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Arkansas and the U.S.

ETTER TOW

by
D.P. Diffine, Ph.D.




Arkansas and America have come a long way
together; much is yet to be accomplished. Just 50 years
ago, incomes in the south were 40 percent of the
national average. Today, southern incomes are 80
percent of the U.S. average. Sixty-Six percent of us
own homes, compared to 44 percent just 50 years ago.
Living standards have improved greatly. In the mid-
1940's, some 33 percent of the nation’s homes had no
running water, 40 percent had no flush toilets, 60
percent had no central heating and 80 percent were
heated by coal or wood.

Arkansas is truly an ideal spot in our great land.
Situated at the buckle of the Sunbelt, Arkansas is
benefitting from the northeast-to-southwest shift of
population in the United States. The migration from
frostbelt to sunbelt, and the economic emergence of the
southern tier of states, have thrust our Natural State into
the middle of today's action. A full 50 percent of the
U.S. population is within a 550 mile radius of
Arkansas’ borders. More than 1,000,000 people live
within a one-hour's drive of our state Capital.

The entire mid-south has been an underdeveloped
region in the past, but it is catching up; it has a better
growth potential than any other region of the country.
Future growth into the mid-south will probably come
from the continued migration of manufacturing, and
private-service industries to take advantage of our
region’s relatively lower wages, taxes, energy costs,
land costs, and mild climate. Yes, as with a developing
country, the south has reached the “take-off” stage of
its economic growth. And we’re Arkansas proud!
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The author expresses special thanks to the
Natural State’s Arkansas Policy Foundation,
Arkansas Business, the Arkansas Democrat-Gazette,
the Arkansas State Chamber of Commerce, the
Commission for Arkansas’ Future, Entergy
Corporation, the Arkansas Industrial Development
Corporation, along with the Heritage Foundation,
the Corporation for Enterprise Development, and
the Institute for Policy Innovation for their
encouragement of research and publication of
information on contemporary economic topics of
interest to individuals, families, and businesses in
the mid-south. We have a Razorback edge; let’s
keep it and sharpen it, too.

The American Republic and American business
are Siamese Twins; they came out of the same womb
at the same time. They are born in the same
principles; when American business dies, the
American Republic will die, and when the American
Republic dies, American business will die.

-- Josiah Bailey
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INTRODUCTION--A GRASSROOTS PERSPECTIVE

Arkansas and America have come a long way together;
much is yet to be accomplished. Fifty years ago, incomes in
the South were 40 percent of the national average. Today,
southern incomes are 80 percent of the U.S. average. Sixty-
Six percent of us own homes, compared to 44 percent just 50
years ago. Living standards have improved greatly. In the
mid-1940's, some 33 percent of the nation’s homes had no
running water, 40 percent had no flush toilets, 60 percent had
no central heating and 80 percent were heated by coal or
wood.

On balance, Arkansas is truly an ideal spot in our great
land. Situated at the buckle of the Sunbelt, Arkansas is
- benefitting from the northeast-to-southwest shift of
population in the United States. The migration from frostbelt
to Sunbelt, and the economic emergence of the southern tier
of states, have thrust our Natural State into the middle of
today's action. Fifty percent of the U.S. population is within
a 550 mile radius of the borders of Arkansas. More than

1,000,000 people live within a one-hour's drive of our state
Capital.

The entire Mid South has been an underdeveloped region
in the past, but it is catching up; it has a better growth
potential than any other region of the country. Future growth
into the Mid-South will probably come from the continued
migration of manufacturing, and private-service industries to
take advantage of our region’s relatively lower wages, taxes,
energy costs, land costs, and mild climate. The national
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population is also expected to increase more rapidly in our
region. Yes, as with a developing country, the south has
reached the “take-off” stage of its economic growth.

In its recent Annual Manufacturing Supplement,
Arkansas Business, our state’s excellent financial weekly
newspaper, provided the following business highlights:

Principal industries in Arkansas are manufacturing,
agriculture, forestry and tourism. Principal
manufactured goods are chemicals, food products,
lumber, paper, electric motors, furniture, home
appliances, auto components, transformers, apparel,
fertilizers, machinery, petroleum products, airplane
parts, and steel. There are 208 Fortune 500 firms with
operations in Arkansas. Four of the firms, Tyson’s,
Riceland Foods, Murphy Oil and Hudson Foods, Inc.,
are headquartered in Arkansas. Six Fortune Service
500 companies are headquartered in Arkansas:
American Freightways, Arkansas Best, Beverly
Enterprises, Wal-Mart Stores, Dillards Department
Store and J.B. Hunt Transport.

Because ideas do have consequences, this book contains
normative analysis of a number of contemporary areas of
interest: (1) Commercial business climate; (2) Capital
generation treatment; (3) Economic progress and
development; (4) Small business works; (5) Global enterprise
dynamics; (6) Tax code reform issues; (7) Measuring
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governmental effectiveness; (8) Incentive-based economic
reform; (9) Gauging public sector efficiency; (10) Regulatory
reform mandates; (11) Election and markets examined; (12)
Education issues on the table; (13) Health care options; (14)
Effective crime deterrence; (15) Energy economics and
prosperity; (16) Environmental economics tradeoffs; (17)
Quality of life factors; and (18) Bottom line concerns.

This book also draws on recent statistical reports and
econometric abstracts from numerous planning commissions
and development agencies. Contained herein is also a
summary of findings and suggestions on areas of reforms and
private sector initiatives that could bring fresh approaches to
all the above mentioned challenges and thereby allow us to
continue to call this the "Arkansas Decade." One may not
agree totally with this book, nor should one feel obligated to
do so. It is hoped that the reader will think about the points
laid out in the book and then decide for himself. The reader
is also invited to consult the Reference section for additional
information.

Recently, U.S. News and World Report reported that their
survey ranked the Arkansas economy among the “Ten Best
Off,” in fact, in Third Place, among the 50 states. And so it
was, that when this writer moved to Arkansas from the West
Coast 25 years ago, a local realtor provided this sage advice,
“Once you become an Arkansan, you can never leave.” Now
I know; count me in for the duration.






1. COMMERCIAL BUSINESS CLIMATE

In recent years, Arkansas significantly outpaced the
nation and was among the top ten states nationally for
percentage increases in output, employment and personal
income. In examining how the 50 states stack up, according
to the latest data from the U.S. government and Dunn &
Bradstreet, Arkansas’ composite rankings are derived from
six (6) indicators listed below (the smaller the number, the
better):

Category te R
Income growth rate 8
Employment growth rate 9
Unemployment decline rate 13
Home price growth rate 5
Business bankruptcy rate 1
New business growth rate 23

Our National Ranking

As a result, the exclusive “U.S. News World Index”
ranked Arkansas third in the nation comparing coast to coast
economic recovery rates from the brief 1991-92 recession.
However, the past is prologue. Just what is at stake for the
future of our business climate? Josiah Bailey said it best long
ago: ‘



Commercial Business Climate

The American Republic and American Business are
Siamese Twins; they came out of the same womb at the
same time. They are born in the same principles; when
American business dies, the American Republic will
die, and when the American Republic dies, American
business will die.

Regarding competitiveness of existing business, the 1995
Development Report Card for the Corporation for Enterprise
Development ranks Arkansas among the 50 states as follows:

Category State Rank
Trade Sector Strength 31
Change in Trade Sector Strength 39
Business Closings 18
Manufacturing Capital Investment 14

Mixed Scorecard Results

Today, Arkansas is a thriving rural center of commerce
and agribusiness. True, in good times, the Arkansas economy
may not always surge at the rate of the U.S. economy.
However, we usually experience milder recessions than the
rest of the nation. In recent years we have also maintained an
unemployment rate below the national average. And wouldn't
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we know it, in hard times nationally, people eat more of our
wholesome Arkansas chicken.

Even during the last national recession, Arkansas was
recording near-record high levels of capital outlays for
industrial growth, plant expansions, jobs, new facilities. Last
year Arkansas added 25,000 jobs as California lost over
330,000 jobs. Several California businesses have relocated to
Arkansas of late: R & G Sloane Co., Rohr Industries, Beverly
Enterprises, Road Way Systems, and Sharper Image
distribution. Quite recently, British Aerospace announced the
relocation of its corporate headquarters from Washington
D.C. to Little Rock.

According to Arkansas Business, the following is a
breakdown of Arkansas’ Gross State Product:

Manufacturing 15.0%
Finance, Insurance &

Real Estate 14.1%
Services 13.5%
Retail Trade 9.5%
Transportation, Communi-

cation, & Public Utilities 11.3%
Government 10.4%
Agriculture, Forestry, &

Fisheries 5.8%
Wholesale Trade 5.2%
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Construction 4.2%
Mining 1.0%

Additionally, our employment distribution is as follows:

Manufacturing 21.2%
Wholesale and Retail Trade 19.1%
Services 18.8%
Government 15.0%
Self-employed, Unpaid &

Domestics 10.1%
Transportation & Public Utilities 5.0%
Agriculture 3.9%
Finance, Insurance, &

Real Estate 3.5%
Construction 3.4%
Mining 0.3%

Among the nation's 48 contiguous states, Arkansas'
business climate usually ranks high in the South Central
region and nationally in annual studies conducted by Grant
Thornton Accountants and the Management Consultants, an
international firm of Certified Public Accountants. With
exports and foreign investments accounting for 13 percent of
the Gross State Product, and over 50,000 jobs for Arkansas,
it is also obvious that our commercial links to the rest of the
planet are something we cannot ignore.
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We have sent a president to Washington. We are called
home for our nation’s largest retailer. Technology-oriented
companies are surfacing throughout the state. Arkansas’
northeastern corridor is also being hyped as the next steel
capital of the country. What sectors benefit from our native
son’s national prominence in the White House? Most
probable candidates include, starting here at home, Little
Rock specifically, and Arkansas, in general.

