliberate policy
is economically destructive beyond measure. Second,
doing it without consideration for the rule of law under-
minesthe entirefabric of our Constitutional republic.

Though the need for sound money is currently not a
pressing issue for Congress, it’s something that cannot be
ignored because serious economic problemsresulting from
our paper money system are being forced upon us. Asa
matter of fact, we deal with the consequences on a daily
basis, yet fail to see the connection between our economic
problems and the mischief orchestrated by the Federal
Reserve.

All the great religions teach honesty in money, and the
economic shortcomings of paper money werewell known
when the Constitution was written, so we must try to un-
derstand why an entire generation of Americanshave come
to accept paper money without hesitation, without ques-
tion. Most Americans are oblivious to the entire issue of
the nature and importance of money. Many in authority,
however, have either been misled by false notions or see
that the power to create money is indeed a power they
enjoy, asthey promote their agenda of welfarism at home
and empire abroad.

Money isamoral, economic, and political issue. Since
the monetary unit measures every economic transaction,
from wagesto prices, taxes, and interest rates, it isvitally
important that itsvalueis honestly established in the mar-
ketplace without bankers, government, politicians, or the
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Federal Reserve manipulating its value to serve special
interests.

Money As aMoral Issue

Themoral issue regarding money should be the easiest
to understand, but almost no one in Washington thinks of
money in these terms. Although there is a growing and
deserved distrust in government per se, trust in money
and the Federal Reserve's ability to manage it remains
strong. No one would welcome a counterfeiter to town,
yet this same authority isblindly given to our central bank
without any serious oversight by the Congress.

When the government can replicate the monetary unit
at will without regard to cost, whether it’'s paper currency
or acomputer entry, it's morally identical to the counter-
feiter who illegally printscurrency. Both ways, it'sfraud.

A fiat monetary system allows power and influence to
fall into the hands of those who control the creation of
new money, and to those who get to use the money or
credit early initscirculation. Theinsidious and eventual
cost fallson unidentified victimswho are usually oblivious
to the cause of their plight. Thissystem of legalized plun-
der (though not constitutional) allows one group to benefit
at the expense of another. An actual transfer of wealth
goes from the poor and the middle classto those in privi-
leged financial positions.

In many societies the middle class has actually been
wiped out by monetary inflation, which always accompa-
nies fiat money. The high cost of living and loss of jobs
hits one segment of society, while in the early stages of
inflation, the business class actually benefitsfrom the easy
credit. Anastute stock investor or home builder can make
millionsin the boom phase of the businesscycle, whilethe
poor and those dependent on fixed incomes can’t keep up
with therising cost of living.

Fiat money is also immoral because it allows govern-
ment to finance special interest legislation that otherwise
would haveto be paid for by direct taxation or by produc-
tive enterprise.  This transfer of wealth occurs without
directly taking the money out of someone'spocket. Every
dollar created dilutesthe value of existing dollarsin circu-
lation. Thoseindividuaswhoworked hard, paid their taxes,
and saved some money for arainy day are hit the hardest,
with their dollars being depreciated in valuewhile earning
interest that iskept artificially low by the Federal Reserve
easy-credit policy. The easy credit helps investors and
consumerswho have no qualmsabout going into debt and
even declaring bankruptcy.

If one sees the welfare state and foreign militarism as
improper and immoral, one understands how thelicenseto
print money permitsthese policiesto go forward far more
easily thanif they had to be paid for immediately by direct
taxation.

745

Printing money, whichisliteraly inflation, isnothing more
than asinister and evil form of hidden taxation. It'sunfair
and deceptive, and accordingly strongly opposed by the
authors of the Constitution. That is why there is no au-
thority for Congress, the Federal Reserve, or the execu-
tive branch to operate the current system of money we
have today.

Money AsaPolitical Issue

Although the money issuetoday is of little political in-
terest to the parties and politicians, it should not be ig-
nored. Policy makers must contend with the consequences
of the business cycle, which result from the fiat monetary
system under which we operate. They may not under-
stand the connection now, but eventually they must.

In the past, money and gold have been dominant issues
in several major political campaigns. We find that when
the people have had a voice in the matter, they inevitably
chose gold over paper. To thecommon man, it just makes
sense. Asamatter of fact, alarge number of Americans,
perhaps a majority, still believe our dollar is backed by
huge hoards of gold in Fort Knox.

The monetary issue, along with the desire to have free
trade among the states, prompted those at the Constitu-
tional Convention to seek solutionsto problemsthat plagued
the post-revolutionary war economy. This post-war re-
cession was greatly aggravated by the collapse of the un-
sound fiat Continental dollar. The people, through their
representatives, spoke loudly and clearly for gold and sil-
Ver over paper.

Andrew Jackson, astrong proponent of gold and oppo-
nent of central banking (the Second Bank of the United
States,) was a hero to the working class and was twice
elected president. Thisissuewasfully debated in hispresi-
dential campaigns. The peoplevoted for gold over paper.

In the 1870s, the people once again spoke out clearly
against the greenback inflation of Lincoln. Notoriously,
governments go to paper money while rejecting gold to
promote unpopular and unaffordable wars. The return to
gold in 1879 went smoothly and was welcomed by the
people, putting behind them the disastrous Civil War infla-
tionary period.

Grover Cleveland, el ected twiceto the presidency, was
also a strong advocate of the gold standard.

Agan,inthepresidential raceof 1896, William McKinley
argued the case for gold. In spite of the great orations by
William Jennings Bryant, who supported monetary infla-
tion and made a mocking “Cross of Gold” speech, the
peoplerallied behind McKinley’s bland but correct argu-
ments for sound money.

The 20th Century was much less sympathetic to gold.
Since 1913 central banking has been accepted inthe United
States without much debate, despite the many economic
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and political horrors caused or worsened by the Federal
Reserve since its establishment. The ups and downs of
the economy have all come as a consequence of Fed poli-
cies, from the Great Depression to the horrendous
stagflation of the’ 70s, aswell asthe current ongoing eco-
nomiccrisis.

A central bank and fiat money enable government to
maintain an easy war policy that under strict monetary
rules would not be achievable. In other words, countries
with sound monetary policies would rarely go to war be-
cause they could not afford to, especially if they were not
attacked. The people could not be taxed enough to sup-
port wars without destroying the economy. But by print-
ing money, the cost can be delayed and hidden, sometimes
for yearsif not decades. To be truly opposed to preemp-
tiveand unnecessary wars one must advocate sound money
to prevent the promoters of war from financing their im-
perialism.

Look at how the military budget is exploding, deficits
areexploding, and tax revenues are going down. No prob-
lem; the Fed isthere and will print whatever is needed to
meet our military commitments, whether it’swiseto do so
or not.

The money issue should indeed be a gigantic political
issue. Fiat money hurts the economy, finances wars, and
allowsfor excessive welfarism. When these connections
are realized and understood, it will once again become a
major political issue, since paper money never lasts. Ulti-
mately politicians will not have a choice of whether to
address or take aposition on the money issue. The people
and circumstances will demand it.

We do hear some talk about monetary policy and criti-
cism directed toward the Federal Reserve, but it falls far
short of what I’m talking about. Big-spending welfarists
constantly complain about Fed policy, usually demanding
lower interest rates even when rates are at historic lows.
Big-government conservatives promoting grand worl dwide
military operations, while arguing that “ deficits don’ t mat-
ter” aslong as margina tax rates are lowered, also con-
stantly criticize the Fed for high interest rates and lack of
liquidity. Coming from both the left and the right, these
demands would not occur if money could not be created
out of thin air at will. Both sides are asking for the same
thing from the Fed for different reasons. They want the
printing presses to run faster and create more credit, so
that the economy will be healed like magic- or so they
believe.

Thisis not the kind of interest in the Fed that we need.
I’ m anticipating that we should and one day will beforced
to deal with the definition of the dollar and what money
should consist of. The current superficial discussion about
money merely shows a desire to tinker with the current
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system in hopes of improving the deteriorating economy.
There will be apoint, though, when the tinkering will no
longer be of any benefit and even the best advice will be
of no value. We have just gone through two-and-a-half
years of tinkering with 13 rate cuts, and recovery has not
yet been achieved. It'sjust possiblethat we' re much closer
than anyonerealizesto that day when it will become abso-
lutely necessary to deal with the monetary issue- both
philosophically and strategically- and forget about the band-
aid approach to the current system.

Money as an Economic |ssue

For atime, the economic consegquences of paper money
may seem benign and even helpful, but are alwaysdisrup-
tive to economic growth and prosperity.

Economic plannersof the Keynesian-socialist type have
always relished control over money creation in their ef-
forts to regulate and plan the economy. They have no
gualms with using this power to pursue their egalitarian
dreams of wealth redistribution. That force and fraud are
used to make the economic system supposedly fairer is of
little concern to them.

There are also many conservativeswho do not endorse
central economic planning asthose on theleft do, but nev-
ertheless concede this authority to the Federal Reserveto
mani pul ate the economy through monetary policy. Only a
small group of congtitutionalists, libertarians, and Austrian
free-market economistsreject the notion that central plan-
ning, through i nterest-rate and money-supply manipulation,
isaproductive endeavor.

Many sincere politicians, bureaucrats, and bankers en-
dorse the current system, not out of malice or greed, but
because it's the only system they have know. The prin-
ciples of sound money and free market banking are not
taught in our universities. The overwhelming consensus
in Washington, as well as around the world, is that com-
modity money without acentral bank isnolonger practical
or necessary. Beassured, though, that certain individuals
who greatly benefit from a paper money system know
exactly why the restraints that a commodities standard
would have are unacceptable.

Though the economic consequences of paper money in
the early stage affect lower-income and middle-classciti-
zens, history showsthat when the destruction of monetary
value becomes rampant, nearly everyone suffers and the
economic and political structure becomes unstable.
There's good reason for all of us to be concerned about
our monetary system and the future of the dollar.

Nations that live beyond their means must always pay
for their extravagance. It's easy to understand why fu-
ture generations inherit a burden when the national debt
pilesup. Thisrequiresothersto pay theinterest and debts
when they come due. The victims are never the recipi-
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ents of the borrowed funds. But thisis not exactly what
happens when a country pays off its debt. The debt, in
nominal terms, awaysgoesup, and sinceitisstill accepted
by mainstream economiststhat just borrowing endlessy is
not the road to permanent prosperity, real debt must be
reduced. Depreciating the value of the dollar does that.
If the dollar loses 10% of its value, the national debt of
$6.5trillionisreducedinrea termsby $650 billion dollars.
That's apretty neat trick and quite helpful - to the govern-
ment.

That’'s why the Fed screams about a coming deflation,
so it can continue the devaluation of the dollar unabated.
The politiciansdon’t mind, the bankerswelcomethe busi-
ness activity, and the recipients of the funds passed out by
Congressnever complain. Thegrester the debt, the greater
the need to inflate the currency, since debt cannot be the
source of long-term wealth. Individualsand corporations
who borrow too much eventually must cut back and pay
off debt and start anew, but governments rarely do.

But where's the hitch? This process, which seems to
be a creative way of paying off debt, eventually under-
minesthe capitalist structure of the economy, thusmaking
it difficult to produce wealth, and that’'s when the whole
process comesto an end. This system causes many eco-
nomic problems, but most of them stem from the Fed's
interference with the market rate of interest that it achieves
through credit creation and printing money.

Nearly 100 years ago, Austrian economist Ludwig von
Mises explained and predicted the failure of socialism.
Without apricing mechanism, the delicate bal ance between
consumersand producerswould bedestroyed. Freely fluc-
tuating prices providevital information to the entrepreneur
who ismaking key decisions on production. Without this
information, major mistakesaremade. A central planning
bureaucrat cannot be a substitute for the law of supply
and demand.

Though generally accepted by most modern economists
and poaliticians, there is little hesitancy in accepting the
omnipotent wisdom of the Federal Reserve to know the
“price” of money- theinterest rate- and its proper supply.
For decades, and especially during the 1990s- when Chair-
man Greenspan was held in such high esteem, and no one
dared question hisjudgment or the wisdom of the system-
this process was allowed to run unimpeded by political or
market restraints. Just as we must eventually pay for our
perpetual deficits, continuous manipul ation of interest and
credit will also extract a payment.

Artificially low interest rates deceive investorsinto be-
lieving that rates are low because savings are high and
represent funds not spent on consumption. When the Fed
creates bank deposits out of thin air making loans avail-
able at below-market rates, mal-investment and overca-
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pacity results, setting the stage for the next recession or
depression. Theeasy credit policy iswelcomed by many:
stock-market investors, home builders, home buyers, con-
gressional spendthrifts, bankers, and many other consum-
ers who enjoy borrowing at low rates and not worrying
about repayment. However, perpetual good times cannot
come from a printing press or easy credit created by a
Federal Reserve computer. The piper will demand pay-
ment, and the downturnin the businesscyclewill seetoit.
The downturn is locked into place by the artificial boom
that everyone enjoys, despite the dreams that we have
ushered in a“new economic era” Let there be no doubt:
the business cycle, the stagflation, the recessions, the de-
pressions, and the inflations are not aresult of capitalism
and sound money, but rather are a direct result of paper
money and acentral bank that isincapable of managing it.