Arkansas can become a greater and more selective filter
for additional federal grants and traditional projects. Tour-
ism, publicity, agriculture, exports, industry relocation,
utilities, delta initiatives, airline service, upgraded medical
and military facilities--the list is endless.

Sustaining a Balance

Arkansas is a desirable place to live and work amid
natural beauty somewhat free from urban pressures. Most
future jobs in our state will come from small business, light
manufacturing, food processing, tourism, technology, and
services. Of course, the most significant customer for small
business is big business. So, we'll continue to attract some
capital intensive firms requiring greater worker skill levels.

Our state's relatively small population, approximately 2.4
million, does put us at some disadvantage in trying to attract
the type of businesses which produce end products for
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consumers. Transportation cost-wise, these businesses would
prefer demographically, and everything else being equal, to
be in or near larger markets. Consequently, our forte remains
somewhat with the more natural fit, the basic commodities
produced from the land. We will, however, continue to do a
brisk business in tourism, conventions, etc.

Continued economic and industrial growth is vital to the
quality of life in our state and for the future of our children.
This book is the most recent and viable venture to provide a
coordinated private sector commitment to support public
efforts through a plan to address specific goals and needs and
concerns expressed by Arkansas. I hope to provide us with

key guideposts in directing our economic development
efforts.

The composite Arkansan appreciates the opportunity to
have a good job and to keep it. The Arkansas worker wants
to help his company grow, and quality-consciousness is a way
of life. According to companies with multi-state operations,
the Arkansan will have less absenteeism and more produc-
tivity than his counterparts almost anywhere else. Let’s build
on these good qualities.

10
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Tough Questions To Be Asked

Opportunities abound for us to upgrade our economic lives
in the Natural State. Taking the lead from the Commission
for Arkansas’ Future, and others, the following questions are
posed as a basis for possible additional future research:

* How can we further encourage and assist
entrepreneurs and small business people in
creating, developing, and expanding their
businesses.

* How can we strengthen property rights from
arbitrary public sector restrictions?

* How can we identify and remove all unreasonable
barriers to entrepreneurship?

* How can we continue to diversify our economic
base?

* How can we increase the employment rate with
emphasis on those areas of the state which have

traditionally  experienced high rates of
unemployment?

11
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How can we match job training for the current and
future work force with skills being sought by
business and industry?

How can we increase the investment in and
improving our state’s infrastructure such as water,
sewer, waste management, and transportation
systems, and our infostructure such as
telecommunications, electronic  information
transfers and computer networks?

How can we recruit and support businesses and
industries which are environmentally responsible?

How can we increase access to goods, human
services and jobs in rural Arkansas?

How can we address the changing needs of large
corporate farmers and small family farmers?

How can we link heightened entrepreneurship to
expanding our export markets?

How can we continue to develop a competitive edge
and expand programs that promote global marketing
of Arkansas goods and services?

12



» How can we further diversify Arkansas’ economic base
to promote the development, expansion and
recruitment of industries and jobs, including the
retirement and tourism industries?

* How can we be sure to obtain good government at a
reasonable cost?

Business is good in Arkansas. It will get better as new
capital-friendly policies create new jobs. Those new jobs
will create more new needs, which in turn will create more
new jobs. Such are the makings of real opportunities. So,
there is plenty to do -- something for each and every one of
us.

13






2. CAPITAL GENERATION TREATMENT

According to the Annual Manufacturing Supplement of
Arkansas Business, tax incentives give the Arkansas economy
a Razorback edge:

* Free Port Law - no tax on goods in transit or finished
goods destined for out-of-state sales

* No sales tax on manufacturing equipment, pollution
control facilities, or raw materials

* No property tax on textile mills

* Corporate and sales tax exemptions in Enterprise
Zones

+ Sales and use tax exemptions for major plant
expansions

* Corporate and sales tax exemptions for day care
facilities

There is also financing available for municipal and county
industrial revenue bonds, general obligation bonds, state
loan/guarantee programs, and  development finance
corporations.

15



Capital Generation Treatment

Regarding entrepreneurial energy, jobs, and income, the
1995 Development Report Card for the Corporation for

Enterprise Development ranks Arkansas among the 50 states
as follows:

Category State Rank
New Companies 33
Change in New Companies 49
New Business Job Growth 34
Long-Term Employment Growth 18
Short-Term Employment Growth 10
Unemployment Rate 20
Unemployment Duration 16
Average Annual Pay 46
Average Annual Pay Growth 46
That Razorback Edge

A better future for Arkansas and America can be secured
if we embark on a proactive course of significant reforms in
several areas. With long-term growth and expansion
prospects for Arkansas and the U.S. economy appearing
uncertain, policy makers at both the state and national level
should focus more of their energies on the direct correlation
between economic performance and tax policy.

16



Capital Generation Treatment

In so doing, we can assist Arkansans and Americans to
save and invest in themselves, their state and their country.
Acting decisively, we can progress considerably toward
unburdening future generations with today’s federal debt and
its spending commitments. In tandem, we can ensure that
private sector investments will be in the pipeline to guarantee
Arkansas’ and America’s future prosperity.

Today in Arkansas, industry receives a handshake, not a
shakedown. From a corporate and individual standpoint,
taxes in Arkansas are lower in two-thirds of the 50 states.
State and local governments have aided the era of
industrialization by providing incentives on the one hand,

while exercising relatively tight fiscal controls on the other
hand.

There are several economic development programs and
policies which have spawned superb economic growth and
progress in Arkansas since the mid-1980s. Michael O.
Parker, Tax Specialist and Partner with the law firm of
Davidson, Horne, and Hollingsworth has provided through
their Tax Advisory the following excellent summary of the
“big four” economic development inducement programs:

A. Arkansas Enterprise Zone Act of 1993 (Act 947 of
1993)

» Refunds sales and use tax (state and local) on
materials used in constructing project

17
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buildings and on all project machinery and
equipment.

Grants income tax credits of up to $2,000 per
net new employee.

Requires endorsement resolution of city or
county.

Requires 25 net new employees for
distribution centers; 50 for corporate
headquarters; and 100 for office sector or
trucking sector businesses. No new employee
requirement for industries and certain R&D
businesses.

Not available if MIC credits (B below) are
claimed on same project.

. Manufacturer’s Investment Sales and Use Tax
Credit Act of 1985 (Act 529 of 1985)

Grants sales and use tax credit of 7% of total
project cost.

Credits may be used or carried over for up to
seven years.

Credit may be used to pay up to 50% of a
taxpayer’s total state sales or use tax liability
for each reporting period.

Requires application to AIDC not less than 30
days prior to start of construction.

Requires continuous operation in Arkansas for
at least two years prior to application.

18
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Requires project costing more than $5 million.

Application disqualifies applicant for
Enterprise Zone benefits (A above) on same
project.

. Arkansas Economic Development Incentive Act
of 1993 (Act 788 of 1993)

Authorizes Department of Industrial
Development to negotiate financial incentive
plan.

Plan may set aside up to 3.9% of annual
payroll for new permanent employees (5% in
areas of high unemployment).

Incentive funds may be used for employee
training, infrastructure, or other designated
purposes.

Term not to exceed 10 2 years from date plan
signed.

Benefits begin 12 months after hiring requisite
employees.

Requires 50 new permanent employees for
corporate headquarters; 100 for industries,
office sector businesses and distribution
centers.

Other tax incentive programs remain available.

. Arkansas Economic Development Act of 1995
(Act 831 of 1995)

19
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* Authorizes Department of Industrial
Development to negotiate financial incentive
plan.

* Plan may grant income tax credits not to
exceed debt service (principal and interest)
paid for project financing.

* Credit may be claimed for 70% to 100% of
income tax liability depending on average
hourly wage.

* Term not to exceed 10 years from date plan
signed.

* Refunds sales and use tax (state and local) on
materials used in constructing project
buildings and on all project machinery and
equipment.

* Requires endorsement resolution of city or
county.

* Requires 100 new permanent employees for
industries, corporate headquarters, office
sector businesses and distribution centers.

* Requires project costing more than $5 million.

* Benefits disqualify applicant from receiving
benefits under any other tax incentive program
for same project.

The above mentioned economic development programs
have in the last decade contributed significantly to the
creation of tens of thousands of jobs and billions of dollars in
additional spending for plant and equipment. Did these tax

20
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credits cost Arkansas? No, they paid for themselves many
times over.