Our current monetary system makesit tempting for all
parties, individuals, corporations, and government to go into
debt. It encouragesconsumption over investment and pro-
duction. Incentives to save are diminished by the Fed's
making new credit available to everyone and keeping in-
terest rates on saving so low that few find it advisable to
savefor arainy day. Thisismade worse by taxing inter-
est earned on savings. It plays havoc with those who do
save and want to live off their interest. Theartificial rates
may be 4, 5, or even 6% below the market rate, and the
savers- many who are elderly and on fixed incomes- suf-
fer unfairly at the hands of Alan Greenspan, who believes
that resorting to money creation will solve our problems
and give us perpetual prosperity.

Lowering interest rates at times, especially early inthe
stages of monetary debasement, will produce the desired
effectsand stimulate another boom-bust cycle. But even-
tually the distortions and imbal ances between consump-
tion and production, and the excessive debt, prevent the
monetary stimulus from doing very much to boost the
economy. Just look at what’s been happening in Japan for
the last 12 years. When conditions get bad enough the
only recourse will be to have major monetary reform to
restore confidence in the system.

Thetwo conditionsthat result from fiat money that are
more likely to concern the people are inflation of prices
and unemployment. Unfortunately, few realizethese prob-
lemsaredirectly related to our monetary system. Instead
of demanding reforms, the chorus from both theright and
left isfor the Fed to do more of the same- only faster. If
our problem stems from easy credit and interest-rate ma-
nipul ation by the Fed, demanding morewill not do much to
help. Sadly, it will only make our problemsworse.

Ironically, the more successful the money managersare
at restoring growth or prolonging the boom with their mon-
etary machinations, the greater are the distortions and
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imbalances in the economy. This means that when cor-
rections are eventually forced upon us, they are much more
painful and more people suffer with the correction lasting
longer.

Today’s economic conditions reflect a fiat monetary
system held together by many tricks and luck over the
past 30 years. Theworld has been awash in paper money
since removal of the last vestige of the gold standard by
Richard Nixon when he buried the Bretton Woods agree-
ment- the gold exchange standard- on August 15, 1971.
Since then we' ve been on aworldwide paper dollar stan-
dard. Quite possibly we are seeing the beginning of the
end of that system. If so, tough times are ahead for the
United States and the world economy.

A paper monetary standard means there are no re-
straints on the printing press or on federal deficits. In
1971, M3was$776 billion; today it standsat $8.9 trillion,
an 1100% increase. Our national debt in 1971 was $408
billion; today it stands at $6.8 trillion, a 1600% increase.
Since that time, our dollar haslost almost 80% of its pur-
chasing power. Common sense tells us that this process
is not sustainable and something has to give. So far, no
one in Washington seems interested.

Althoughdollar creationisultimately thekey toitsvaue,
many other factorsplay apart inits perceived value, such
as. the strength of our economy, our political stability, our
military power, the benefit of the dollar being the key re-
serve currency of the world, and the relative weakness of
other nation’s economies and their currencies. For these
reasons, the dollar has enjoyed aspecial placeintheworld
economy. Increases in productivity have also helped to
bestow undeserved trust in our economy with consumer
prices, to some degree, being held in check and fooling the
people, at the urging of the Fed, that “inflation” is not a
problem. Trust isanimportant factor in how thedollar is
perceived. Sound money encourages trust, but trust can
come from these other sources as well. But when this
trust is lost, which always occurs with paper money, the
delayed adjustments can hit with a vengeance.

Following the breakdown of the Bretton \Woods agree-
ment, the world essentially accepted the dollar as a re-
placement for gold, to be held in reserve upon which even
more monetary expansion could occur. It was a great ar-
rangement that up until now seemed to make everyone happy.

We own the printing press and create as many dollars
aswe please. These dollars are used to buy federal debit.
This allows our debt to be monetized and the spendthrift
Congress, of course, finds this a delightful convenience
and never complains. Asthedollarscirculate through our
fractiona reserve banking system, they expand many times
over. With our excess dollars at home, our trading part-
ners are only too happy to accept these dollarsin order to
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sell ustheir products. Becauseour dollar isrelatively strong
compared to other currencies, we can buy foreign prod-
ucts at a discounted price. In other words, we get to cre-
ate the world'sreserve currency at no cost, spend it over-
seas, and receive manufactured goods in return. Our ex-
cess dollars go abroad and other countries-especially Ja-
pan and China- are only too happy to loan them right back
to us by buying our government and GSE debt. Up until
now both sides have been happy with this arrangement.

But all good things must come to an end and this ar-
rangement isending. The process put usinto aposition of
being ahuge debtor nation, with our current account defi-
cit of more than $600 billion per year now exceeding 5%
of our GDP. We now owe foreigners more than any other
nation ever owed in all of history, over $3 trillion.

A debt of this sort always ends by the currency of the
debtor nation decreasing in value. And that's what has
started to happen with thedollar, althoughit still hasalong
way to go. Our free lunch cannot last. Printing money,
buying foreign products, and selling foreign holders of dol-
lars our debt ends when the foreign holders of this debt
become concerned with the dollar’s future value.

Oncethisprocess starts, interest rateswill rise. Andin
recent weeks, despite the frenetic effort of the Fed to
keep interest rates low, they are actually rising instead.
The official explanation isthat thisis due to an economic
rebound with an increase in demand for loans. Yet ade-
crease in demand for our debt and reluctance to hold our
dollarsisamorelikely cause. Only timewill tell whether
the economy rebounds to any significant degree, but one
must be aware that rising interest rates and serious price
inflation can also reflect aweak dollar and awesk economy.
The stagflation of the 1970s baffled many conventional
economists, but not the Austrian economists. Many other
countries have in the past suffered from the extremes of
inflation in an inflationary depression, and we are not im-
mune from that happening here. Our monetary and fiscal
policies are actually conducive to such a scenario.

In the short run, the current system givesusafreeride,
our paper buys cheap goods from overseas, and foreign-
ersrisk all by financing our extravagance. Butinthelong
run, wewill surely pay for living beyond our means. Debt
will be paid for oneway or another. Aninflated currency
always comes back to haunt those who enjoyed the * ben-
efits’ of inflation. Although thisprocessisextremely dan-
gerous, many economistsand politiciansdo not seeit asa
currency problem and areonly toowilling tofind avillain
to attack. Surprisingly the villain is often the foreigner
who foolishly takes our paper for useful goods and ac-
commodates us by loaning the proceeds back to us.

It'strue that the system encourages exportation of jobs
as we buy more and more foreign goods. But nobody
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understands the Fed role in this, so the cries go out to
punish the competition with tariffs. Protectionismisapre-
dictable consequence of paper- money inflation, just asis
the impoverishment of an entire middle class. It should
surprise no one that even in the boom phase of the 1990s,
there were still many people who became poorer. Yet all
we hear are calls for more government mischief to cor-
rect the problems with tariffs, increased welfare for the
poor, increased unemployment benefits, deficit spending,
and special interest tax reduction, none of which can solve
the problemsingrained in a system that operates with pa-
per money and a central bank.

If inflation were equitable and treated all classes the
same, it would be less socially divisive. But while some
seetheir incomesgoing up abovetherateof inflation (movie
stars, CEQOs, stock brokers, speculators, professional ath-
letes,) others seetheir incomes stagnate likelower-middle-
income workers, retired people, and farmers. Likewise,
theriseinthecost of living hurtsthe poor and middleclass
more than the wealthy. Because inflation treats certain
groups unfairly, anger and envy are directed toward those
who have benefited.

Thelong-term philosophic problem with thisisthat the
central bank and the fiat monetary system are not blamed;
instead free market capitalismis. Thisiswhat happened
in the 1930s. The Keynesians, who grew to dominate
economicthinking at thetime, erroneoudly blamed thegold
standard, balanced budgets, and capitalism instead of tax
increases, tariffs, and Fed policy. This country cannot
afford another attack on economic liberty similar to what
followed the 1929 crash that ushered in the economic in-
terventionism and inflationism which we have been saddled
with ever since. These policies have brought us to the
brink of another colossal economic downturn and we need
to be prepared.

Big business and banking deserve our harsh criticism,
but not because they are big or because they make alot of
money. Our criticism should come because of the special
benefitsthey receive from amonetary system designed to
assist the business class at the expense of the working
class. Labor leader Samuel Gompers understood thisand
feared paper money and a central bank while arguing the
case for gold. Since the monetary system is used to fi-
nance deficits that come from war expenditures, the mili-
tary industrial complex isastrong supporter of the current
monetary system.

Liberalsfoolishly believethat they can control the pro-
cessand curtail the benefitsgoing to corporationsand banks
by increasing the spending for welfare for the poor. But
this never happens. Powerful financial special interests
control the government spending process and throw only
crumbsto the poor. Thefallacy with thisapproach isthat
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the advocates fail to see the harm done to the poor, with
cost of living increases and job losses that are a natural
consequence of monetary debasement. Therefore, even
more liberal control over the spending process can never
compensate for the great harm done to the economy and
the poor by the Federal Reserve's effort to manage an
unmanageable fiat monetary system.

Economic intervention, financed by inflation, is high-
stakes government. It provides the incentive for the big
money to “invest” in gaining government control. Thebig
money comes from those who have it- corporations and
banking interests. That'swhy literally billions of dollars
are spent on elections and lobbying. The only way to re-
store equity is to change the primary function of govern-
ment from economic planning and militarism to protecting
liberty. Without money, the poor and middle classaredis-
enfranchised since accessfor themost part requiresmoney.
Obviously, thisisnot apartisan issue since both major par-
ties are controlled by wealthy special interests. Only the
rhetoricisdifferent.

Our current economic problems are directly related to
the monetary excesses of three decades and the more
recent efforts by the Federal Reserve to thwart the cor-
rection that the market is forcing upon us. Since 1998,
there has been a sustained attack on corporate profits.
Before that, profits and earnings were inflated and ficti-
tious, with WorldCom and Enron being prime examples.
In spite of the 13 rate cuts since 2001, economic growth
has not been restored.

Paper money encourages speculation, excessive debt,
and misdirected investments. The market, however, a-
waysmovesin thedirection of eliminating bad investments,
liquidating debt, and reducing specul ative excesses. What
we have seen, especialy since the stock market peak of
early 2000, is aknock-down, drag-out battle between the
Fed's effort to avoid arecession, limit the recession, and
stimulate growth with itsonly tool, money creation, while
the market demands the elimination of bad investments
and excess debt. The Fed was also motivated to save the
stock market from collapsing, which in some ways they
have been able to do.

The market, in contrast, will insist on liquidation of
unsustai nable debt, removal of investment mistakes made
over several decades, and a dramatic revaluation of the
stock market. Inthisgo-around, the Fed has pulled out all
the stops and is more determined than ever, yet the mar-
ket is saying that new and healthy growth cannot occur
until amajor cleansing of the system occurs. Does any-
onethink that tariffs and interest rates of 1% will encour-
age the rebuilding of our steel and textile industries any-
time soon? Obviously, something moreis needed.

Theworld central bankers are concerned with the lack
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of responseto low interest rates and they havejoinedina
concerted effort to rescue the world economy through a
policy of protecting the dollar’srolein theworld economy,
denying that inflation exists, and justifying unlimited ex-
pansion of the dollar money supply. To maintain confi-
dence in the dollar, gold prices must be held in check. In
the 1960s our government didn’t want a vote of no confi-
dence in the dollar, and for a couple of decades, the price
of gold was artificially held at $35 per ounce. That, of
course, did not last.

In recent years, there has been a coordinated effort by
the world central bankersto keep the gold pricein check
by dumping part of their large horde of gold into the mar-
ket. This hasworked to a degree, but just asit could not
be sustained inthe 1960s, until Nixon declared the Bretton
Woods agreement dead in 1971, thiseffort will fail aswell.

The market price of gold is important because it re-
flectsthe ultimate confidencein thedollar. Anartificially
low pricefor gold contributesto fal se confidence and when
thisis lost, more chaos ensues as the market adjusts for
the delay.

Monetary policy today is designed to demonetize gold
and guarantee for the first time that paper can serve asan
adequate substitute in the hands of wise central bankers.
Trust, then, has to be transferred from gold to the politi-
cians and bureaucrats who are in charge of our monetary
system. This fails to recognize the obvious reason that
market participants throughout history have always pre-
ferred to deal with real assets, real money, rather than
government paper. This contest between paper and hon-
est money isof much greater significance than many real-
ize. We should know the outcome of this struggle within
the next decade.

Alan Greenspan, although once a strong advocate for
the gold standard, now believes he knows what the out-
comeof thisbattlewill be. Isitjust wishful thinking on his
part? In an answer to aquestion | asked before the Finan-
cial Services Committee in February 2003, Chairman
Greenspan made an effort to convince me that paper
money now works as well as gold: “1 have been quite
surprised, and | must say pleased, by the fact that central
banks have been able to effectively simulate many of the
characteristics of the gold standard by constraining the
degree of finance in a manner which effectively brought
down the general price levels.”

Earlier, in December 2002, Mr. Greenspan spoke be-
fore the Economic Club of New York and addressed the
same subject: “ The record of the past 20 years appearsto
underscore the observation that, although pressures for
excessissuance of fiat money are chronic, aprudent mon-
etary policy maintained over a protracted period of time
can containtheforcesof inflation.” Thereare several prob-
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lemswith this optimistic assessment. First, efficient cen-
tral bankerswill never replacetheinvisible hand of acom-
modity monetary standard. Second, using government
price indexes to measure the success of a managed fiat
currency should not be reassuring.