Our Governor has also sold an impressive economic
incentive program to the Legislature. As a result, the entire
state of Arkansas is now one large enterprise zone with its
respective tax credits incentive. Local municipalities, with
the help of voters, are now be able to finance their respective
campaigns to build the brick and mortar social capital
necessary to attract industry. Other incentive and loan
programs favor small business and the delta.

The creation of an economic environment in Arkansas and
at the national level in which all enterprises and the people
who do business with them can thrive and prosper has been a
recurring item on opinion leaders’ minds. A sustained high
rate of productivity is the basis for a growing, healthy
economy and a rising standard of living. It always has been,
and it always will be.

In terms of reinvestment of earned capital, the U.S. has
fallen behind other industrial nations. The economic factor
that brought the U.S. to world industrial leadership some 100
years ago was a constant and massive investment in new and
better tools. This also included our social capital--our
infrastructure of highways, bridges, harbors, utilities, etc.

21



Capital Generation Treatment

Competitive Forces and Productivity

The highly respected profit incentive system was the
dynamic force behind this growth in Arkansas and the
country; the present low estate to which profit has fallen has
arrested this growth. Any shrinkage in new tool investment
will be accompanied by a reduction in output per man hour.
Our level of capital spending does indeed bear direct
relationship to unemployment levels, productivity gains,
wages and corporate profits--the ingredients that determine
the standard of living of both Arkansas and the nation.

Our prime competitor in world markets, Japan,
encourages private investments to a far greater degree than
the United States. Therefore, further measures are needed to
stimulate the investments we need in new plants, new
machinery, and new business ventures. When overseas
competitors boost their productivity, they are more and more
able to manufacture products at a lower unit cost than we are
able. And that hurts all of us. It allows them to sell at much
lower prices in this country a flood of consumer products,
materials, industrial components, and so on. The list of these
items is practically endless.

Productivity gains, positive changes in the ratio of output
to input, are important because they are the only way to raise
our standard of living and keep us competitive in international
commerce. In our American economy, and since the 1960's,
productivity increases have slowed at a faster rate than that of
the other major industrialized nations. In the 1980's, the

22
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productivity of U.S. manufacturing kept pace with foreign
competitors, however the service sector which employs 80
percent of the work force has had very small increases in
productivity.

Overall productivity trends today are such that our
standard of living now doubles every two generations, instead
of one generation as in the past. That doesn't bode well for
our children and their ability to care for us in our old age.
The U.S. economy has low savings and high deficits; Japan's
economy has boasted, for the most part, high rates of savings,
investment, productivity, growth and prosperity.

International Costs at Work

Failure to find ways for Arkansas and the nation to
reindustrialize and keep up with demand will mean the
following: low productivity levels; fewer products; fewer
new jobs available; shortages of materials and products with
accompanying higher prices; a slower growing economy that
will produce fewer gains in living standards; and loss of
competitive position. No clearer message has been sent since
Noah announced, “It looks like rain.”

Countries which invest higher percentages of income and
savings in new production facilities and educational facilities
can and will undersell us in world markets. We need to
remember what is at stake--employment, standard of living,

23
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prices, competitive advantage, etc. American productivity,
although overall the highest, must be improved. Japan's rate
of productivity improvement is twice our own. Several of our
western trading partners rank ahead of the United States in
current rate of productivity increase.

Today, the United States is importing 35 percent of all its
automobiles. Jobs are exported when products of American
businesses are not competitive with products manufactured in
other countries. America is not as dynamic as she once was
or can be. Incentives plus labor, business and government
cooperation can combine to recapture our worldwide markets.
Otherwise, the United States will continue exporting jobs
whenever products of American businesses are not
competitive with products manufactured in other countries.
The world is our marketplace, not just Arkansas or America.

Interest Rate Dynamics

Of significant interest to Arkansans is that the United
States, Germany and Japan have been waging a low-key,
undeclared interest rate war that could at some point hurt
employment and income here at home. The “war” is over
capital. Since the early 1980s, the United States has soaked
up surplus foreign capital to help finance the nation’s budget
deficit and to offset our low savings rate. Now, Germany and
Japan have a growing hunger to use the savings of their
citizens for their own pressing internal needs.

24
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Until the 1990's, the United States had a primary claim on
the world’s surplus capital. We need to pull in about $150
billion a year from foreign countries to close the gap between
what Americans save and what they spend. Now, though, the
collapse of communism has opened up new opportunities in
Eastern Europe and caused investors around the world to see
a chance to make money there. Investors from the Middle
East and Far East are increasingly looking to Europe as a
place to park their money. Even the Japanese are beginning
to divert more capital to Europe. The fear is that, although
the United States will still get its $150 billion, it will have to
pay a higher price.

If there is more inflation in our future for Arkansans and
Americans, we have all the more reason for interest rate
reform. Tying consumer loans to the federal discount rate
(plus 5 percent) doesn’t reflect a bank’s cost for money; it
can also smother economic activity. The banking industry is
correct in preferring the one-year rate on Treasury bills as an
index, and eliminating the 17 percent cap. As things are,
Arkansas ranks 16th in its measure of commercial bank
deposits, but 45th in the ratio of loans to deposits--the true
measure of lending.

Federal Reserve Chairman Greenspan finds himself in the
unenviable position of either pushing up U.S. interest rates to
keep capital pouring in from foreign investors or pushing
interest rates down to keep the American economy growing.
We Americans find ourselves startled by the degree to which
our financial system could be affected by faraway political
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and economic events and foreign investors. We are no longer
in total control of our own destiny. Boosting interest rates to
keep foreign capital coming here could become
counterproductive. The situation has become unbelievably
complex.
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3. ECONOMIC PROGRESS AND DEVELOPMENT

The Corporation for Enterprise Development in
Washington D.C. recently ranked Arkansas' business climate
as ninth in the nation. Arkansas receives impressive marks
in the national study ranking short term employment growth,

air quality, and financial disparity between rural and urban
areas.

In general, Arkansas earned modest to excellent scores in
most areas. However, Arkansas fared poorly and finished
near the bottom in teen pregnancy, the number of scientists
and engineers in the work force, the number of science and
engineering graduate students, and the percentage of those
attaining a college education.

Here is a partial breakout of those factors (others will be
respectively cited throughout this book):

Category State Rank
Economic performance 19
Business vitality 5
Developmental capacity 47
Small business culture 15

Small business assistance environment 9

Balanced fair tax and fiscal system 21
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Our Manufacturing Forte

Many people believe that the manufacturing sector is
becoming less important to the Arkansas economy. Actually,
just the opposite is true. Manufacturing is very important to
Arkansas as a generator of jobs and income. Does that make
Arkansas more or less vulnerable to a recession? Regarding
manufacturing intensity, we are ninth in nation. That may
seem to make us more vulnerable to swings in the business
cycle.

However, we have diversified into numerous recession-
resistant industries. They tend to be less vulnerable to the
business cycle. Arkansas' excellent performance in recent
years (jobs, output and personal income gains, etc.) proves
that. Our largest manufacturing employer is in food proces-
sing, the paragon of recession-resistant industries.

Over half the employees in manufacturing in Arkansas
live in communities with a population of less than 2,500. The
personal income derived from manufacturing has a great
impact. According to the Arkansas State Chamber, for every
100 new manufacturing jobs created in a community, 64 non-
manufacturing jobs are created: 45 jobs in wholesale and
retail, entertainment and recreation; 7 jobs in transportation;
3 in finance, insurance and real estate; 3 in repairs and
services; 3 in construction; and 3 in public administration.
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With these payrolls, communities face better economic
times. Local and state tax bases grow, services are expanded
and there are more educational opportunities. The impact of
manufacturing jobs.in Arkansas is highly significant when
total earnings are examined. All manufacturing employees
earn about $5 billion; $3 billion went into small towns, as 60
percent of our manufacturing workers come from small
towns. It’s fair to assume that without these paychecks, many
small towns would languish and lose population.

Arkansas' "Free Port Law" applies to finished inventories
maintained by manufacturers located within the state and to
goods stored in warehouses in transit through Arkansas to
destinations outside the state. This law provides that all
goods manufactured within the state and stored for shipment
outside of Arkansas shall not be assessed for taxation in the
State. Also, covered in this tax exemption are goods which
are moving through the state and which may be stored in a

warehouse, dock, etc., in transit to a destination outside of
Arkansas.

Arkansas is one of 21 states which has passed the Right to
Work Law. Among this nation's 50 states, and in the creation
of new manufacturing jobs, non-agriculture jobs, and contract
construction employment, the 21 states which ban
compulsory unionism continue to outdistance the 29 states
which do not have Right to Work Laws.
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Taproots to the Land

The recent Annual Manufacturing Supplement to
Arkansas Business cites our natural resources as follows:

Water--Arkansas has over 283,000 hectares (699,293
acres) of surface water; over 800 billion liters of high
quality ground water are contained in aquifers capable
of yielding over 2,000 liters per minute. There is a
large network of navigable rivers with ports on the
Mississippi, Arkansas and Ouachita Rivers.