Theseindexes can be arbitrarily altered toimply asuc-
cessful monetary policy. Also, price increases of con-
sumer goods are not alitmus test for measuring the harm
done by the money managers at the Fed. The develop-
ment of overcapacity, excessive debt, and speculation still
occur, even when priceshappen to remain reasonably stable
due to increases in productivity and technology. Chair-
man Greenspan makes his argument because he hopes
he's right that sound money is no longer necessary, and
also because it's an excuse to keep the inflation of the
money supply going for aslong aspossible, hopingamiracle
will restore sound growth to the economy. But that’sonly
a dream.

We are now faced with an economy that is far from
robust and may get alot worse before rebounding. If not
now, thetimewill soon come when the conventiona wis-
dom of the last 90 years, since the Fed was created, will
have to be challenged. If the conditions have changed
and the routine of fiscal and monetary stimulation don’t
work, we better prepare ourselves for the aftermath of a
failed dollar system, whichwill not belimited to the United
States.

Aninteresting headline appeared in the New York Times
on July 31, 2003, “Commodity Costs Soar, But Factories
Don’'t Bustle.” What is observed here is a sea change in
attitude by investors shifting their investment funds and
speculation into things of real value and out of financial
areas, such as stocks and bonds. This shift shows that in
spite of the most aggressive Fed policy in history in the
past three years, the economy remains sluggish and inter-
est rates are actually rising. What can the Fed do? If this
trend continues, there’s little they can do. Not only do |
believethistrend will continue, | believeit'slikely to ac-
celerate. This policy plays havoc with our economy; re-
duces revenues, prompts increases in federal spending,
increasesin deficitsand debt occur, and interest costsrise,
compounding our budgetary woes.

The set of circumstances we face today are unique
and quite different from all the other recessions the Fed-
eral Reserve hashad to deal with. Generally, interest rates
are raised to slow the economy and dampen price infla-
tion. At the bottom of the cycleinterest rates are lowered
to stimulate the economy. But thistime around, the reces-
sion came in spite of huge and significant interest rate
reductions by the Fed. Thisaggressive policy did not pre-
vent the recession as was hoped; so far it has not pro-
duced the desired recovery.
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Now we' re at the bottom of the cycle and interest rates
not only can’t belowered, they arerising. Thisisaunique
and dangerous combination of events. Thisset of circum-
stances can only occur with fiat money and indicates that
further manipul ation of the money supply and interest rates
by the Fed will havelittleif any effect.

The odds aren’'t very good that the Fed will adopt a
policy of not inflating the money supply because of some
very painful consequences that would result. Also there
would be a need to remove the pressure on the Fed to
accommodate the big spendersin Congress. Since there
areessentially only two groupsthat have any influence on
spending levels, big-government liberalsand big- govern-
ment conservatives, that's not about to happen. Poverty
isgoing to worsen dueto our monetary and fiscal policies,
so spending on the war on poverty will accelerate.

Our obsession with policing the world, nation building,
and pre-emptive war are not likely to soon go away, since
both Republican and Democratic |leaders endorse them.
Instead, the cost of defending the American empireisgo-
ing to accelerate. A country that is getting poorer cannot
pay these billswith higher taxation nor can they find enough
excess funds for the people to loan to the government.
The only recourse is for the Federal Reserve to accom-
modate and monetize the federal debt, and that, of course,
isinflation.

It's now admitted that the deficit isout of control, with
next year’s deficit reaching over one-half trillion dollars,
not counting the billions borrowed from “trust funds” like
Social Security. I'm sticking to my predictionthat withina
few yearsthe national debt will increaseover $1 trillionin
onefiscal year. So far, so good, no big market reactions,
the dollar is holding its own and the administration and
congressional leadersarenot alarmed. But they ought to be.

| agree, it would be politically tough to bite the bullet
and deal with our extravagance, both fiscal and monetary,
but the repercussions here at home from aloss of confi-
denceinthedollar throughout theworld will not be apretty
sight to behold. | don’'t see any way we are going to avoid
thecrisis.

We do have some options to minimizethe suffering. If
we decided to, we could permit some alternatives to the
current system of money and banking we have today.

Already, wetook abig stepin thisdirection. Gold was
illegal to own between 1933 and 1976. Today millions of
Americans do own some gold.

Gold contractsarelegal, but asettlement of any dispute
isalwaysin Federal Reservenotes. Thismakesgold con-
tracts of limited value.

For gold to be an alternative to Federal Reserve notes,
taxes on any transactionsin gold must be removed, both
sales and capital gains.
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Holding gold should be permitted in any pension fund,
just asdollarsare permitted in achecking account of these
funds.

Repeal of all legal tender lawsisamust. Sound money
never requires the force of legal tender laws. Only paper
money requires such laws.

These proposals, even if put in place tomorrow, would
not solveall the problemsweface. It would though, legal-
ize freedom of choice in money, and many who worry
about having their savings wiped out by a depreciating
dollar would at least have another option. Thisoptionwould
ease some of the difficultiesthat are surely to come from
runaway deficits in a weakening economy with skyrock-
etinginflation.

Curbing the scope of government and limiting itssizeto
that prescribed in the Constitutionisthegoal that we should
seek. But political reality makesthisoption availableto us
only after a national bankruptcy has occurred. We need
not face that catastrophe. What weneed to doisto strictly
[imit the power of government to meddle in our economy
and our personal affairs, and stay out of the internal af-
fairs of other nations.

Conclusion

It sno coincidencethat during the period following the
establishment of the Federal Reserve and the elimination
of the gold standard, a huge growth in the size of the fed-
eral government and its debt occurred. Believersin big
government, whether on the left or right, vociferously re-
ject the constraints on government growth that gold de-
mands.

Liberty isvirtually impossibleto protect when the people
allow their government to print money at will. Inevitably,
the left will demand more economic interventionism, the
right more militarism and empire building. Both sides, ei-
ther inadvertently or deliberately, will foster corporatism.
Those whose greatest interest isin liberty and self-reli-
ance are lost in the shuffle. Though left and right have
different goals and serve different special-interest groups,
they are only too willing to compromise and support each
other’s programs.

If unchecked, the economic and political chaos that
comes from currency destruction inevitably leads to tyr-
anny- a consequence of which the Founders were well
aware. For 90 years we have lived with a central bank,
with the last 32 years absent of any restraint on money
creation. Thelonger theprocess|asts, thefaster the printing
presses haveto runin an effort to maintain stability. They
are currently running at record rate. It was predictable
and is understandable that our national debt is now ex-
panding at arecord rate.

The panicky effort of the Fed to stimulate economic
growth does producewhat it considersfavorable economic
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reports, recently citing second quarter growth thisyear at
3.1%. But in the footnotes, we find that military spend-
ing-almost all of which isoverseas- was up an astounding
46%. This, of course, represents deficit spending financed
by the Federal Reserve'sprinting press. Inthe samequar-
ter, after-tax corporate profitsfell 3.4%. Thisishardly a
reassuring report on the health of our economy and merely
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reflects the bankruptcy of current economic policy.

Real economic growth won'’t return until confidencein
the entire system is restored. And that is impossible as
long asit depends on the politicians not spending too much
money and the Federal Reserve limiting its propensity to
inflate our way to prosperity. Only sound money and lim-
ited government can do that.

Facing The Challenges Ahead

THE SERIOUS POLICY ISSUES FACING THE UNITED STATES

Address by MURRAY WEIDENBAUM, Honorary Chairman of the \Weidenbaum Center on the Economy, Gover nment, and
Public Policy at Washington University in &. Louis

Delivered to the Westwood Country Club, &. Louis, Missouri, September 10, 2003

That isusually abad timefor any serious discussion

of public policy. After al, I still remember onepresi-
dential campaign where the most important i ssue seemed
to be the status of Quemoy and Matsu. Those were two
trivial and virtually deserted little islands off the coast of
Taiwan. There also was a presidential debate on closing
the missile gap. After the campaign, it turned out that
therewasno U.S. missilegap. Infact, it was the Soviets
who had the missile gap.

On the economic front, we more recently witnessed a
campaign successfully attacking the sitting president for
not doing anything to get us out of recession. The data
now show that the upturn in the economy started well
before election day. Under current circumstances, | con-
fidently forecast that Republicans will tell us how great
thiswonderful economy is, while Democrats will be cry-
ing in their beer because of the horrible economic condi-
tions we are experiencing.

Before we get caught in the campaign crossfire, let me
try to sketch out what | believe to be the serious questions
facing the American people. Who knows, we may yet be
pleasantly surprised by a candidate dealing with some of
these tough matters. Inany event, these problemswill be
here after the polls close on that fateful Tuesday in No-
vember.

To get us started, | would like to lay out the serious
policy issuesthat will facethe president of the United States,
Republican or Democrat, who is inaugurated in January
2005. We can summarize that presidential policy agenda
with eight key questions:

1. How can the United States achieve a stronger
economy?

2. Relatedtothat, how canweavoid inflation aswell
as deflation?

3. How can we reduce those huge budget deficits?

4. What do we do when the temporary tax cuts ex-

-I-ne presidential election campaign has started early.

pire?

5. How can we finance social security and medi-
care when the baby boomers retire?

6. How do we cope with rapidly expanding govern-
ment regulation?

7. How can we meet the global competitive chal-
lenge, especially from Chinaand India?

8. How do we face future threats to the national secu-
rity?

Even if | had the capability, | do not have the time to-
night to even try to provide comprehensive answers to
each of these questions. However, as an economist | be-
lievethat | can provide some helpful starting points.

As you may have noticed, the American economy is
not exactly booming. Nevertheless, an upturnisnow un-
derway. The economy is rising by about 2-1/2 percent
this year. Three rounds of tax cuts and quadruple that
number of interest rate reductions have provided substan-
tial stimulusto asluggish economy. Declinesin oil prices
have helped lower the cost of domestic production and a
drop intheinternational exchange rate of the dollar isen-
couraging exports. The continued upturn in military pro-
curement is another plus to the economy.

Nevertheless, my rubber band theory of businesscycles
seems to be working well - surely better than the more
formal econometric models. Sharp and long recessions
generate big snapbacks. Mild recessions, however, are
usually followed by shallow recoveries. That happens
because there is no opportunity for the accumulation of
large backlogs of internet businessand consumer demands.
Surely, thisisour current experience. Theresultisasiow
and drawn out recovery.

At thispoint | suggest that we let the economic medi-
cine do itswork and not overdose the patient. Decision-
makers in Washington, D.C., aways want to show the
public how active they are. However, they now would be
well advised to take an economic form of the physicians
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Hippocratic Oath: first pledge to do no harm.

We had a good reminder of the need for a moderate
economic policy during thissummer. When the new higher
budget deficit numbers were published, interest rates
started to turn up. Additional federal spending programs,
designed to prod the economy, could have further adverse
economic effects - especialy if they led to another round
of interest rate increases.

We do have to get used to the fact that we are now
living in avery different economic environment than the
1990s. That was an unsustainable boom time. The eco-
nomic futureislikely to be more modest than the feverish
pace of the last decade. | do not expect that the United
Statesin the coming decade will see economic growth of
well over 4 percent for three yearsin arow, aswedid in
the late 1990s. Fortunes will not be made as frequently,
nor lost as quickly in this new and more sustainabl e eco-
nomic environment.

By theway, alot of people are suspicious of any report
that the economy isturning up, whatever the rate, so long
asunemployment stayshigh. A littlelessonin economics
may bein order. We have agrowing population - about 1
percent ayear. Withrising productivity, the average worker
produces more, about 2 percent ayear. That means that
the economy hasto grow by 3 percent just to keep unem-
ployment steady. We only bring down the unemployment
rate when the economy is growing faster than 3 percent.
That iswhy earlier thisyear, whilethe economy was grow-
ing slowly, the unemployment rate was edging up.

| console my studentswith the fact that, if the economy
were not so complicated, we would not need so many
economists.

In recent years, the United States has avoided the eco-
nomic extremesof inflation and deflation. Of course, some
individual prices- especially of services- continuetorise
even when the economy isweak. Meanwhile, the prices
of other items, mainly manufactured goods, decline even
when the economy isgrowing. Pricesof individual prod-
ucts frequently fluctuate, especially in response to new
technology or foreign competition. Those forces are al-
ways present in a healthy and dynamic economy. On bal-
ance, we have achieved an unusual degree of overall price
stability. The peddlers of doom and gloom may generate
someheadlines. But, inevitably, they depart from the scene.

Some members of the Federal Reserve Board have
been making statements on inflation and deflation which
aresubject to varying interpretations. However nobletheir
intentions, they often have confused financial markets. At
this point, | believe that the Fed Board would be well ad-
vised to take a long vacation. The time for additional
monetary stimulus is over. Over the past decades, the
Fed has done agood job and they should leave well enough
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alone.

Asyou may have noticed, Congress has added a new
gimmick to the already complex Internal Revenue Code.
To limit the reported size of the tax cuts, expiration dates
arenow set. Thus, in the case of the tax reductions voted
earlier thisyear, the child credit and the marriage penalty
relief run out in 2005. Small business expensing endsin
2006. Dividend rate reductionsonly extend to 2009. And
the general rate cutsterminatein 2010. There are so many
“sunrises’ and “sunsets’ in the new tax bill that the tax
expertsin Washington call it the Fiddler on the Roof Law.

Itisunlikely that Congresswill let all of those tax ben-
efits expire. That would be equivalent to a series of tax
increases. However, extending the cuts will reduce the
future flow of revenue to the Treasury - even after mak-
ing agenerous allowance for the feedback effect of faster
economic growth. All that would makeit moredifficult to
return to small deficits, much lessto the budget surpluses
we experienced in 1998-2001.

Moreover, thegoa of comprehensivetax reform - which
isendorsed by almost every presidential candidate - isas
illusive as ever. Nevertheless, the increased complexity
of the tax system generated in the last few years makes
true tax reform more necessary than ever.

Now let usturn to the spending side of the budget. To
put the problem in a nutshell, Congress has voted more
benefits than revenues to pay for them. Some research-
ers have tried to quantify that imbalance for the years
ahead. The results are staggering - totaling trillions of
dollarsof promised but unfinanced benefits. The big sur-
prise, at |east to me, isthat, however large the social secu-
rity deficit will be, the Medicare finance problem will be
many times worse.

Financing social security in the years ahead will be es-
pecialy difficult because of the underlying demographic
trends - and the odd way we are responding to them. Let
me try to describe the basic policy problem. Despite all
the scare talk about dangerous chemicals and other haz-
ardsintheenvironment, Americansareliving longer. Over
the past 30 years, average life expectancy has increased
from 71 yearsto 77. At the same time, on average we
areretiring earlier. The most common age of retirement
has fallen from 65 to 62. Reducing the number of years
that we pay into the social security trust fund and length-
ening the period over which wereceive benefitsisatough
combination for those administering the socia security
program and other govenunent retirement programs.

On past occasions, | have suggested that social secu-
rity benefits should start at age 65, not 62. | once had the
temerity to propose that change at ameeting of acommis-
sion on financing retirement on which | was serving. Talk
about getting hooted down. But | still believeitisagood
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idea. Morefundamentally, Congress hasto decide whether
social security is a retirement system or a welfare pro-
gram. Now it isacombination of both, even though wedo
not usually think about it that way.

Yes, it sounds harsh, but granting every social security
retiree an automatic annual cost-of-living (COLA) increase
isthe economic equivalent of welfare. The COLA ispaid
for by somebody else, by theworking population. Surely,
thetypical privateinsurance policy doesnot haveaCOLA
provision. When | made this point in public during my
White House days, one congressman called for my im-
peachment. Fortunately, | worked for a president who
knew when laughter was the appropriate response.

While | am voicing unpopular thoughts, let me say that
the basic shortcoming of medicare is an attitude encour-
aged by both political parties: “I want the best possible
medical care, especially if somebody elseisgoing to pay
forit.” To start the necessary but difficult reform process,
| would use an approach imbedded in the typical automo-
bileinsurance policy: institute areasonable deductible so
that we do not swamp the health care system with paper-
work for small claims. In health care, insurance should
not includeroutine visitsto the doctor, but it should extend
generously to cover magjor illnesses.

Unfortunately, government isnot good at making tough
long-run decisions early. Unless big changes are made,
social security and medicarearelikely to run out of money
- but not in the next few years. There is an important
lesson to be learned from the S& L bailout of the 1980s -
the longer you wait to act, the more difficult and more
expensive is the bailout. | guess members of Congress
are not exactly quick learners.

Since 2001, we have seen the fastest increase in gov-
ernment regulation in a very long time. The number of
federal regulatorstoday is47 percent higher than last year’s
total. By far, the largest part of the increase - but not all
of it-isinairlinesecurity. Likemost Americans, | believe
that preventing terrorist attacks is very important.

Nevertheless, it was sad to see that, in setting up the
new Transportation Security Agency, Congress did not
apply the lessons from previous regulatory experiences.
One of those unlearned lessonsisthat hastily written laws
are most likely to contain serious defects. That is espe-
cially sointhe case of statutes setting unrealistic deadlines.

The unfortunate result has been unnecessary costs and
needless disruption. Virtually every traveler hasahorror
story. | will not add to your collection - unless you press
me. Asin many other areas of regulation, the unantici-
pated consequences are severe. In this case, | believe
that a major reason for the poor financial shape of the
airlinesisthat many potential passengers have been scared
off by the arbitrary and inconsistent application of those
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new inspection rules.

The most fundamental shortcoming of the regulatory
process - and recent regul atory legislation isno exception
- isthat each of theseregulationsiswritteninisolation, as
if nothing else mattered. Just try asking whether thereis
a better way of achieving a given regulatory objective -
whether there is a more cost/effective approach to clean
water or healthier air or airline security. From my own
experience in a variety of regulatory areas, | assure you
that you will belambasted for trying to underminetheregu-
latory objective. That close-minded attitude is equally
apparent whether the subject isglobal warming or worker
safety.

L et ustake up another political hot potato - global com-
petition. It does not reduce my commitment to free and
open markets at home and abroad to state that American
companies are facing rising global competition. To clear
the air, let me say that most of the charges that foreign
producers are engaged in unfair dumping of their products
in our markets turn out to be groundless. It is not unfair
for a company with lower costs to charge less than their
competitors. American firmsdo that whenever they have
the opportunity. We also have post-Christmas clearance
saleswithout violating any laws, but when foreign produc-
ers try to do that, the chances are they will run afoul of
our punitive anti-dumping laws.

We should worry about the real reasons why some do-
mestic firms cannot meet the foreign competition. It is
unfair for government programsand union rulestoincrease
the cost of production in the United States. Featherbed-
ding and needlessly burdensome regulations are luxuries
that we have to dispense with if American companiesare
going to meet increasi ng tough foreign competition.

Perhapsthe most curable competitiveness shortcoming
istheinadequate education and training of millionsof young
Americans who are our potential workforce for the years
ahead. We cannot blame the dropout rates in our central
city high schools on foreign competition. Itissad to boast
that the United Statesis number one among theindustrial -
ized nations measured by the high school dropout rate.
By the way, we spend a lot more per student than other
countries. The dropout problem isnot the result of alack
of dollarsfor education.

In terms of foreign competition, afundamental change
is occurring which we need to understand better. | am
referring to the evolution of Chinaas an industrial power
and the rise of India as a major service center. These
strategic developments are generating problems as well
asopportunitiesfor U.S. businessfirms, workers, and con-
sumers.

Thereis considerable historical precedent which gives
us someinsight into the longer-term implications. Inthe
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early 19th century, Europe dominated the world economy.
That monopoly ended with therise of the United States as
amagjor industrial power. Europe's share of world com-
merce declined and the adjustments at timeswere painful.
However, the overall results were very positive. Total
world trade rose. So did living standards in both Europe
and America.

A similar situation has been developingin Asia. Japan
became amajor economic power in the 20th century - and
the pace of economic development accelerated, with re-
sults comparable to the European experiencein the previ-
ous century. In the 21st century, we can expect China
and India to become world economic leaders. The ef-
fects good and bad - are likely to be similar to earlier ex-
periences.

A word of warning arises from China's earlier history.
In the 15th century, Chinawas arguably the most prosper-
ous and advanced nation in theworld. Chinawas not the
backward place that many Americans visualize. Rather,
it wastheinnovator that Western nationsfollowed. China
invented paper, gunpowder, the cannon, the magnetic com-
pass, the clock, the wheel barrow, movable type, and nau-
tical innovations such astherear rudder. Chinese techni-
cians were casting molten iron many centuries before
Europeans discovered the process.

What changed the situation? Suddenly, the Emperor of
China arbitrarily cut off commerce with the rest of the
globe. China descended into along period of economic
and intellectual stagnation, from which it has only begun
to emerge.

Nevertheless, thereisavery positive sideto the subject
of international competition. The puppet-parading pro-
testers so visible in Seattle and Genoa were wrong. The
emotional outcriesagainst theinternational economy were
mistaken. Globalizationisworking. When we penetrate
the noise, it turns out that those “terrible” multinational
enterprises are creating widespread wealth. More people
have moved out of poverty in the devel oping countriesin
the last two decades than ever before in world history.

It is clear that we live in a dangerous world and that a
substantial military force will be required for the foresee-
able future. We can argue about the exact size and com-
position of the military establishment and, of course, when
to exert that military power. Nevertheless, in view of the
continuing supersized budget deficits, we know that there
will be constant pressure from the proponents of civilian
programsto limit the growth of military spending.

Under the circumstances, it will be highly desirable to
cut back the expensive but low priority vestiges of the
Cold War that are still imbedded in the Defense
Department’s budget. The place to start isto close down
the military bases that are no longer needed in view of
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today’s security needs. Thereis no shortage of such po-
tential candidatesfor the budgetary axe. Experience, how-
ever, tellsusthat every community affected will riseupin
opposition. A solid phalanx of business, labor, and civic
leaderswill declare how essential thisold military facility
is for the region’s economic welfare and, of course, for
the nation’s security.

My favorite exampleisabasein the Washington, D.C.,
area which, by every standard, should be closed down.
What keepsit going? By sheer coincidence it has agreat
golf course used by the top brass, military and civilian.
Even more important than the base closingsisthe need to
modernize the bureaucratic way in which the Department
of Defense awards tens of billions of dollars of contracts
each year.

Military procurement dollars would go much further if
the Pentagon would strip out the many bureaucratic re-
strictionsthat currently burden the acquisition of weapon
systems. Examples include prohibiting the purchase of
clothing and even fibersof “foreign origin,” mandating the
procurement of items composed of the highest percent-
age of recycled material, and providing a monetary pref-
erence to low-noise emissions products. My favorite is
requiring the purchase of specific supplies from the Fed-
eral Prison Industries. That appealsto my sense of irony
because it isillegal to import any items produced by for-
eign prison labor.

Surely, whatever presidential administrationisin office
in the years ahead will have to make many tough deci-
sions in order to match military requirements and fiscal
redlity.

Asyou can see, there will be no shortage of problems
facing the United States in the years ahead. The sensible
approach - which is not always followed - isto deal with
theseissues promptly, beforethey reach crisis proportions.
It is also important to put these matters in perspective.

Warts and all, the United Statesis still the freest soci-
ety and hasthe strongest economy of any industrial nation
ontheface of theglobe. That isnot just the result of good
luck. Our country possesses six special characteristics
that arethe key to our continued economic prosperity. Too
often we take these factors for granted - and we should not:

1. A strong entrepreneurial spirit. Americansare con-
stantly starting up new enterprises. In contrast, most Eu-
ropeanswith discretionary resources are satisfied with just
maintaining the status quo. One obvious manifestationis
that they traditionally take much longer vacations - and
simultaneously resent our greater economic success. More
fundamentally, European businesses face far more oner-
ous regulation than our companies - not that regulatory
burdens are exactly light in the United States.

2. A substantial small cap stock market. In no other
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country can anew businesswith apromising product idea
hope to raise substantial amounts of capital in the equity
market. Elsewhere, a new business typically hasto rely
on bank loans and family wealth.

3. Comparatively low taxes. Weall loveto gripe about
the high taxeswe pay. | readily admit that | am no excep-
tion. However, in comparison with most other nations, we
have a smaller public sector and therefore lower tax bur-
dens.

4. Highlabor mobility. Yes, itiseasier tolay off work-
ersin the United States than in Europe. But there is an-
other side to the coin: American employers are far more
likely to hire new workers. The overall result of these
divergent trends, over the decades, isstriking: job stagna-
tion and high unemployment in Western Europe and job
growth and lower unemployment here.

5. World class higher education. Where do peoplein
other countries send their youngstersto college, especially
for advanced degrees? Not to Beijing University or To-
kyo or Berlin, and certainly not to Riyadh University. Par-
ents who can afford to do so send their young people to
American universities. The research being performed at
our major universitiesis also avital asset, which leadsto
the last point.

6. Advancing technology. A silent but strategic cross-
over occurred inthe 1980s. Until then, most research and
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development (R&D) in the United States was sponsored
and financed by the Department of Defense. Military
needs determined the direction of the bulk of our scientific
and engineering efforts.

Sincethen, however, R& D has been primarily financed
and sponsored by private enterprise. The business share
isnow up to 70 percent. That isatribute to the power of
private economicincentives. Thismassivecivilianinvest-
ment in the fruits of science and technology - tens of bil-
lionsof dollarsayear - can be expected to enhance Ameri-
can competitiveness. That will come about by generating
a future flow of new and better commercial products as
well as improved production methods. One result is al-
ready measurable. The United States consistently runs a
surplus of exports over importsin high-tech products and
services. Our strength in technology will be especially
vital in the years ahead as China and India become more
powerful competitorsin the global marketplace.

To sum up briefly, the United States will face a host of
challenging public policy problems in the years ahead -
and wewill have tremendous resourcesto deal with them.
Whoever ispresident in the years ahead, we can wish him
or her good judgment and especially good luck. Let me
leave you with the forecast of my favorite economist, the
cowboy humorist Will Rogers. He said, “Thingswill get
better, despite our efforts to improve them.”

Economic Development

THE PARTNER OF SUSTAINABILITY

Addressby J. STEVEN WHISLER, Chairman, President and Chief Executive Officer, Phelps Dodge Corporation
Delivered to the 26th Mining Convention, Arequipa, Peru, September 16, 2003

ank you, Roque Benavides, and good morning to
each of you. |I'm pleased to be with you today, and
it'sapleasureto sharethe stage with Wayne Murdy,

Juan Villarz- and Alex Harrelson.

Whenever | address a group like this, | remind myself
of an adage we've al heard: Talk ischeap. Inthemining
industry, we know exactly why thisistrue. It’sbasic eco-
nomics. Talk ischeap becausethe supply greatly exceeds
the demand! And with that in mind, I [l do my best to be
brief.