Timber--Forests cover 7.16 million hectares (17.69
million acres), or more than half of the state. Pine
woods make up 42 percent and the rest is mixed
hardwoods, mostly oak. Timber growing, harvesting,

management, transporting and processing are major
industries in Arkansas.

Fossil fuel activity tracks somewhat with the

Southwest:

Crude Oil

Total production 8 million barrels (1990)
Reserves 60 million barrels
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Natural Gas
Production 164 billion cubic feet (1990)
Reserves 1,731 billion cubic feet (1990)

Coal and Lignite
Reserves 0.4 billion short tons (1990)

Other minerals in commercial production are as
follows:

Bauxite (#1 in nation), bromine (#1 in world),
cement rock, clay, gypsum, limestone, novaculite
(only producer in nation), quartz crystals (#1 in
nation), serpentine rock, shale, silica sand,
syenite, tripoli, dimension stone, crushed stone,
sand, gravel and slate.

Arkansas' location and climate, economic as well as
natural, have combined to position us at the right place at the
right time. Population growth rates have been above the
norm for the nation. Today, Arkansas counts manufacturing
as a major economic factor; however, there are others.
Agriculture continues to exert a major positive influence on
the state. From cotton to soybeans, poultry to tomatoes,
Arkansas is among the nation's top ten producers.

In Arkansas, agribusiness truly is big business. Each year,
Arkansas leads the nation in production and exportation of
both rice and commercial broiler chickens. The right kind of
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soil and the right amount of moisture come together in the
southeastern quadrant of the state to make it the nation's rice
bowl. The opposite, northwest corner of the state is the
nation's poultry house.

Scientific growing methods have cut the growing time
nearly in half to help feed Americans whose per capita con-
sumption of chicken is growing 50 percent faster than that of
red meat. Arkansas is second in farm chickens sold, third in
catfish production, fourth in turkeys raised and cotton grown,
sixth in eggs and seventh in soybeans. Timber accounts for
one of every six manufacturing jobs.

Although there are big operations in agribusiness, the
individual farmer still plays a key role. Literally thousands of
Arkansas farmers grow commodities on contract for major
companies; thus, avoiding the economic pressures that have
forced most of their counterparts off the land they love.

Where Do We Go From Here?

In Arkansas, perhaps as in no other state, it is appropriate
to observe that population growth and economic development
have become one of those "Which came first--the chicken or
the egg?" propositions. All newcomers do indeed arrive
complete with multiple needs for housing, services, and retail
establishments, etc. Little Rock, our state's capitol city and
hub of our air, rail, highway and waterway networks, lies
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about halfway between Chicago and Houston and is
somewhat east of center between Los Angeles and New York.
We even have our own President now.

When it was in operation, the Commission for Arkansas’
Future established a priority goal for economic vitality by
diversifying Arkansas’ economic base to promote the
development, expansion and recruitment of industries and
jobs, including the retirement and tourism industries. Their
recommended strategies were these:

1. Develop programs to train the private sector and
local leaders in the skills and information
needed to plan and manage sophisticated
economic development efforts;

2. Develop a long-term plan for infrastructure
investments, assign priorities to the most needed
projects, and identify innovative funding
sources;

3. Stimulate business and industrial lending among
the state’s financial institutions, including a
thorough review of the impact of the usury
ceiling; and

4. Strengthen job training programs to match the
rising demands of employers.
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A Full Court Press

Economic progress is very important to all Arkansans.
With it, our children don't have to relocate, our communities
continue to grow, and our infrastructure can be upgraded. The
Arkansas Industrial Development Corporation (AIDC) is right
on the money in reminding us that no federal or state govern-
ment program can be effective in promoting economic
progress without a tandem program of civic development
sparked by the enthusiastic support of community leaders.

The Arkansas Municipal League recently published an
item entitled “My Town.”

My town is the place where my house is found,
where my business is located, and where my vote is
cast. It is where my children are educated, where my
neighbors dwell, and where my life is chiefly lived.
It is the home spot for me.

My town has a right to my civic loyalty. It
supports me, and I should support it. My town wants
my citizenship, not my partisanship; my friendliness,
not my dissensions; my sympathy, not my criticism;
my intelligence, not my indifference.

My town supplies me with protection, trade,
friends, education, schools, churches, and the right to
free moral citizenship. It has some things that are
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better than others. The best things I should seek to
make better; the worst things I should work to
suppress. Take it all-in-all, it is my town, and it is
entitled to the best there is in me.

Progressive leadership in Arkansas is especially important
at the local level. In any community, the question is often
asked, "What does the Chamber of Commerce do?" There are
those who believe the Chamber gathers statistics, prints
attractive brochures, answers inquiries, and advertises "what
a great place this community is to work, live, and enjoy life."
The Chamber does all those things.

All of those jobs are important, but they aren't the reasons
the Chamber exists. They are "fringe benefits" of the
Chamber--the things the Chamber does as a matter of course,
because those jobs need doing--and the Chamber is good at
them. There is one main reason for the Chamber to exist: to
do whatever is necessary to keep the area's economic
condition at a level where businesses will risk their resources
here in hope of making a profit. Everything else is just
frosting on the cake--a means to the end.

In any city, the profitable operations of business is the
source of all other benefits. Only by succeeding in this
fundamental goal, can the Chamber provide the jobs and
produce the wealth to finance all the governmental, civic,
educational, cultural and charitable needs that a city is faced
with every day.

35



Economic Progress and Development

The chamber of commerce is a catalyst -- a common
vehicle through which business and professional people work
together for the corporate good of the community. A prime
example is found with the strategy followed in my town. The
Searcy Chamber Board recently developed a Five-Year
Master Plan of 24 goals to promote sound economic growth
for business and agriculture, along with efforts to improve the
economic well-being and quality of life for all residents.

The Searcy Chamber's Leadership Institute identifies and
motivates potential leaders; acquaints them with community
needs, problems and opportunities; offers a forum of
exchange of alternative methods for dealing with those needs,
problems and opportunities; and challenges potential leaders
with community involvement and decision-making.

In the past four years, the Arkansas Industrial Develop-
ment Commission has sponsored 23 "Quality First" programs
in Searcy. Over 400 Quality Management students have
graduated, representing 60 companies and yielding $15
million in savings to local businesses. Searcy's pioneering

"Quality First" program is a model for others in the mid-
south.

A program of civic development has been sparked by the
enthusiastic support of the Searcy Chamber of Commerce.
Industry has been attracted to the city by its progressiveness
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and interest which is evidenced by financial support of new
industry through the Searcy Industrial Development Corporation.

The Searcy Industrial Development Corporation
(S.LD.C.) is a legally organized corporation sponsored by the
Searcy Chamber of Commerce. The S.I.D.C. works with the
Industrial Development Committee of the Searcy Chamber of
Commerce in providing information for industrial prospects
to help them arrive at a decision as to whether or not to locate
in Searcy.

The established industries in Searcy are prospering. The
Searcy success formula has been SL + CCC = GP; meaning,
Sound Leadership plus Concerned Cooperative Citizens equal
Growth and Progress. When an individual industry decides
to locate in Searcy, the S.I.D.C. is responsible for all legal
aspects of any agreement between the industry and the Cham-
ber of Commerce, city, or private individual who may be
selling land for use by the industry.

The S.I.D.C. may purchase, lease, rent, or sell and receive
bequests or donations of real or personal property. It has the
power to make contracts, borrow money, issue bonds, and
loan money required in the establishment or expansion of an
industry within the city. Financing for the new industries is
available through issuance of Act 9 and Act 49 bonds.

Entergy Corporation and the Teamwork Arkansas
taskforce are correct in noting that many factors enter into the
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competitive search for industry: a quality labor force
(including skills of employees and the wages they will
demand) ...ample transportation...proximity to customers and
raw materials...a business climate that makes it easy to
operate...low energy costs ...and availability of existing "spec"
buildings for prospects.

As neighboring states get more competitive and step up
their industrial outreach recruitment, Arkansas must keep the
incentives to attract and retain industry: (1) the investment
tax credit, (2) those statewide enterprise zones, (3) continued
infrastructure development, and (4) more quality management
training.

In the spring of 1995, the Natural State joined 35 other
states in launching a conservative, non-profit, non-partisan,
public policy research, information, and advocacy
organization. The shift of focus away from Washington for
solutions to public policy and social problems began during
the Federalist-leaning Reagan years. By persevering with
principle rather than politics, the state-based research
organizations have gained credibility.

The new Arkansas Policy Foundation (APF) has now
joined the other state-organizations dedicated to developing,
researching, distributing, promoting, and educating at the
state and local level for a better tomorrow. Free market
ideas are being applied at APF; innovative solutions will
then be delivered to state and local media outlets, presented
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to local civic groups, and distributed through books and
position papers to other grassroots organizations.

Because ideas do have consequences, the APF Board
commissioned an Opinion Survey whose coverage blanketed
the Arkansas business and civic community. The responses
of these leading opinion-shapers should shed considerable

light on their perceptions about a number of contemporary
areas of interest.