Of course, talk alsoischeap becauseit’srelatively easy
to deliver ... far easier than the actions needed to back it
up when claims and commitments are made. That’'s why
I’ m cautious when approaching atopic likethe onewe're
considering today ... sustainable development.

In adiscussion of this subject, thereis plenty of room
for misunderstanding and misinterpretation. Thetopic can
be unwieldy because the definitions of sustainability are
so wide-ranging and the expectations in many quarters

are so high but also so different. In the search for com-
mon ground, the concept, and not its definition or the par-
ticulars or the implications, is sometimes all that can be
agreed upon. Even when discussing positions that are
180 degreesapart, partieswill boldly announcetheir agree-
ment on the concept. | don't believe that approach does
anyone any good. It's important, therefore, that we be
clear about exactly what it is we're discussing.

For today, let’s focus on a definition we all know, the
one created in 1987 through the Bruntland Study of the
World Commission on Environment and Development.
According to this definition, sustainable development is
development that meets the needs of the present without
compromising theability of future generationsto meet their
own needs.

It's difficult to argue with the sentiments embodied in
thisdefinition. We want to meet the needs of the present,
and we want to make sure that the lives of our children,
our grandchildren and our great-grandchildren are not
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harmed by what we do in our generation.

Asisoftenthe case, however, thisdefinition providesa
vision, but it's not an intricate, detailed plan. It begsthe
guestion of who, exactly, is responsible for sustainable
development and how, exactly, it will be achieved.

| also suspect that many people are less likely to hear
thefirst stated objective - meeting the needs of the present
- and more likely to hear the second - making sure that
future generations can meet their own needs.

Similarly, | suspect that many peoplearemorelikely to
hear the word “sustainable” than they are the word “ de-
velopment.” And that’s unfortunate, because develop-
ment isimportant. In fact, economic development is the
imperative for raising the standard of living for people
throughout theworld.

The truth is, there really is not much to sustain if not
much has been developed. Any reasonable discussion of
sustainable development, therefore, must begin with an
understanding that economic development improveslives
in numerous ways. It'simportant for the present genera-
tion, and, | believe, it produces resources, systems, know!-
edge and skills that help future generations meet their
needs. When done properly and responsibly, devel opment
isnot at oddswith sustainability but is, in fact, its partner.

Mining, as a basic industry, plays a vital role in eco-
nomic development. It often can jumpstart and providea
foundation for economic development in acountry.

In the nation of Peru, mining has been aleading sector
of the economy for the past decade, averaging 9 percent
growth per year from 1992 through 2002. Mining repre-
sents about 5 percent of the gross domestic product and
45 percent of the country’s exports.

Mining, of course, brings investment dollars and cre-
atesjobs. Inthe mid-1990s, amajor modernization at our
Cerro Verde minein Peru required nearly $240 millionin
new investment dollars. The mine employs about 660
people. Our annual payroll isabout $12 million U.S. dol-
lars, and many of our employees own shares of the mine.

You'reall aware of the multiplier effect that direct jobs
have on an economy. At Cerro Verde, we estimate that
the 660 jobs we provide create three times as many jobs
around Areguipa as businesses work to meet the wants
and needs of our employees and the mine itself.

Mining operationsalso become customersfor local busi-
nesses providing goods and services. Cerro Verde's op-
erational purchases are more than $75 million each year,
and most of that spending occurs in the area around
Arequipa

Mining, in addition to direct employment, often brings
the benefits of improved infrastructureto regionsin which
mines are developed. A good example is our proposed
participation in the Pillones Dam project north of the mine,
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a project that will create an important new resource for
the Arequiparegion and the country.

With the dam, Cerro Verde can extend its current min-
ing life by about 25 years. During that time, we will be
able to provide jobs to an additional 300 permanent em-
ployees. Thefeasibility of such an extension isdependent
upon our ability to secure areliable supply of water for
our future operations, and our participation in the dam
project will help usinthisregard. If we can reach agree-
ment and secure the necessary water rights, we' rewilling
to provide a significant portion of the capital needed to
build the dam - capital the government would otherwise
haveto provide. Thedam, in addition to providing anec-
essary resource to amajor economic enginein theregion,
would be along-term resource for the community and its
future generations. We are eager to help bring thisinfra-
structure project into being for the mutual benefit of the
region, the country and the mine.

Some benefits of mining are not so quantifiable, but they
are real nonetheless. For example, employees at a mine
often becomeinterested in devel oping their skillsand pur-
suing the increased educational opportunities that the fi-
nancial base of mining can provide. Intelligent mine op-
erators will encourage that interest, which often gets
passed on to subsequent generations.

Mining also gives employees the resources they need
to take better care of themselves. At Phelps Dodge, we
hold health and safety as a core value. We work hard to
teach employees to live safe, healthy lives, and we en-
courage them to become champions of health and safety
among their familiesand in their communities. Again, this
improves the quality of life not only for the present gen-
eration but also future generations.

All of usare awarethat someindividual minesiteswill
never be sustainable. The productsthey create, however,
may be sustainable; copper, for instance, once mined and
refined, can berecycledindefinitely and put to avariety of
uses that society findsfor it.

Each individual mine has afinite life; sooner or later,
the mineral resources of the mine will be depleted. For
this reason we, as an industry, have to be careful about
our definition and our position on sustainable devel opment.
We have to be clear that when discussing a property that
produces adepl eting resource, sustainability doesn’t mean
that we can magically makethat property bring forth min-
erals forever.

There are steps we can take, however, to support the
principlesof sustainable devel opment and help future gen-
erations meet their needs.

TheU.S. National Mining Association, for example, has
developed a series of principlesinvolving sustainable de-
velopment for its members. These principles address the
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issue from three perspectives - environmental, social and
economic. They include such ideas as:

* Recognizing and being responsive to possible envi-
ronmental impacts of exploration activities.

* Developing approaches to mine planning and devel-
opment responsive to possible environmental impacts
through every stage of themining cycle, including closure
and post-closure activities.

* Planning in advancefor thetimely reclamation of sites
in accordance with site-specific criteria and recognizing
community priorities, needs and interests as the mine ap-
proaches and reaches closure.

* Being aleader in devel oping, establishing and imple-
menting good environmental practices.

* Being committed to the safety, health, development
and well-being of employees.

* Treating employees with respect.

* Being aprogressive, constructive partner to advance
the economic, educational and social infrastructures of the
communitiesin which we operate.

* Creating wealth and products that contribute to eco-
nomic prosperity.

* Helping eliminate poverty and providing economic
opportunities.

* Contributing to national, regional and local economic
well-being and security through the creation of employ-
ment opportunities, wage payments, purchase of goods
and materials, and payment of fair and competitive taxes
and usage fees.

These are all principlesthat Phelps Dodgeiswilling to
commit to so that we can do our part to further sustainable
development. We believe that most responsible mining
companies support these or similar principles.

Many of you may be aware of our operational improve-
ment program called Quest for Zero, which we've been
using to strive for zero defects, zero waste, zero variance
in production processes and, importantly, zero safety and
environmental incidents. The program hasitsrootsin our
Zero and Beyond safety initiative, a program we' ve been
using for a number of years to become one of the safest
mine operatorsin the world.

I’ve always believed that there's a direct correlation
between improving efficiency and lowering environmen-
tal impact. Themore efficient acompany is, thelesswaste
it produces, and the less energy it consumes. At Phelps
Dodge, we've worked hard to be a technology leader in
theindustry, and we' ve usually found that aswe introduce
andimprovetechnol ogy, welower our environmental impact.

I’m pleased that two of our South American mines -
Cerro Verde and Candelariain Chile - are | SO 14001 cer-
tified, and many of our other operationswill havethe sys-
temsin placeto qualify for certification in the next several
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years. More broadly, members of the mining council in
Peru all recently signed a code of ethics committing them
to operatein an ethical, safe, environmentally responsible
manner. A document with signaturesfrom all mining coun-
cil members was recently delivered to President Toledo.
It'simportant that we act together in thisway for the good
of the industry and Peru.

At Cerro Verde and all our mines, we work hard to
avoid environmental incidents. When we have one, how-
ever, our code of ethics requires us to acknowledge it,
accept responsibility for it and fix the problems caused by
it. Our credibility, and that of the industry, depends on
being responsible and accountable in this way. And of
course, remediation of such problems supports long-term
sustai nable development.

L et me make one other comment about thisissue. There
areanumber of organizations advancing theidealsof sus-
tainable development. Some are quietly effective; others
are quite vocal in their assertion that if you do not belong
to their group, you are not committed to the concept. |
personally have serious concerns about this approach and
itscorollary: that the sustai nabl e devel opment concept can
somehow be turned into a competitive advantage. It's
akin to trying to prove which of the world’'s religions is
superior, and it ultimately runsthe risk of costing society
more than it benefits.

It'simportant to remember that no onein thisindustry,
or any other industry or group for that matter, has a mo-
nopoly on sustainable development or itsgoals. Intheend,
weall must contribute and support each other for thegoal s of
sustainable development to beredlized. Timewill be much
better spent by finding areas in which can mutualy work
toward resultsinstead of vying for recognition asthe premier
thought |eader on theissue of sustainable devel opment.

| would emphasize, however, that industry in general
and mining in particular cannot shoulder the burden of sus-
tainable development all by themselves. True sustainability
requires apartnership of industry, government and society.

Government’sroleis, first, to create aclimate that strikes
a balance between the varied interests of al its citizens
and the ability of businessto succeed. It also must ensure
stability so that business can count on continuity in opera-
tions, provide asafe environment for employees, moveits
products to market and deliver adequate returns to share-
holders.

Specifically in regard to mining, government needs to
recognize that often there are significant mineral resources
at a mine even after active mining ends. Good govern-
ment will allow cost-effective future access to those re-
sourcesif improved technology or increasesin metal prices
justify the resumption of operations.

Government also should recognize that when mining



THOMAS NEUMANN

generatestax revenue, the funds should be all ocated prop-
erly between national needs and local needs. Thisisim-
portant so that local communitiestruly experiencethe ben-
efitsof mining. Government also must anticipate and plan
for the ultimate closing of amine so thelocal and regional
economies will have alternative support bases. This will
help ensure that communities will have the resources to
sustain and grow after the active life of amine has ended.

Finally, government must recognize the importance of
establishing agood framework in which business can op-
erate. A business like mining requires an enormous in-
vestment, and companies must have as clear a picture as
possible of the risks and rewards of aproject. It'scrucial
that government live up to thetermsand conditionsit agrees
to when acompany is working through the business case
for amine.

Turning to therole of society in sustainability, it'simpor-
tant that society acknowledge the benefits industry cre-
ates. By extension, this means society must understand
that taking a position of “not in my back yard” is neither
practical nor productive, especially in the case of mining,
which must operate where resources are found.
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Society needsto recognizethat activitieswith afocused
impact, such as mining, can bring far more benefits and
far less damage than widespread impacts such as the de-
forestation that resultsfrom poverty. Infact, it'svital that
society understands that the true enemy of sustainability
isnot development but poverty, which leads peopletoin-
teract with their environment in desperate and often dev-
astating ways. Thetoolsfor combating poverty comeonly
withintelligent, prudent devel opment.

Let me reiterate one last time that economic develop-
ment is the true cornerstone and partner of sustainability.
It meets the needs of the present generation, and it cre-
atestheresources, systems, knowledge and skillsthat help
future generations meet their needs.

| opened by telling you that talk ischeap. Let meclose,
however, by saying that discussionisvaluable. It'simpor-
tant that we talk not only among ourselves but also have
productive discussions with leaders in government and
society. Weall havearoleto play in sustainable devel op-
ment, and it’s important to us ... and to our children, our
grandchildren and our great-grandchildren ... that wework
together to make it happen. Thank you.

Israel, India, And The United States

A NEW PARTNERSHIP AGAINST TERRORISM

Address by THOMAS NEUMANN, Executive Director, Jewish Institute for National Security Affairs

Delivered to the U.S. India Political Action Committee International Conference on Terrorismin India, Washington, D.C.,
July 17, 2003

Thank you for that very kind introduction. I’'m de
lighted to be here with you today, with so many dis
tinguished national security experts. | congratulate
you on your very timely and exciting program. Thereis
certainly no moreimportant agendathan the oneyou have
before you.

The twenty-first century has begun in a most inauspi-
cious way. It isnot just September 11th and the subse-
quent wars in Afghanistan and Irag. Today, nearly one-
fifth of the world’s borders are in dispute. At this very
moment, there are more than 40 internationa conflictsrag-
ing, and two thirds of all the world’'s governments are au-
thoritarian.

Already, thetwenty-first century issignificantly differ-
ent from the twentieth.

Almost since the beginning of thiscentury Americahas
been at war. Itisnot awar of our choosing and it will not
be awar of short duration. Jim Woolsey, the former di-
rector of the CIA, callsit the Fourth World War, the third
World War being the Cold War.

We are at war because we are strong and al so because
we have been weak. As the sole superpower we are

resented. Yet there also have been times when we have
appeared weak: in Somalia, in Lebanon, in Tanzaniaand
Kenya, and in the attack on the U.S.S. Cole.

Misjudging our resolve, on September 11th the terror-
ists pushed the envelope considerably further-and they
were surprised by our response.

Newt Gingrich, who | believeis one of the most astute
observersof national security issues, defined the post Sep-
tember 11th transformation in five different ways, asfol-
lows:

1) Globalization applies to national security. In other
words “if we are not over there, they will be over here.”

2) The issues are non-negotiable. These people hate
us and they feel good if we die.

3) Weapons of mass destruction change everything. We
aredealing with aterrifying capacity tokill. It forcesusto
change our strategy from containment to preemption. The
kind of devastation and destruction that once resulted from
years of battle now can be unleashed in hours.

4) Islamist extremists are our strategic competitor and
Al Qaedais but a symptom.

5) The nature of the attacks on us can change dramati-
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cally. Our very strengths can become our weaknesses.
A stadium holding a 100,000 people becomes atarget and
an airplane becomes a lethal weapon.

Terrorism has become the enemy’s choice for engag-
ing us. Unliketraditional warswherethetargetsare mili-
tary, the terrorist seeks out civilians. What Americans
and Isragliscall collateral damageisthe primary objective
of theterrorist. Anditisafact that most of these terror-
ists, although not all, arelslamists.

The countries who are number one on the terrorist hit
list arelsrael, Indiaand the United States. That unfortu-
nate commonality iswhat brings us together today.

All three countries are democracies. All three are ro-
bust and resilient and all three are open societies. 1t would
therefore be a wise decision for these three countries to
cooperate in their struggle against terrorism.

That is why JNSA, the Jewish Institute for National
Security Affairs, has been fostering trilateral cooperation
between these countries. Last year INSA sponsored a
conference in New Delhi focusing on national security,
intelligence and counter-terrorism. Speakers included
Dewy Claridge, who created the CIA’s counterintel ligence
center, the former |srael Defense Force chief of staff, the
head of |srael’snational Security Council, theformer head
of counter-terrorism at India’s externa intelligence ser-
vice, the former head of Mossad and the former head of
FBI counter-terrorism.

Our objectivein this conference was not academic but
practical. Not only to have an exchange of ideas, whichis
alwaysvaluableinitself, but to setin motion aprocess of
cooperation between these three democracies-a process
of working together and exchanging both intelligence in-
formation and ideas. This is nhow happening. We are
having the second conference this February in Israel.

In a statement issued to the press after the New Delhi
Conference, the conferees agreed that

“The United States, India and Israel, as sister democ-
racies and common victims of international terrorism,
should pool their resources and experiencesin dealing with
this menace. We urge the creation of atrilateral govern-
mental mechanism to promote cooperation and concerted
action against terrorism, and we call on other like-minded
nations to join us. At the same time, we conferees will
continueto work together asaprivate organizationinforming
the public, and influencing governmentstoward thisgoal .

“All three countries have been victims of terrorism. All
three must have a common determination to oppose ter-
rorism wherever it rearsitshead. And all three must take
appropriate action against those who fund, incite, train, or
give safe haven to terrorists. Since terrorism is an inter-
national menace, so our response must be international in
character.”
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We are developing a new partnership against terror-
ism-a partnership with enormous potential.

The other program we are undertaking to counter ter-
rorism is our Law Enforcement Exchange Program
(LEEP). Isradli law enforcement is the world’s most ex-
perienced in dealing with terrorism-due, unfortunately to
itslong and painful history of defendingitscitizensagainst
acts of terror. By contrast, American law enforcement
until September 11th had little experience with terrorism.
Today our law enforcement people are required to be the
first responders. The LEEP program brings together
American law enforcement officialswith their Isragli coun-
terparts. Sofar, we haveinvolved more than 7,000 senior
law enforcement officials.

But the problem of terrorism goes far beyond Isragl,
India and the United States.

The Russians, who were among the originators of ter-
rorism as a political vehicle, are now among its victims.
While most acts of Chechen terrorism take place on
Chechen soil, Moscow itself is not immune. Last Octo-
ber, you may recall, about 800 Russian theater-goerswere
taken hostage. When the crisis ended 129 of these inno-
cent civilians were dead.

In Spain, Basque separatists continue their acts of ter-
rorism against the Spanish government.

InNepal, that tiny statein theHimalayas, it isestimated
that 7,000 havebeen killedinacivil war. 5,000 diedinthe
last 14 months alone.

In Afghanistan, where America was quick and deci-
sive, it would be an error to assume that all is now well.
Outside of Kabul the situation is still chaotic. The war-
lords are still in charge and armed.

Everybody is aware of what is happening in Irag. We
won the conventional war, but are still confronted with
cowardly terroristic attacks on American soldiers.

Inthe Philippinestheterrorist group Abu Sayyaf isseek-
ing to establish an Islamic state. There is evidence of
links between Abu Sayyaf and Al Qaeda. Last October
the terrorists were blamed for two bombings that killed
and injured over 150 people.

InIndonesia, 200 peoplewerekilled in Bali by theradi-
cal group Jemaah Islamiah.

Thelist goeson. The countriesin conflict areliterally
too numerous to mention. They are not just in Asia and
the Middle East. They are in Africa, Europe and Latin
America

Terrorism is afactor everywhere. It isthe system that
the weaker side employs to compensate for its weakness.
But no cause can justify the conscious slaughtering of in-
nocents. Inwar thereis collatera damage, but in terror-
ism the innocent are the target.

How can thecivilized world respond to terrorism? How
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can we, as citizens?

First and foremost-there can be no compromise with
terrorism. It is often said that terrorism is built on hope-
lessness. | disagree. | believe that terrorism is built on
hope-the hope that if they inflict enough suffering their
opponents will make concession after concession to ac-
commodate the terrorists’ wishes.

Thisiswhy the eventsin the Middle East are so impor-
tant to India, the United States and other victims of terror-
ism. If Israel can be forced to compromise as a result of
Hamas or even Al Fatah activity, every terrorist in the
world will be encouraged.

It can be argued that it was Israel’s withdrawal from
L ebanon that sparked the second intifada. The argument
wasthat if Isragl could not withstand the bloodshed and the
lossof lifein Lebanon, then at some point they would not be
ableto withstand the bloodshed and loss of lifein Isradl.

Every terrorist has a grievance - whether it is the
Chechens, Al Qaeda or Hamas. One cannot legitimize
the terrorism of one group and reject the terrorism of an-
other group. If you can target Isragli civilians then you
cantarget Indian civiliansand you can also target Spanish
civilians.

There are three kinds of terrorists - state-sponsored,
groups unrel ated to states and individual s or small groups
with grievances.

In state-sponsored terrorism we must go after the spon-
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sor, whether it be Irag, Iran or Syria. There need to be
consequences for sponsoring those who would kill and
maim the innocent.

And we haveto remember that asingleindividual with
a vial of bacteria can create an act of terror. John
M ohammed and John Malvo, the Washington snipers, were
not traditional terrorists. But their actions demonstrated
how two people, lonewolves, could terrorize acity.

The free world has to battle terrorism. That is why
America saction against Iraq wasjustified and important.
It sent a message.

Similar messages have to be sent to places like Saudi
Arabia, which still finances most terrorist groupsthrough-
out the world. They are the financiers of madrasses that
teach the gospel of hate. Asyou know, thereisagrowing
feeling in Washington that we have been apologizing for
the Saudisfor too long.

Groups and cells are difficult but they can be pen-
etrated. We must do so in order to try to save the next
generation.

We need to be united, strong, and unrelenting in our
pursuit of terrorists-and unapologetic. Perhaps most of
all, we need to be patient.

Until recently, it can be said, welacked the political will
to fight terrorism. September 11 changed that. Not just
for the United States-but for every other nation through-
out the globe. Thank you.

The Change In How We Deal With Crisis

THE SEVEN MYTHS OF HIGHLY EFFECTIVE PLAINTIFF'S LAWYERS

AddressBy STEVEN B. HANTLER, Assistant General Counselor DaimlerChrysler
Delivered to the Republican Attorneys General Association Summer Meeting, Las Vegas, June 2, 2003

tution and our free enterprise system. It’'simportant to

remember that these two systems reinforce one an-
other. The Constitution provides the framework of our
rights and responsibilities as citizens. The free market
system operates within that system to guide our role as
consumers and producers of personal and socia wealth.

It'sall too easy to forget, in the midst of blazing head-
lines about the undeni able misdeeds of ahandful of corpo-
rations, that profits remain thelifeblood of our free enter-
prise system. Yet with abroad brush, plaintiff’s lawyers
and their surrogates are busy painting al of business as
inherently suspect just for seeking profits. Behind this
assault on corporate Americais athreat to our free enter-
prise system-and even the rule of law itself.

Before | explain these assertions, let me first draw at-
tention to theironic fact that those who very publicly por-
tray their indignation about corporate misdeeds choose not

I tis an honor to be with a group devoted to the Consti

to recognize amoney scandal that is all around them.

| am talking about places that one legal observer calls
“magic jurisdictions’1 - places that the American Tort
Reform Association lesspolitely calls“judicial hellholes.” 2
These arejurisdictions, thislegal observer says:

[W]here the judiciary is elected with verdict money.
The trial lawyers have established relationships with the
judgesthat are elected; they’ re State Court judges; they’re
popul[ists]. They’ve got large populations of voters who
areinonthedeal, they’ re getting their placein many cases.
And so, it’'sapolitical forcein their jurisdiction, and it's
almost impossibleto get afair trial if you' readefendant in
some of these places. The plaintiff lawyer walksin there
and writes the number on the blackboard, and the first
juror meets the last one coming out of the door with that
amount of money . . . The cases are not won in the
courtroom. They’re won on the back roads long before
the case goestotrial. Any lawyer fresh out of law school
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can walk in there and win the case, so it doesn’t matter
what the evidence or the law is.3

The legal observer is none other than Dick Scruggs,
one of the most successful plaintiff’slawyersin the coun-
try - and we should all thank him for his candor.

To understand how America has become beholden to
these judicial hellholes, we have to look beyond the $2
million car paint jobs and cups of spilled coffee. We have
tolook to the deeper currentsof American cultureinwhich
lawsuits have become our society’s principal domestic
drama, just as Westerns once were.

Just asthe sheriff was awaysthe good guy, legal thrill-
ersareinvariably told from the plaintiffs’ perspective. In
al of them - A Civil Action,4 The Rainmaker,5 and The
Practice6 - the story reaches the denouement when the
courageous trial attorney in the person of John Travolta,
young Matt Damon, or fiery Dylan McDermott, hammers
the rail and tells the jury a great wrong has been done.
Somebody has got to pay.

Our culture - saturated in the drama of the law - isin
danger of forsaking the rule of law. To understand why
thisis, we need to get behind the sound stage and address
seven fictionsthe trial bar uses to change our culture and
exploit the law. These are The Seven Myths of Highly
Effective Plaintiff’s Lawyers.

Myth No. 1

The 1st Myth is that corporations put profits ahead of
safety and honesty, and large damage awards are the only
way to get corporations to act responsibly.

When Kip Viscus at Harvard Law School studied the
impact of punitive damages on safety, hefound that juries
award punitive damages so randomly and in such unpre-
dictable amountsthat thereis no linkage between afirm’s
conduct and expected damages.7 In short, he found that
punitive damages do not deter wrongful conduct.8

Still, every plaintiff’s lawyer wants to hammer on that
rail with theatrical indignation, accusing acompany of en-
dangering ahuman lifeto scrimp on, say, an 85-cent part,
and demanding a huge punitive damage award to “send a
message” to the company’s head office.

The truth is that most corporations care deeply about
the safety of their customers. That isthe only way to do
businessin the modern world.

| know thisistrue of the auto industry. The plaintiff’'s
lawyers often claim that auto companies knowingly place
defective productsinto the marketplace. Yet Ford execu-
tives drive Fords, General Motors executives drive GM
cars, and | drive a Chrysler 300M. These are the very
same vehicles that our spouses and childrenridein every
day. To suggest that we knowingly place defective ve-
hiclesinto the marketplaceisnot only wrong, it isinsulting.

But do profits and costs enter into our manufacturing
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decisions? You bet they do.

Thisismade out by thetrial bar to sound heinous- asif
we wererisking lives on the altar of profits.

Thetruthisthat we could make avehicleimperviousto
just about any kind of accident. Infact, such avehicleis
available. It iscalled an Abrams tank-it weighs close to
70 tons, and costs more than $4 million.9 | don't believe
the government is offering 0% financing or generous re-
bates on Abrams tanks.

In any event, the public does not want tanks. It will
only pay for cars that offer “reasonable safety” based on
U.S. government standards: in other words, the safety
that the public can afford. This necessarily forces auto
companies to make the same kind of cost-benefit analysis
consumers make when they choose between large cars
and smaller, less expensive cars.

Thereally tough safety decisions auto makers have to
make are not between cost and safety. The tough deci-
sions often come from weighing the hazards and benefits
of agiven technology. For example, in the auto industry
laminated side window glazing can reduce gjectionin cer-
tain accidents, but it may also increase head and neck
injuriesin others.10 These are the tough decisions.

Moreover, what acompany learns about safety isoften
used against it. I1f acompany improvesaproduct, it isnot
applauded for acting on the basis of new knowledge. In-
stead, it is exposed to the charge that the company should
have made that improvement earlier.

Finally, in today’s environment, good corporations are
slammed for succeeding - asif all successwaslikethat of
Enron or WorldCom. This is the Ralph Nader line. Mr.
Nader and his colleagues once served a useful purposein
heightening the awareness of both consumers and pro-
ducers on safety. After forty years, however, Mr. Nader
till speaks of a*“ corporate plutocracy” that is“moving on
all frontsto advance narrow profit motives at the expense
of civicvalues.” 11 Thisisthelanguage of the past, and of
zealotry and conspiracy theory; languagethat, if it still lurks
anywhere elsein our society, livesonly in the lesser mov-
iesof Oliver Stone.