The Arkansas State Chamber of Commerce and the
Associated Industries of Arkansas (ASCC/AIA) have
launched “Project 2000,” a strategic plan with a vision for
a good business climate in Arkansas:

Overall. Arkansas will be competitive nationally
and internationally with new and expanding
industry.  Strong business leaders will work
cooperatively with government in maximizing the
state’s resources to produce high quality jobs.
Research and development companies will help keep
Arkansas competitive.

Workforce and Jobs. Arkansas will have a broad
base of educated citizens constituting a readily
available quality work force. Training programs and
the state’s educational system will help ensure that
every employable Arkansan will have a job at or
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above the national pay level. A high quality work
force will forster growth of “quality” jobs.

Business Climate. A free enterprise spirit will
pervade Arkansas. The state will promote business
development with pro-business attitudes and
policies. The legislative, executive and judicial
branches of government will work with business.
Public policies will protect the environment without
over-regulating business. Government will be
committed to the economic well being of Arkansans
and will allow business the freedom to operate with
a minimum of red tape. Government regulations, tax
policies and environmental enforcement will be
fairly administered creating a level playing field for
business and industry.

Infrastructure. Arkansas will have a sound
infrastructure with good transportation and utility
systems to support economic development.

The strategic plan, as spelled out in the Arkansas

Newsletter, positions the ASCC/AIA as the leading
advocates for business and industry in Arkansas.
organizations would serve as a high profile leader of the
business community respecting and reflecting the diversity
of Arkansas’ business and public policy leadership. The
ASCC/AIA would be perceived as the organization to lead
the business community into the twenty-first century with a

40

The



Economic Progress and Development

strong and unified voice for business and industry on
consensus issues.

We must indeed do more with all resources at our
disposal. We are past the point when it is adequate to sell
ourselves in the competitive marketplace as “nice place to
live, work, and enjoy life,” for our neighboring states are also
claiming that. But it is a good start, for sure.
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4. SMALL BUSINESS WORKS

On the eve of the Reagan Revolution, this writer,
representing both Arkansans and Americans, presented the
following still-relevant testimony before the House
Committee on Small Business Holding Hearings on HOUSE
RESOLUTION 1306, SMALL BUSINESS IMPACT ACT
to require the preparation of small business impact
statements in connection with federal agency rules and
HOUSE RESOLUTION 1745, SMALL BUSINESS
REGULATORY RELIEF ACT to amend the Small
Business Act to provide regulatory flexibility for small
business in certain instances so that the effect of regulation
matches the size of business regulated:

Mr. Chairman and Members of the Subcommittee:

I am appearing today on behalf of small businesses
and an economic system in which a person should be
"free" to be anything he wants if he has the
“enterprise” to do it. Although I'm more of an
academic entrepreneur, I speak to you to represent
real enterprisers -- some of whom I've served in the
past as a Small Business Institute faculty adviser.

As sincerely as I know how, I wish to plead the
case of the small business person who, in all honesty,
doesn't know if he's being a crook or a martyr when it
comes to complying with federal regulations and the
attendant paperwork.
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I would like to tell you about a county executive in
the Mid South who was asked by a federal installation
if the latter’s employees could park at the nearby and
usually deserted county airport. Our hero requested
an environmental impact statement, in triplicate:
"How many cars; during what hours; the average EPA
rating for vehicles involved; and an affirmative action
report on all personnel involved--preferably back at
least three generations." Now that's news. Man bites
dog!

The fundamental soundness of our economy is
each business' responsibility to operate under its own
steam -- to know that it can survive and profit only if
it produces something consumers want and are willing
to pay for. There are risks involved. Our economy is
filled with skeletons, large and small, of those who
tried and failed to meet this exacting standard.

It must be recognized that Federal regulatory
policies often work a hardship on the small firm that
the large firm is able to escape. Large firms have at
their command a myriad of resources: lawyers,
accountants, and a bureaucratic organization that
enable them to absorb the impact--and indeed to
deflect it -- of Federal regulations. The small firms
possess none of these advantages.
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I would remind you, as have others, that all
regulatory policy should have categories. And
without retreat-on regulatory objectives, there should
always be consideration of cost and reporting
requirements for the small firm. By treating large and
small alike, one treats them differently.

Once created, regulatory agencies tend to be self-
perpetuating -- promulgating more regulations,
seeking rulings or test cases against smaller firms
before seeking out the big ones, and generally trying
always to improve their prestige and "batting
averages" before Congress in order to secure larger
appropriations for the following years.

According to the National Federation for Indepen-
dent Business, the impact of regulations is dispropor-
tionate in three ways: (1) discovering regulation, (2)
understanding regulation, and (3) paying for
regulation. This disproportionate impact means that
in order to remain competitive with large firms, the
small business must cut back in some manner.

The small business can reduce earnings (implying
less "take-home" or reduced business investment); it
can reduce overhead in some cases (such as cutting
employment); or, it can go out of business. As the
NFIB has pointed out, if the two former are
undertaken with any frequency or if one action is
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particularly severe, the latter is inevitable. Small
firms simply cannot absorb a continually deteriorating
competitive position.

The Darling of American Capitalism

I am concerned because it is the small businesses
that provide most of the jobs in this country. There
are more than 13 million smaller enterprises in the
United States. Individual enterprises may be small,
but together they form one of the main components of
our national economy. Small business currently
makes up 95 percent of all commercial and industrial
entities in the United States, and employs 60 percent
of the labor force.

We count on these same small businesses for 48
percent of our total business output, 43 percent of the
Gross Domestic Product, and more than half of our
important industrial inventions and innovations. And
strong flow of private investment back into smaller
companies must be regained if we are to take
advantage of their highly labor-intensive potential.

A company may be forced to reduce its size, forced
out of business, or be forced to lower the benefits it
offers for many reasons: (1) if it cannot or will not
invest in new, modern tools and/or adopt modern
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management methods; (2) if its goods or services are
not of competitive quality; (3) if its workers refuse to
use modern, labor-saving devices; and/or (4) it cannot
economically comply with increasingly restrictive
federal regulations.

Our Dual Economy

It is still common to find new developments
coming from small businesses instead of from the
research labs of large corporations. Small businesses
are not tied to existing technology. They are more
prone to experiment, to innovate, and most important
of all, to take risks.

Small business is what really makes our free
enterprise system work, by keeping it lean, tough and
competitive. Small business serves as an effective
counterweight to the power of the large corporations,
and helps to keep our system democratic. The
question is, how long will small business be able to
perform this role? More precisely, how long will
government allow it to perform this role?

I agree with the United States Industrial Council on
this:
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Small business is slowly but inexorably being
squeezed out of our economic system, and all the
pressures but one -- the upsurge in product
liability lawsuits -- are being applied by
government. Heavy government borrowing from
private banks has made it difficult for fledgling
enterprises to obtain loans. High taxes and
inflation are eating into other sources of
investment capital. Increases in the minimum
wage are putting labor out of reach for many
employers. But the biggest single problem that
small businesses face is the government regul-
ations.

Since the mid-1960s, federal regulation of business
has tripled. For the large corporation, this added
burden is an expensive nuisance, but for the small
business, it is a life-or-death struggle. The owner-
operator of a small firm cannot possibly keep up with
all the standards and rulings that are churned out by the
bureaucrats in Washington, and he often cannot afford
the legal advice and extra clerical help he needs to
cope with them.

In the same way, he often lacks sufficient funds to
redesign his product, change his method of operation,
or otherwise bringing his business into line with
federal requirements. Consequently, he has no choice
but to sell out to a larger company or to close his
doors. It is no accident that during the same period in
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which federal regulations doubled, the number of
business bankruptcies also doubled -- and most of the
casualties were small businesses.

The Fourth Branch of Government

Examples abound of the government's intrusion into
the private sector. A small 5,000-watt radio station in
New Hampshire spent $26.23 to mail its bulky
application for license renewal to the Federal
Communications Commission. One milk plant,
licensed by 250 local governments, three states and 20
other agencies, reported that it was inspected 47 times
in one month.

There are those who argue that business is a special
interest that stands apart from society as a whole --that
"The People" are not affected by regulations. In
reality, every person who works for a business, every
person who buys products and services, as well as
those who invest in businesses, are affected by the
excessive and often ill-conceived policies of the
regulatory agencies. A review of the impact of some
of these policies underscores the need for a serious
reappraisal.
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As Murray L. Weidenbaum, director of the Center
for the Study of American Business at Washington
University, has concluded, "The public needs to grasp
the notion that government regulation is a potent and
expensive medicine. It needs to be taken very
carefully, in limited doses and with full regard for all
the adverse side effects -- inflation, unemployment,
loss of productivity, delay in getting new products, and
loss of capital formation."

Inventiveness lies at the heart of America's high
standard of living. With 5 percent of the world's
people and 7 percent of the world's land, we produce
25 percent of the world's goods and services. The
increasing intrusion of regulatory agencies into every
aspect of our economy is tending not only to waste
valuable resources and decrease productivity but also
to stifle America's inventiveness and dynamism.