The Naderites, however, arenot irrelevant. They serve
asaGreek chorus, distorting the culture and providing ideo-
logical cover for thetrial bar.

Myth No. 2

The2nd Mythisthat the so-called “liability crisis” isan
invention of corporationsto limit their liability for wrong-
doing.

In the face of the everyday experience of businesses,
legidators, lawyers, and judges, the plaintiff’s bar claims
that thereisnolegd crisis.12 Theplaintiff’sbar aso claims
that punitive damages - which are centra to the crisis -
areinfact fairly uncommon and relatively low.13
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Much of their evidence rests on a flawed study from
the Association of Trial Lawyers of America, or ATLA,
which was based on incompleteinformation.14 Evenits
author conceded that thereis no comprehensive data about
punitivedamagesawardsavailable.15 Thetruthis, to know
the real extent of punitive damage awards in America,
onewould need access to thousands of paper filesin thou-
sands of county courthouse basements.

The impacts of lawsuits, however, can be measured.
They can be measured in terms of the destruction of na-
tional wealth.

A Tillinghast Towers-Perrin study revealsthe U.S. tort
system cost $205 billionin 2001.16 Thisamountsto $721
for every man, woman and child in the country and is an
astonishing 14 percent increasein tort costs since 2000.17
The President’s Council of Economic Advisors aso re-
ported that the cost of lawsuits is “far more than enough
money to solve Social Security’slong-term financing cri-
Sis.”18

Putting thisin termsthat every American family would
appreciate, our annual tort costs would pay for more than
three months of groceries, six months of utility payments,
or eight months of health care costsfor all of those fami-
lies.

Or consider that just the costs of asbestoslitigation could
reach $200 billion - more than the California Northridge
earthquake, Hurricane Andrew and September 11th ter-
rorist attacks combined.19

The costs are not only national - they are international.
Tort costs are so high that they are beginning to affect the
willingness of exporters to do business in the United
States.20 The Austrians have a wonderful cognate-
Nordamerika-Risiko-that reflectsthe need for excessively
high premiums to cover insurance in the United States.
Americaisacquiring an international reputation asalegal
backwater.21

Nowhere, however, doeslawsuit abuseinflict moreharm
than in the area of medical care. According to Jury Ver-
dict Research, Inc., morethan half of all medical malprac-
ticejury awardstoday top $1 million, and the averagejury
award has increased to $3.5 million.22 Excessive dam-
ages and unwarranted lawsuits drive doctors out of prac-
ticeand raisethe costs of health care through out-of -pocket
payments, insurance premiums, and taxes.23

The U.S. Department of Health and Human Services
reportsthat Americansare at risk of not being ableto find
a doctor when they need one.24 In some states, the cost
of malpracticefor delivering ababy heaps another $2,000
on the bill that amother must pay to obstetricians.25

One finding in the HHS report is truly staggering: If
reasonable limits were placed on non-economic damages
in medical malpractice cases, there would be enough
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money to pay for a Medicare prescription drug benefit
plan and help uninsured Americans obtain health cover-
age.26

Yet ATLA maintains that thereisno tort crisis.

Myth No. 3

The 3rd Myth is that punitive damages are rarely
awarded or are always reduced on appeal.

This is a strange assertion. |If awards were so rare,
why would plaintiff’s lawyers waste their time pleading
them in every case? Why would they fight hammer and
tong to stop legislation placing reasonable limits on puni-
tive awards?

You know the answer: Settlement leverage. To borrow
a Las Vegas analogy, the “heavy dice” effect of punitive
damages, especially in*“magicjurisdictions,” coercesmany
defendants to settle. As Yale Law School Professor
George Priest has observed, “the availability of unlimited
punitive damages affects 95 percent to 98 percent of cases
that settle out of court prior to trial. It is obvious and
indisputable that a punitive damage claim increases the
magnitude of the ultimate settlement and, indeed, affects
the entire settlement process, increasing the likelihood of
litigation.” 27

And what about those defendants that don’t settle, and
lose an eye-popping verdict at trial? In the new world of
billion-dollar verdicts, oppressive bonding requirementsmay
deprive adefendant of its right to appeal .28

Myth No. 4

The 4th Myth is that class action lawsuits serve the
public good by marrying efficiency with justice.

U.S. class action law underwent aradical transforma-
tionin 1966 when Rule 23 wasrevised to reverse the “ opt
in” provisionto onerequiring classmembersto “opt out.” 29
As aresult of this one change, countless thousands have
been conscripted into class actions, often unknowingly, and
sometimes even held in suitsagainst their will.

Class-actionimpresario Bill Lerach quippedthat “| have
the greatest practice of law in the world . . . | have no
clients.” 30 Thisis, indeed, clientlesslaw. A Foridajudge
wrote of onelawsuit that it “ appearsto bethe classlitiga-
tion equivalent of the ‘squeegee boys who used to fre-
guent major urban intersections and who would run up to
a stopped car, splash soapy water on its perfectly clean
windshield and expect payment for the uninvited service
of wipingit off.” 31

Not only do class actions often address specious “inju-
ries,” they often cheat thevery clientsthey purport to serve,
leaving them with near-worthless coupons - but netting
thelawyersmillions. For example, inaclassaction against
Carnival Cruise Lines, for the alleged inflation of port
charges, former passengers received coupons worth $25
to $55 to be used for afuture cruise, or redeemed for cash
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at 15 to 20 percent of face value. The class action plain-
tiffs' counsel were set to receive $5 million in attorney
fees as part of the settlement.32

Another class action settlement arose from allegations
that Ralph Lauren inflated the suggested retail priceonits
Polo line at outlet stores. The take? Plaintiffs lawyers
walked away with $675,000 in fees. Their clients-the ac-
tual customers-can apply for 10 percent-off coupons (as-
suming they still have receipts from purchases made be-
tween July 15, 1991, and January 10, 2000).33

There is some good news - judges are now starting to
reject these suits and their aims. The bad news, however,
isthat it only takes one judge to bring a defendant to its
knees. Thisis because class actions can thrivein arela-
tively small number of jurisdictions- many of them small,
rural and remote from the social consequences of bank-
rupting verdicts.

Consider rural Madison County, Illinois. More class
action lawsuits have been filed per capita in Madison,
where juries are known to be generous, than in any other
county in the United States.34 Two recent verdicts from
Madison County jurors camein at $250 million and $10
billion.35

Clearly, something isdrawing plaintiff’slawyersto this
court like beesto honey. A hint of that “something” might
be found in the contributions made to the political cam-
paignsof local judges. The personal injury bar contributes
more than 75 percent of the estimated $800,000 given to
local judges' political campaigns. According to the Man-
hattan Institute’s Center for Legal Policy, therewasapro-
jected 3,650 percent increasein class-actionfilingsin this
onelllinoiscircuit court over afour-year period.36

Myth No. 5

The5th Mythisthat litigation protects consumerswhen
regulatorsfail to act.

In the federal regulatory process, safety policy is de-
veloped by a balanced, expert-led investigation of risks.
Federal auto safety investigators and scientists want to
know all the pertinent facts affecting vehicle safety. In
the tort process, where the stakes are the titanic profits of
the blame industry, the investigative process is anything
but scientific.

Thelegal system deliberately blindsitself to many per-
tinent facts through arcane and discriminatory rules of
evidence. In 29 states, for example, juriesare not allowed
to hear that an injured plaintiff failed to wear a seatbelt.
Incredibly, the fact that the driver at fault was drunk or
drovethrough ared light is not admissiblein many courts.

Juries should know thesefacts. They should also know
about theinitiatives voluntarily taken by the auto industry.
Consider oneinitiative, right-hand outside mirrors. They
were not required by any federal standard. The sameis
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true of anti-lock brakes; side air bags; built-in child seats;
adjustable pedals so small occupants can sit farther back;
seat-belt devices to take the slack out of the belt in the
case of a severe crash; or load-limiting seatbelts, that
stretch when the forces on an occupant begin to exceed
the level where broken ribs can occur.

None of these features and driver assists was required
by any regulatory directive. The car companies offered
these items because customers appreciate them, and be-
cause it was the right thing to do.

While auto companies are making this progress, devel-
opments in the courtroom impede safety. On the basis of
courtroom polemics, jurieswith no technical expertiseare
asked to render verdicts that, in effect, set new national
safety standards. For example, regulators can determine
that a given vehicle part is safe. Twelve juries can find
that part to be safe. But if the 13th jury findsit defective,
and reinforces that decision with an eye-popping verdict,
that 13th jury sweeps away the methodical deliberations
of the other juries and federal regulators alike.37

Regulators, on the other hand, do not dictate designin
thisway. They seek one result - safety.

Between 1966, when the Motor Vehicle Safety Act was
signed, to 1990, about 250,000 lives were saved because
of federal safety programs. Over ahalf million additional
lives were saved because of public safety campaigns and
advances made by the auto industry.

Nevertheless, some personal injury lawyers and their
surrogates believe that they “know better.” Former La-
bor Secretary Robert Reich was correct when he said
that “[t]he era of big government may be over, but the era
of regulation through litigation hasjust begun.” 38

Thiseraof regulation through litigation began with the
marriage of attorneys general, bound by oath to the Con-
stitution - and plaintiff’slawyers, bound by their devotion
tothe pursuit of profit.39 Thisismatrimony of the unholi-
est sort.

Thehiring of privatelawyersto do the public’sbusiness
is the only public process in which billions of dollarsin
services can be contracted with a small number of indi-
viduals, without any oversight, standards, or accountabil-
ity - just the Attorney General’s assurance that he or she
has picked the best lawyer. Even then, these sweetheart
deals sometimes fall apart - as romances do - ending in
bitter lawsuits against the statesfor more settlement money.

Such practices should be of great concern to more than
just American business. They should concern every one
of us because we are in danger of becoming a nation not
of laws, but of jurors.

Myth No. 6

The 6th Myth is closest to my everyday practice - the
myth that corporations settle lawsuits to cover up their
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wrongdoing.

| don’t need to spend alot of time responding to this
Myth. Dick Scruggs actually provides the best response
and his candid comments bear repeating:

“Thetrial lawyers have established relationships with
the judges that are elected . . . They’ve got large popula-
tions of voterswho areinontheded . . . and it's almost
impossibleto get afair trial if you' re adefendant in some
of these places.” 40

This, of course, causes some corporationsto settlelaw-
suits for which they have ameritorious defense. Another
factor that contributes to an uneven playing field in many
courtroomsisthetrial bar’s ongoing campaign to demon-
ize profits. Especially in closing arguments, the trial bar
seemsto equate profits or success with wrongdoing. And,
judging by the eye-popping verdictsin somejurisdictions,
many trial lawyers could earn an Academy Award for
their performances.

Thetruthisthat profitsarethelifeblood of our economy
and produce social wealth and benefits. To cite an ex-
ample from an industry different from my own, consider
General Electric-which under its previous chairman
boosted its profits by 650 percent.41 Can any intelligent
person debate theimmense socia wealth and benefits cre-
ated by GE during the Jack Welch years?

GE’sprosperity not only createsjobsand funds pension
and health care plans, it also allowsits employeesto give
more to their communities. To name just one example,
GE engineersvolunteer to raise the standards of aCincin-
nati school-a school that once sent 5 percent of its stu-
dents to college, and now sends 60 percent of them to
higher education. Fifty-fivethousand GE peoplefromall
over theworld volunteer their time.42 Former CEO Jack
Welch puts it like this: “A corporation’s role in society,
first and foremost, isto win, to be successful, to be profit-
able, to grow. Because when you do that, you pay taxes.
You have people who are not scared, hanging on. They
give back to their community.” 43

Myth No. 7

The 7th and Final Myth of Highly Effective Plaintiff’s
Lawyersisthat like David-against-Goliath, the trial law-
yers are outgunned by powerful and resourceful corpora-
tions.

Thisisthe most cherished trial lawyer myth, perpetu-
ated in countless movies, that there are afew Robin Hoods
out there struggling against the armed might of the power-
ful Sheriff. It deservesto be said that Robin Hood didn’t
fly around Sherwood Forest in aGulfstream IV or V, own
mansions, private golf courses or alosing baseball team.

Robin Hood, after all, gave to the poor. Six trial law-
yers and their firms took more than $5 billion as fees for
their firmsfrom tobacco litigation - monies that many be-
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lieve belong in state treasuries for health care and educa-
tion.44 Indeed, some of these erstwhile Robin Hoods, like
Peter Angelos, are seeking to take even more. Angelos
sued the State of Maryland for 25 percent of the state’s
$4.4 billion share of the tobacco settlement.45

Examined closely, the trial bar looks less like atender
shepherd boy with a slingshot and more like a band of
Goliathswith flamethrowers.

The point hereisnot that they are very rich men. They
are. The point is that their law firms are even richer -
with the depth and agility to field an army of well-paid
experts, legal strategists, private detectives, jury consult-
ants and top public relations people. Against such enter-
prises, even the largest corporations can be intimidated.

In exposing these myths, | don’t mean to suggest that
thereisno need for astrong system of torts. | do meanto
suggest that our system iswildly out of balance.