Yes, Congress should periodically review the need,
soundness and fairness of regulatory statutes and
evaluate the rules and regulations formulated by the
regulatory agencies. Probably the most urgent need for
change in regulatory processes is in the area of cost-
benefit analysis. It hardly seems improper to suggest
that benefits of regulations should be weighed against
costs before they are applied.
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For instance, when farmers complained about the
lengthy applications and $10 check required by the
Environmental Protection Agency for a permit to
discharge waste water, the Commission undertook to
determine the cost effectiveness of its action. They
discovered it was costing the agency $15.09 to process
each $10 check and $270.10 to process each
application.

According to James J. Kilpatrick, the cost of
government regulation ordinarily is computed in two
ways -- what it costs the government to enforce its
rules, and what it costs the private sector to comply
with them. A third price is paid, says Murray Weiden-
baum. This is the unreckonable cost of what we don't
receive.

Anyone who believes that regulatory costs are
something that are ordained at enactment ought to
thumb through the Federal Register. There is a small
telephone directory's worth of standards and
procedures spelled out in the Federal Register every
day. It is important to remember that most of those
standards and regulations impose some kind of cost on
somebody. .

Federal regulations issued daily throughout the year,
except December 25, are 200 pages thick -- and it's the
law of the land. Business people have to hire lawyers
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at $200 an hour to read it daily to see if it applies to
them.

What to Do Now

To treat large and small business as the same is both
irrational and unfair. As a first step towards reversing
the tide against small business, I agree with the NSBA
in recommending institution of "two-tier" systems of
regulations and laws in the areas of antitrust, patent
and regulatory policy.

Let us not forget why the small business community
is the darling of American capitalism: The ability of
small business to give personal service and provide
quality goods and services; to provide an alternative to
large corporations for both consumers and employees;
to police the marketplace through competition between
many companies; and, not least, to provide an outlet
for the independent and adventurous spirit that is the
hallmark of the small business entrepreneur.

I wish to point out that big business is, to a large
degree, dependent on small business -- small business
is the supplier of the products which larger companies
assemble into finished products. Sound development
of the small business community is necessary for
economic growth of the economy overall.
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Therefore, all government agencies should begin or
increase their efforts to ensure that their regulations
and the application thereof do not have a
disproportionate economic impact on small business.
All government agencies should make a concerted
effort to reduce the record-keeping paperwork burden
placed on small business. Particular attention should
be focused on simplification, standardization and non-
duplication of existing regulations and requirements.

Agencies should have to identify alternatives for the
proposed regulation, and choose the least costly. The
agency would have to justify choosing a more
expensive alternative. A "sunset" provision should
require that once every 10 years an agency must
review regulations having an impact on the economy
of $100 million of more.

Twice a year each agency should have to publish an
agenda of major regulations expected to be acted upon,
and projected dates for action. An agency contact,
telephone number and address should be listed for each
regulation. These agendas should enable you to get the
jump on new regulations before they are proposed.

The economic impact statements should be done by
the promulgating agency itself. Objectivity could be
greatly enhanced by direct small-business
participation. And the agency review should conform
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to a standard method approved by the Congress. The
Federal Register should be indexed for small business
interests. In it should be increased inclusion of small
business representation on regulatory and advisory
commissions.

I agree with the Small Business Legislative Council
that, as part of its oversight function, Congress must
determine whether agencies it has created are issuing
rules and regulations contrary to law, inconsistent with
legislative intent, and going beyond the statute it is
supposed to implement. When an agency does commit
abuse, the damage to small business subject to such
rule or regulation may be irrevocable. Therefore, the
review period of 60 days or longer is essential.

What else, then, can be done to help small business
survive in our increasingly regulated economy? Create
special exemptions from regulation for small business,
particularly in the area of time-consuming and often
irrelevant paperwork. Require that federal agencies
investigate and report on the likely impact of new
regulations on small business before such regulations
are promulgated. Reimburse small companies for legal
expenses incurred while challenging government
regulations in court, if such a challenge results in a
verdict against the government.
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The self-perpetuating regulation industry must be
confronted at the sources of its mandate, so that you
might transform the burden of overregulation into a
manageable and even positive force. Yes, all laws
spelling out regulation, and all major regulatory
decisions, should be required to first include an
economic impact statement proving that their benefits
outweigh their cost.

But let's go further. Officials at decision-making
levels in regulatory agencies should be required to
have demonstrable competence to regulate an industry,
based on substantial knowledge of the industry itself.
Unlike ineptitude, conflicts of interest can be curbed,
if need be, by vigorously enforced criminal penalties.
Regulatory bodies should all the more be subject to
real periodic Congressional review, to limit their life
spans.

I would like to have made some modest and uncom-
plicated proposals. They would amount to little more
than requiring the regulatory industry to operate by the
same rules as the industries they regulate. Any
corporation that ignores either economies or com-
petence for long simply ceases to exist -- and that is
precisely the right fate for a good part of the regulatory
system.
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Small Business Works

I would conclude with a word of caution regarding
regulatory reform. Baron Von Frankenstein was a man
who meant well. Death distressed him, and with the
best intentions he sought to "re-create life." Using
transplants, he made a dead man alive--produced an
unnatural creature who was at first benign but rapidly
deteriorated into a fiendish monster.

Let's be super-careful to do only those things that
continue to give decent life to the system that supports
us -- our economic horn-of-plenty that we call free
enterprise.
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5. GLOBAL ENTERPRISE DYNAMICS

Mexico got into serious economic trouble in 1994 as a
result of a precarious decade when the country’s debt grew
significantly faster than its Gross Domestic Product. At this
writing, Mexico is bouncing back and working through the
negative externalities that resulted in the short run. By
shrinking its budget deficit, holding to a tight money policy,
Mexico has reduced inflation and returned its stock market to
precrisis levels. As Mexico has begun repaying her loans, the
long run looks positive and should be examined accordingly,
along with other very significant alphabet organizations
which form trading blocs.

"What do you think of NAFTA?," asked Congressman
Tim Hutchinson (R-AR) in late 1993, as we had a delightful
conversation during his recent visit to our campus. "Well," I
replied, "if you want a short answer--here it is: NAFTA is
going to save our economic hide for the next generation and
beyond."

Short answers are often simplistic; but as the earth rotates,
it's obvious that our planet is evolving toward three major
trading blocs: the Americas; a United Europe; and the Pacific
Rim. Thanks to NAFTA, although it was happening anyway,
our trading bloc will be the largest. From the Yukon to the
Yucatan, it involves upwards of 400 million people and $7
trillion in goods and services.
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Yes, we are well into a new era of our continental
prosperity. Prior to the recent pro-NAFTA vote in late 1993,
the unification process was well advanced. Since 1987,
Mexican imports from the US had tripled. During that period
of time, tariffs on U.S. goods flowing into Mexico fell 90
percent. Today, Mexico is our third largest export market,
behind Canada and Japan.

NAFTA Too Good To Be True?

Quietly, in the last half decade, 400,000 Mexican export-
related jobs have been added to the U.S. work force. That is
why most state governors were near unanimous regarding the
NAFTA controversy. The governors have seen positive job
growth--a significant net gain. Certainly, there will continue
to be those who would parade joblessness of some Americans
before the TV cameras. However, the conditions which led
to NAFTA have already proven to be a significant net job
gainer.

Will there be some unskilled jobs lost to Mexico? A
nominal amount. But let's remember that 80 percent of our
unskilled workers in America are producing services, not
manufactured goods. After a few more years, we will see that
most of the low skill and medium skill jobs lost to Mexico
were, in fact, lost not by America but by more direct
competitors of Mexico--other developing nations.
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Environmentally, Mexico City is like the Los Angeles
basin: 20 million people in a close metropolitan area
surrounded by mountains, creating a natural basin for smog.
Industry is jammed up against that in horrible conditions.
NAFTA allows industry to move up and out to other
enterprise zones.

One of the more visible opponents to NAFTA said in 1993
that, "Mexico needs us--we don't need them." That's the point
--we'll sell much more to them than we will buy from them.
In fact, we don't have to wait for the results. Between 1987
and 1993 America moved from a $5 billion trade deficit with
Mexico to a $5 billion trade surplus.

Under the process that was formalized by Congress,
NAFTA contains rules to insure that benefits occur only to
North American companies. NAFTA retains stringent US
trade remedies for dumping products and it grants US
investors in Mexico and Canada equal treatment with local
investors. NAFTA also establishes a process for harmonizing
health, safety, and industrial standards at tough US levels.

GA TT -- NAFTA on Steroids

What about GATT? The General Agreement on Tariffs
and Trade dates originally back to 1947. GATT is NAFTA
on steroids. More than 120 nations have just gone through
seven grueling years to develop the most comprehensive
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agreement which will significantly eliminate national tariffs,
subsidies, quotas and other forms of protectionism.

Just as with the NAFTA, GATT should result in all the
good things that free market economists have been preaching
about free trade: more products, lower prices, rising standard
of living, more jobs, reduced trade barriers, improved
diplomatic relations, elimination of monopolies, and may
even make the weather perfect every day.

That's what GATT is all about. It was created to set fair
and common rules for the ways in which each country must
conduct its trade with others. Just as GATT has come into the
limelight, we will see it go through a metamorphosis, with its
successor organization to be called the World Trade
Organization (WTO).

Much has been accomplished since former President
Reagan launched the new round of GATT discussions in
1987. One could say that the benefits from the GATT pact
would be similar to these outlined in greater detail by
NAFTA. We should always remember that it may take years,
and even decades, to fully play out, and that these agreements
were still at best, formulated by fallible, mortal human beings.

The APEC Trading Bloc

Lesser known is APEC. A new organization, dating back
to 1989, APEC stands for Asia-Pacific Economic Co-
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operation Forum. The members of APEC encompass the
single largest chunk of USA foreign trade: Australia, Brunei,
Canada, China, Chinese Taipei, Hong Kong, Indonesia,
Japan, Republic of Korea, Malaysia, New Zealand, the
Philippines, Singapore, Thailand, and, of course, the United
States.

All combined, the Department of Commerce lists goods
and services traded within APEC as on a par with the near
$400 billion worth of goods and services traded between the
NAFTA partners. APEC has resulted in open and
constructive dialogue between these key nations. Again, the
results are likely to be freer trade, more regional economies
developing, and above all, the preservation of peace in our
times. As we look to formal agreements which will come out
of the APEC meeting in Seattle, there is certainly a lot of
common ground on which to develop treaties and accords.

As Arkansas Governor Jim Guy Tucker attended that
conference in Seattle, we received word that Arkansas exports
to Malaysia alone grew from 1.2 million in 1989 to 29.8
million dollars in 1992, according to the numbers provided by
the Arkansas Industrial Development Commission. Arkansas
exports to Taiwan nearly tripled in that same three year
period, and combined exports to all APEC member nations
are now pushing $400 million a year.
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Resources, Markets and Borders

In the Nineteenth century, the French economist Frederick
Bastiat put it this way, "if goods do not cross borders, armies
will." One has only to think back over the decades and
centuries to recall the wars, large and small, that flared up
over the issue of resources and markets. So, although it may
be too soon to fully tell, this writer says "Three cheers for
NAFTA, GATT, and APEC!" We will all be the better for
them.

The next question is, "What does the United States do now
in order to make sure that we remain on the leading edge of
all aspects of these new relationships, to gain maximum
benefit?" First of all we need to look at a mixed bag of
circumstances. It is estimated that the economic impact of
GATT for the World Economy would be in the range of $500
billion, including an increase in economic output of $110
billion in the United States. Also factored in would be an
increase of 1.4 million jobs in the United States over the next
decade.

As the United States is in a very significant position,
compared to most of our trading partners, we have a great
deal to benefit as the biggest exporter in the world. Our own
markets are already the most open to imports. America's

grain growers will potentially gain a massive foothold nearly
everywhere.
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6. TAX CODE REFORM ISSUES

American investment has lagged behind our major trading
partners. Why? We have hamstrung profits. Money goes
where it will make money. Money has no nationality, and
American investment does not have to stay in America where
profits are being penalized. How pervasive is the effect of
taxes on savings and new capital? Taxes reduce spendable
income. Taxes reduce ability of individuals to save. Taxes
reduce ability to buy capital goods. Taxes shift individual
and business spending to government spending.

Why isn't this crucial problem taken seriously by
Arkansans? Because most people do not realize how
important modern power tools are in multiplying
productivity, lessening inflation and increasing real income.
Most Americans overestimate the size of profits--the reward
for those whose savings and investment pay for these tools.

The Tax Reform Act of 1986 eliminated the 60 percent
exclusion for capital gains. In so doing, the maximum tax
rate on capital gains income was effectively increased from
20 percent to 28 percent. The stated goal was to increase
revenue to offset individual and corporate tax rate reductions.
This did not occur. Contrary to the optimistic governmental
projections, instead of generating additional federal revenue,
capital gains receipts fell and remain lower than they were in
1985 when the economy was a third smaller.
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The Capital Gains Tax

All investors, Arkansan and American, should be allowed
to reinvest capital in the U.S. on a tax-free basis. There
should be no distinction between long-term and short-term
investments. Investors should be able to operate rationally in
the economy, without having to unduly consider the tax
consequences of their decisions. Germany, Japan, Taiwan,
South Korea, Hong Kong, and Singapore allow their investors
to reinvest, and accelerate the compound growth of their
respective economies.

In this regard, the United States and Canada are out of step
and out of touch. Lower capital gains taxes will consistently
yield higher rates of economic growth. The results of a recent
study by the Institute for Policy Innovation suggest some
specific principles that a pro-growth tax policy should follow:

» Labor and capital should be taxed more equally.
Because capital is currently taxed at a much higher
rate than labor, tax rates on capital need to be
lowered.

» Marginal tax rates of labor and capital should be
brought closer to their average rates.

Policies that focus on the last dollar, such as lower tax
rates or investment incentives, are preferable to ones that
focus on the first dollar.
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* As tax rates on capital are approximately 50 percent
higher than they are on labor, there should be a
reduction in the amount of capital gains included in
taxable income;

* Increase the availability of Individual Retirement
Accounts which lowers the tax rate on capital because
earnings on capital held in these plans is taxed only
once;

* Liberalize tax depreciation rules to lower the effective
tax rate on both corporate and non corporate capital.

A rate reduction will not reduce the tax revenues of the
federal government. A lower rate will stimulate the sale of
assets whose price has increased. A lower rate will increase
the value or price at which stocks can be sold. A lower rate
will stimulate the economy and thus increase revenues from
other tax sources. It should be very easy for us to support
reduction in the tax rate on capital gains because it is pro-
growth and pro-jobs.

There are also important international considerations.
Only the United Kingdom has a higher rate, and many
countries do not tax capital gains at all. If the United States
is to remain competitive internationally, we must reduce the
tax rate on capital gains.
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Flat Tax Fever

The idea of a flat rate tax is very seductive. There are also
two schools of thought on this issue, and most people were
absent both days. The flat rate tax seems so clean, neat and
right--like apple pie, motherhood and solar energy. The flat
rate tax is really a two-edge sword--neither all good nor all
bad. It could mean the end of a maze of deductions that seem
to let the rich escape some taxes and yet, in the process,
compel the rest of Americans to pick up the slack.

Taxes can be complicated and fair (treating every situation
differently as needed), or taxes can be simple and unfair
(treating everyone the same when they are not; therefore,
discriminatory). Our original income tax in 1913 was a flat
tax: one percent of the income above the first $3,000; and
only the wealthy professionals were in that bracket.
Observing what has happened since then with taxflation--
average Americans being bumped into higher tax brackets
(indexed in 1986) -- of greater concern than the actual bracket
selected would be this: how easy would it be to raise the
bracket?

According to Norman Ture, former Under Secretary of the
Treasury for Tax and Economic Affairs, the outbreak of
“born-again” enthusiasm for the flat tax among Washington
politicians may simply reflect Congress’s “urgent desire to
find some way of increasing Federal revenues in a manner
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that will convince taxpayers good things are being done to
them even while additional taxes are being extracted.”

A less publicized but equally critical problem with the
flat-tax proposal concerns the proposed blanket elimination of
deductions. If a flat-tax proposal results in the elimination of
such deductions, it could stifle private sector alternatives to
government programs. Further, a truly flat rate might benefit
the rich. And alas, the poor would probably then receive a
tax credit to keep from being hurt. That leaves the middle
class to carry the burden. Revenue collections at the
Arkansas state government level could also experience a
significant shortfall.

The jury is still out on this issue. It will need further
study, for there is a sizable built-in lobby in favor of the status
quo: accountants and tax lawyers for whom the current,
complex tax code is a full employment policy.

Domestic Taxation Wedge

What can Arkansas business people do? Business people
must make clear to all in their sphere of influence the fact that
profits create new jobs, enable business to improve the quality
of its products and services, provide vital tax funds for
essential community services, and make possible the upgrad-
ing of employees, control of pollution, and even make strides
in solving some social problems.
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Let's change the tax laws so that business can be more
certain to recover the cost of research and development, thus
reducing the risk of losing money on efforts that, by their very
nature, must prove disappointing in many cases. America
must develop a better climate for investment by making it
advantageous for people to invest. Existing tax laws don't do
this. Specifically, we need a tax system that would allow
business to deduct faster the costs of putting up a new
building or buying new machinery.

Depreciation under present law is a complicated system
that puts a damper on investments. It needs to be replaced by
a system of simple and rapid deductions designed to generate
investment funds that lead to new jobs and foster economic
growth. Let's allow industry also to write off the cost of
investments in new plant and equipment more rapidly.

Technological advances are meaningless unless put to
work. People also need to be encouraged to save more and to
invest more--directly through the stock market or indirectly
through savings institutions. In a number of countries, some
money that is put into savings accounts is exempt from
income tax.

Tax Code Changes

Is better control of government spending a must? Yes.
Increasing deficits require borrowing by the government; and
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government borrowing takes away from the amount of
loanable funds available for corporate borrowing--there's just
so much available. And what about the tax code? Lower tax
rates on corporate earnings are necessary. We need to
continue and expand tax credit for productive investment.
Let's also remove the double taxation of corporate profits.
Lower the capital gains tax to bring us in line with our trading
partners.