It is out of balance because the outcomes we used to
joke about are becoming reality. Consider that no less a
scholar than Harvard Law School Professor Larry Tribe
is presaging a movement to grant 13th Amendment pro-
tectionsto cats, dogs, mice, and chimpanzees. Nowhere,
Mr. Tribe notes, doesit statein the U.S. Constitution that
only humans are covered. “Nonhuman animals certainly
can be given standing,” he says.46

Lawyers used to joke that someday people would sue
fast food restaurants. Now lawsuits are proliferating
against fast-food chainsfor making people obese.47 This
isaridiculous, imbalanced system, but it isno joke.

As| said at the beginning of my talk, the basis of the
civil justice crisisemergesfrom culture. That our culture
has changed isundeniable. Neighborshave an argument.
Years ago, they would have worked it out over the back-
yard fence. What do they do now? The New American
Way - they sue.

Someone likes McDonald's food too much. What do
they do? They sue.

Parents are upset over an umpire’s call. What do they
do? They sue.

I am 50 years old and | have been practicing law since
1978. My generation isnow leading this country, and not
aday goeshby that | don’t worry about what we are teach-
ing our kids.

This came home to me a few years ago when my son
and | weredriving in the car and couldn’t reach an agree-
ment on whether we would go to McDonald's or Taco
Bell. He suggested that we call someone named Ted to
settle our dispute. Ted? | asked him who that was. He
pointed to abillboard we were approaching, advertising a
plaintiff’sfirm with thetoll-free number of 1-800-CALL-
TED.

| laughed then, but | worry now. | can see that thisis
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truly a struggle to make it clear to the next generation
what real justice lookslike.
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Thisisastrugglefor the heartsand minds of the Ameri-
can people. Thisisastruggletotell our story. Thank you.

Top Secrets From An Expert

HOW | SURVIVED 20 YEARS IN THE COMMUNICATION BUSINESS

Address by SUSAN PETERSON, Founder & President, The Communication Center(r)/ Susan Peterson Productions Inc.
Delivered to a group of Public Relations Women, Washington, D.C., September 17, 2003

eal and unreal about it. You really can’t quite be

eveit-and it was only ‘yesterday’ when | walked
into an office looking like a bag lady with two grocery
bags full of pads and pencilsto begin my new life.

L ooking back, there'slots|’dliketo impart toyou but |
purposely kept it down to only five management secrets-
mainly so | wouldn’t go on too long and because | really
want to hear from you as well.

First of all, giving adviceisadangerousbusiness. There
are probably 6 million 593 thousand ways to manage or
run a business or department. In other words,

there’s no right or wrong way...just different ways. |
wasted a lot of years looking for the big secret of man-
agement only to realize after 20 years,

thereisnone. What works one place does not work in
another place.

So why then share secrets? Because it's a way to
communicate...to share information, and a way to learn
from each other.

Here'sthe deal- I'll give you my top secrets...then you
givemeyours. And together, we'll figureit all out!

| want to start with alittle historical advice giventome
by my father when | started my business. My dad was a
lumberman. He owned his own saw mill and my mother
did the book-keeping. They employed about 30 to 40 men.
| remember as a child being embarrassed when my dad
would write down as his occupation: ‘ self-employed.” In
my child’s mind, that was different. Everyone else had
fathers who worked for the railroad, or the forest service.
I didn’t know then what | know now. Now | couldn’'t be
prouder.

When | was a CBS correspondent, my father used to
track every time | was on the air reporting from London.
Hewould get up early in the morning and stay up at night
to seeif he could catch my reports. Thank God we didn’t
have 24 hour news reportsthen! He was my biggest fan.
And he especialy loved to go to the post office every
morning in our small townin Michigan where he’ d wait to
hear “Hey Harold, | saw your daughter on television last
night.”

So it waswith sometrepidation that | came hometotell
my Dad that | was|eaving the television news businessto

Srvival isafunny business. There's something sur

start my own business. At first, hewas stunned. “You're
going into business? Heasked. “Yes,” | said tentatively.

And then | saw alook I've never seen in my dad- he
just puffed up his chest and beamed! He couldn’t have
been prouder. Later hetook measide and of al thethings
I know he wanted to say to me, he gave me only one piece
of advice: ‘Learn by your mistakes.”

That was probably the best advice ever given to me by
anyone. From my father, it was golden because it said |
could and would make mistakes. He gave me permission
to make them and then learn from them. So every time
I’d make a mistake-and believe me, there have been
plenty—I’d think of my Dad, pick myself up and go on.

Andto thisday, in our mediatraining businesswe have
aculture of learning from our mistakes. At onetime, we
even had special awards for what we called the * mistake
of the month.” But unlike my father, | couldn’t boil my
advice down to just one-after all, | am a communicator!
S0 here are the five top management secrets |’ ve learned
through the years.

1st secret: Live by one mantra-it can get done tomor-
row! This may sound simple yet it's the key to a well
balanced and productive life. The mantra was actually
given to me by afriend and our corporate lawyer, Wanda
Reif. In the first few years Wanda watched me in the
hectic and frantic period of founding a business. That's
where you do everything. | hustle the work, do the work,
write theinvoices and pay the bills.

Just likeyou, | thought | should get asmuch aspossible
out of every day: and that meant staying late-until 8 or 9 at
night and working on alot of weekends. That was when
Wanda took me aside and said: Let me teach you a man-
tra: ‘if it doesn’'t get done by six o’ clock, it can get done
tomorrow. Andif it can’t get done by 6 o' clock on Friday
night, it can get done on Monday.”

Now that sounds amazingly simplistic and impossible.
But when you study workaholic behavior, you find that it
breeds more workaholic behavior. It's a never-ending
cycle. So | began to take her advice. She wasright. |
learned how to sgqueeze it al in. | found | had far more
productive days. | learned to set up tasks with deadlines
within theday. And | learned to go home and get alife.

Now it'simportant to realize that there are always ex-
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ceptions-even to mantras. Onceinawhileit slipsto 6:15
or 6:30. That happens. And if | have atraining session
the next day, | take my homework home and work. But
that mantra has given me balance in my life...and more
important for my clients, | am fresher and less tired.

Plus, you become a role model for your employees.
You respect their personal time and it means if we ever
have to ask them to work late or come early, they do it
willingly.

And one more point to add: how many of you feel you
are sleep-deprived? Well, the research shows that most
of us are-and unless you' re getting 8 hours of sleep, you
can't be creative. That extra hour is REM sleep-critical
for your capacity to be creative. Our clients hire us for
our creativity-in developing messages, or ideas for their
speeches & interviews. In other words, part of what we
sell is creativity. So, I've become an 8 hour baby. It's
done wonders for our business -not to mention my mar-
riage!

2nd secret:  You need to make room on your calendar
for acrisis-every day! As managers or business owners
we often go from one meeting to the next.

In fact, in the early days, | found my schedule was so
booked that people were grabbing me in the hallways or
as| wasleaving the building in order to get critical things
decided. It wascrazy. Sound familiar?

Then | read about a manager who had an excellent
reputation for being a great manager-a man who always
had time for the big decisions. His philosophy was that
every day has at least one crisis of one form or another-
and our problem is that we never make timefor it to hap-
pen. Instead, he clears his calendar and rarely schedules
meetings, especially back-to-back ones. Hejust waitsfor
the crisis to happen.

Now the so-called crisis can be like yesterday-a | ast-
minute request for immediate training. We had to turn
upside down for an hour or so in order to respond. A
crisis can also be finishing amulti-year proposal or orga-
nizing a PowerPoint presentation. Whatever it is and
whoever needs me...I'm ready and available to help be-
cause my calendar is cleared. It's made me a better...and
amore responsive manager. Theirony isthat if you are
ready for acrisis-it never becomes one-because you have
timeto deal with it.

And speaking of being responsive, | hope you're all
believersin“MBWA”— management by walking around.
I try towalk around our building every day and have what
I call ‘little management moments.” | see peoplein their
offices...They tell mewhat’son their mindsor what they’'re
dealing with.

We handle it then and there so we don’t need lots of
meetings. Andit'samazing what you pick upjust by walk-
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ing around. It'sthe most effective way to manage-in my
humbleopinion.

Now onto the 3rd piece of management advice: Turn
yourself and your organization into alean, mean learning
machine. Continuouslearningiscritical toyou and toyour
organization. You have to work on constantly expanding
your horizons-’ dusting the cobwebs out of your eyes’ as
my father would say.

How do you do that? First, always take advantage of
any executive education programs. Example; every year,
for ten years, | attended a four-day leadership institute
run by the National Foundation for Women Business Own-
ers-Now the Center for Women's Business Research. |
learned so much about how to be a better business owner
and a better person. And for three yearsin arow, | took
an entire month every summer to attend Harvard Busi-
ness School in a special program for entrepreneurs and
business owners called OPM. That was the best experi-
ence and investment | ever madein myself. | urgeyouto
consider it.

Besidesyourself-don’t forget about your employeesor
thoseyou manage. Develop your employeesand they will
develop your business. We emphasize professional devel-
opment here. In fact, our trainers pick different areas
each year where they want more expertise-whether it be
crisis, speechwriting or leadership— and we make sure
they get to conferences or seminarsto expand their know!-
edge. And once they attend, they come back and teach
uswhat they’velearned. Plus, like many businesses, we
havetuition reimbursements. Inour small company, we' ve
already had three employees get their masters degree
while working for us. And we've benefited.

Wework hard on creating a constant |earning environ-
ment here. We subscribe to dozens of newspapers and
magazines. Internally, we send around clippings of our
clients or issues in the news to keep everyone informed.
We call them “trainer or office aerts’. We have atrainer
library and give book reports. No matter what business
you'rein- you should bein the business of learning.

Secret #4: Find creative & unique ways to communi-
cate. And new ways may be going back to the old ways.
Let me explain: Through these 20 years, I’ ve seen tech-
nology present us and even swamp us with al the differ-
ent options and ways to communicate. It's almost over-
whelming. | just read that each person averages more
than an hour each day dealing with emails- another hour
added to our aready-overloaded days. And a friend of
mine just got carpel tunnel of the elbow from lifting her
Blackberry- or “crackberry” asit’scalled- fromitsleather
casing.

My advice-as a communication person-is to find cre-
ative waysto communicate- using technology or avoiding
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it. Let me give you afew examples: Instead of my con-
veying commentsor complimentsfrom clients, | now trans-
fer messages that clients leave me in my voice mail, and
send them out to everyone else in the organization. It'sa
great morale booster for employees to hear directly from
our clients-and it gives credit to the peopl e responsiblefor
agreat training session.

| do emails- but only to deal with information and facts-
because emails miss “tone”. Real communication, guess
what? | do personal notes. | mean the old- fashioned kind
where | hand-written afew sentences. Infact, |’ veturned
it into an art form that’s become my signature. | collect
fun cards for every occasion so | have them at the ready.
And theresult? When | asked one oil executive what was
the best form of communication for her, shetold me-"Those
personal notesof yours...they get through and stand out in
all the piles of stuff I go through.”

I’m also an inveterate clipper-1 always am clipping
something from a newspaper or magazine. It drives my
husband crazy. Each morning | attach short notes and get
them off to a client or contact. One executive told me
how much thoselittle notes meant: “ It keep reminding me
that you’ rethinking of me-it’stop of mind marketing!”

So communi cate, communi cate, communi cate- with your
own waysthat make you stand out with your own signature!

Now #5— My favorite secret-become a visionary
leader. For years| tried to master being a manager...and
| don't think | really succeeded. | love peopleand | love
projects, but often management is dealing with personnel
problemsand

vacation schedules and the like. I'm terrible with such
things. Theway out of al that isto figure out what you're
good at...and delegate everything else!  For example, |
used to handle every training we scheduled-1 liked being
intouch with our clients. But the logistics drove me nuts.
That is now in far more capable hands than mine. Same
for customizing all our training- | loved doing it but | was
driving people crazy in the process.

After alot of thought and preparation -and prodded by
the leadership institute-l chose to become a visionary
leader-a leader who focuses on the vision of where we

VITAL SPEECHES OF THE DAY

need to be and go. | try now to be a leader who takes
time to think and who is not drawn into the black hole of
the everyday. It allows me freedom to attend different
events-to meet new people and hopefully, new prospec-
tive clients-to expand our company. It allowsmeto bring
back new information to grow our company.

Being avisionary leader also means “letting go”. Our
organization has very talented people-but they need the
space and room to add their own energies and ideas. My
role now isto be aguiding force. And there’'safine bal-
ance between setting standards and micromanaging. I'm
alwaysgrappling with that balancing act...and sometimes,
| fail miserably. Sometimes| truly believe that taking out
dead flowersfrom our office floral arrangement is part of
my job description! Attention to such details often brings
people back!

One supreme act of “letting go” was changing our
company’s perception on employeeswho leave us. Inthe
early days, | used to consider it aimost like a betrayal. It
always catches you by surprise and it usually throws off
the whole organization for several months. Now we ap-
proach each departure as a ‘ graduation’ -a natural part of
a process where someone is ready to move on and we
celebrate it.!

What's rather interesting is that now employees who
arethinking about leaving feel freeto cometome. | work
with them to help them get abetter job or another position.
Actually it puts me morein control of the whole process-
so there’sno surprises and no hard feelings. | don’t know
if it hasany connection, but we now haveavery low turn-
over rate. | highly recommend ‘graduations' as the way
to go.

So there you haveit:

It can get done tomorrow.

Make room on your calendar for a crisis-every day.

Turn yourself and your organization into alean, mean
learning machine.

Find new and creative ways to communicate

And become avisionary |eader.

Now I’m sure you have some top secrets as well.

S0 let’s hear your ideas.