We need allowance for more rapid, more realistic
depreciation, to recover investment in equipment sooner, for
new investment. Recovery of a large portion of cost of
pollution control by providing a tax credit for required
investment is a must. We should make time schedules more
realistic and related to overall problems. Where possible, let's
reduce regulation of business where gains in safety and health
are small relative to the costs of achieving them.

Both in Arkansas and at the national level, politicians will
nearly always be politicians. They survive by catering to
special interest groups throughout the land. As long as we
allow it, our politicians will literally spend money as if there
were no tomorrow. When the day of reckoning does come,
their track record indicates a propensity to raise taxes or
borrow the money to cover their fiscal folly. Proof positive
is that it doesn't seem to matter who is president or which
party controls Congress.
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We have lost our requisite self-discipline to resist voting
ourselves more and more benefits from the public trough.
One real hope is to change the system's rules, so that
politicians can still be politicians without dragging an
insolvent economy over the edge. With a federal budget
approaching 1.5 trillion dollars and chronic triple digit
deficits, isn’t it imperative that stronger fiscal controls be
exercised?
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7. MEASURING GOVERNMENTAL
EFFECTIVENESS

The decade of the 1980's began for Arkansans and
Americans with a noxious mixture of double digit inflation,
high interest rates, chronic unemployment, declining
productivity, slow economic growth, diminished defense
capability, and a sagging national self-image. Almost
categorically, the next ten years witnessed a phenomenal
turnaround of the above mentioned indicators.

All of this good news has been accompanied by record
debt of the personal, business, and governmental kind. So,
the debate goes on. “Are we undertaxed or overspent?” Can
we continue to try to stand in a circle with our hands in each
others pockets and all expect to get rich? Time will tell.

Regarding tax and fiscal system index measures, the 1995
Development Report Card for the Corporation for Enterprise
Development ranks Arkansas among the 50 states as follows:

Category State Rank
Total Tax & Fiscal System Score 16
Fiscal Stability & Balanced Revenue 15
Tax Fairness 40
Fiscal Equalization 6
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Where Do We Stand?

How does Arkansas specifically compare in revenue and
spending matters? According to the Washington Research
Council, which examined major categories of revenue and
expenditures for state and local government expressed on a
per capita basis and as a share of personal income, here is
where Arkansas stands among the 50 states:

Per i
Category State Rank Rank
Revenue from Federal
Government 13 23
Total Taxes 37 48
Property Taxes 47 48
Income and General
Sales Taxes 10 31
Current Charges 26 40
Total General Expenditures 35 51
Public Welfare 17 30
Interest on General Debt 41 48

Taxation at the state level and constitutional law found
themselves as strange bedfellows in mid-1995, as have
interest rate ceilings in times of economic inflation. Under
our 1874 reconstruction era Arkansas Constitution, the
earliest a constitutional amendment can go to the voter is
next year.
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Our 120-year-old constitution bars lawmakers from
proposing any amendments outside of regular legislative
sessions. That provision makes Arkansans unable to respond
to crisis situations. Such was the case in June 1995 when the
state Supreme Court struck down a 1981 state law authorizing
local option sales taxes to impose a full, one-cent county wide
tax for general operations and to be shared with cities in those
counties on a per capita basis (there was no sales tax when the
1874 Constitution was drafted).

Had the court not reversed itself several weeks later, it
could have cost Arkansas’ city and county governments many
millions of dollars and, in some cases, 20 percent of their
operating budgets. Hear the words of Thomas Jefferson: “In
questions of power...let no more be heard of confidence in
man, but bind him down from mischief by the chains of the
Constitution.” Whether or not this applies at the state level
is now being contentiously debated in Arkansas, as we try to
be realistic.

Debt Burden Legacy

To ensure that today’s debt and spending commitments
do not unfairly burden the children of Arkansas and
America, should our government act now? This is the
message coming from the Congressional Bipartisan
Commission on Entitlement and Tax Reform. Otherwise we
will perpetuate the long-term imbalance between the
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government’s entitlement promises and the funds it will have
available to pay for them:

e Although the short-term fiscal outlook has
improved, the long-term situation requires
immediate attention. For the next 5 years, the
Federal deficit is projected to average 1.5 percent
of the economy, its lowest level since the 1970's.
After 1998, however, Federal spending is
projected to grow faster than revenues which will
cause Federal deficits to rise rapidly.

* In 2012, unless appropriate policy changes are
made in the interim, projected outlays for
entitlements and interest on the national debt will
consume all tax revenues collected by the Federal
Government.

* In 2030, unless appropriate policy changes are
made in the interim, projected spending for
Medicare, Medicaid, Social Security, and Federal
employee retirement programs alone will
consume all tax revenues collected by the Federal
Government. If all other Federal programs
(except interest on the national debt) grow no
faster than the economy, total Federal outlays
would exceed 37 percent of the economy. Today,
outlays are 22 percent of the economy and
revenues are 19 percent.

74



Measuring Governmental Effectiveness

Representative Jim Saxon, Vice Chairman of the
Congressional Joint Economic Committee, has gone on
record as saying that economic expansions do not die of old
age. Rather, they are killed off by misguided government
policies. Indeed, the 1980s taught a very valuable lesson.

The experience of the Reagan revolution demonstrated
that the economy performs admirably when government
reduces its size and scope relative to Gross Domestic Product.
There are, therefore, important areas where the Congress
should act: first, reduce taxes (especially taxes on capital);
second, reduce spending; and third, reduce regulatory
burdens. Otherwise, the government continues to grow at the
expense of the private economy.

Derail The Federal Gravy Train?

How can Arkansans give momentum to a movement that
would derail the federal gravy train? There is a saying going
around these days in Washington, D.C. that ". . . all the king's
horses and all the king's men will never be able to cut
government spending again."  The legacy of fiscal
irresponsibility is that runaway, big spending government is
out of control. And it's a bipartisan problem. Neither
political party seems to know what to do about it. Even
leaders with relatively clear sets of principles find it
politically difficult to make those tough policy decisions that
are required to turn the state of our economy around.
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Again, at the heart of the current debate is this question:
"Are we undertaxed or overspent?" In the 1980's, federal
revenue, taxed at significantly lower rates, rose approximately
six percent annually. Federal spending grew through the
decade at an annual rate of nearly nine percent. That is, for
every $1.00 increase in revenue, spending increased $1.50.
The question answers itself. We are a nation of people who,
individually and collectively, can't balance our checkbooks.
And we want more from government than we are willing to
pay for in taxes.

Has deficit spending ever snapped any country out of a
business slump? Not really. A recovery comes when
businessmen, sensing fresh consumer demand around the
corner, start ordering new goods and building up inventory.
As the process picks up steam, production rises and men and
women go back to work.

Every American must be made aware that government
excesses--especially growing government regulation and the
government borrowing often takes four out of every five
dollars from the long-term capital markets (thus leaving only
20 percent of available capital for investment in industry)--are
destroying the dollar, threatening our free enterprise system
and eroding our personal freedom.

The basic economic truth is that in the long run, far from
“creating new jobs,” deficit spending actually throws people
out of work. When the government spends more than it
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takes in, it borrows the difference by selling bonds. Money
raised from the floating of bonds would otherwise have been
available to private borrowers, business people who need cash
to build new plants and purchase new equipment, thereby
opening up new jobs. To add just one employee to the work
force requires an investment of about $50,000. By hogging
the supply of credit, the government elbows private firms out
of the market. Strapped for funds, businesses languish and
unemployment rises.

Stimulating demand through Federal spending has
spawned evergrowing numbers of special interest groups.
And should it be a surprise that each of these groups has
vigorously guarded "its" so-called share of the Federal
government's budget? After all, we now call them
"entitlements." We need better control of government
spending.

Do we really think we can all continue to stand in a large
circle with our hands in each other's pockets and all expect to
get rich? Certainly not. Do we need a safety net to catch
those unfortunate individuals who have fallen through the
cracks? Yes. However, we certainly shouldn't turn it into a
bed for those who refuse to climb up and out.

Office seekers in Arkansas, as in other states, know that
many voters realize that increased Federal spending, without
corresponding  increases in taxation, will cause an
inflationary bias. Candidates and voters alike also know
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that such a practice can lead to recession and unemployment.
And so, politicians, whose actual policies and programs

would oblige a significantly larger Federal budget, are apt to
camouflage this fact.

No Free Lunch Served

Alas, there is no free lunch. Everything has a cost that
must be paid by someone, sometime, somewhere. In the past
three decades, the Federal government has been doling out
money for many programs that had never been part of its
responsibility earlier. If such money, heretofore thought of as
"free," could potentially be reduced through a line item veto
amendment, the "victims" would be complaining about
economic and social injustice. If those programs are in fact
important, then couldn't the would-be casualties petition their
state legislatures for similar programs? Some of the programs
might no longer be so important, if the citizens were asked to
pay for them directly.

Nearly a decade ago, the governor of Illinois said he 