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Here’s where we are: Gasoline prices
are at an unthinkable high, home
prices are sinking like a stone, home
foreclosures are too numerous to
count. The economy has supplanted
the war in Iraq as the number one is-
sue in this year’s presidential election.

In the words of the old country song,
| our economy 1s
tossin’ and
turnin’, freezin’
and burnin’.
This is where
we are, but
where on earth
are we headed?
What better
time to have a
distinguished
economist talk
to us about
these issues?
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Tapan Munroe, Ph.D.

For more than

Budget Blather 102

The Obama Watch

a decade Tapan
Munroe served as chief economist for
the Pacific Gas & Electric Company
after which he joined LECG the well-
known consulting and analysis firm as
a director. He has had a distinguished
career in business and academia. He
has served as a senior fellow of the
Great Valley Center, Modesto, Califor-
nia, and he was the holder of the Kiri-
yama Distinguished Professorship for
Asia Pacific Studies at the University
of San Francisco. For the last several
years he has been consulting econo-
mist for the Capital Corporation of the
West, a bank holding company .

His areas of expertise include: utility
and energy economics, regional eco-
nomics analysis, economic forecasting,
analysis of industry structure and
trends, natural disaster damage and
economic loss estimates and analysis
of disaster mitigation policies.

Tapan Munroe received his Ph.D. in
economics from the University of Colo-
rado. His awards and honors include

the University of Colorado Fellowship
and membership in Phi Kappa Phi and
Omicron Delta Epsilon. He is also a
graduate of the Executive Training
Program of the University of Chicago.

He has been a visiting scholar at the
Massachusetts Institute of Technol-
ogy, the University of Augsburg in
Germany, and Stanford University. He
has also taught as an adjunct profes-
sor at the University of California,
Berkeley. He was a professor and the
chair of the Department of Economics,
University of the Pacific in Stockton,
California

He has served as the President of the
National Association of Business
Economists (Bay Area chapter), a
member of the National Petroleum
Council Task Force on Oil Prices, and
the quarterly Chair of the Common-
wealth Club of California. He is a past
chairman of the economics committee,
Edison Electric Institute in Washing-
ton, DC. He is a member of the Uni-
versity of California President’s Board
on Science & Innovation.

Tapan Munroe is also a foundation
trustee of the University of California
at Merced; a member of the board of
directors of the Center for Pacific Rim
Studies at the University of San Fran-
cisco. He is on the advisory board of
the International Business Incubator
in San Jose, California.

He is a widely published author and a
nationally known speaker and has
been a frequent commentator on re-
gional and national radio and news
programs. He has been a bi-weekly
economics columnist for the Knight
Ridder newspapers for many years.

A dinner reservation form is in-
cluded in this Republican and
must be turned in by noon, Thurs-
day, July 3.
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My Opinion:

Budget Blather 102
President Tom Fryer

Last month in Budget Blather 101 1 talked about USA
Today’s ranking of California as 50th among the 50
states in its fiscal stewardship and effectiveness. I
talked about how expenditures are seldom cut in
state and federal budgets and that when something is
“cut” it is usually the rate of spending increase rather
than any absolute cut.

[ talked about “needs” always outstripping re-
sources, the requirement to spend every available dol-
lar so that budgets aren’t reduced by the amount of
any ending balance, and the fact that new programs
come with built-in constituencies whose motivation is
always to make that budget bigger, whether the pro-
gram is succeeding or not.

The California legislature is required by the Con-
stitution to pass a balanced budget, meaning reve-
nues must equal or exceed expenditures. Given that
requirement, how does it happen that the state has a
$17 BILLION DEFICIT?

To understand how the Constitution is thus vio-
lated, you must first understand that a budget is a
document of estimates. And it is on the revenue side
that the biggest mischief occurs. Take this year, for
example, and our Governor’s plan to “solve” $15 bil-
lion of our deficit by increasing lottery profits.

The Governor’s scheme aims to avoid deep cuts in
education, everybody’s Number One Sacred Cow, by
putting a long-term mortgage on the State. Forget
that California teachers’ salaries are at the top of the
nation and student achievement is at the bottom.
The “need” is always for more money. The liberals
and teachers’ unions have done the best sales job in
the history of humanity in selling that notion.

Forget also that in 2000 illegal immigration imposed
a net cost of $10.5 billion on state taxpayers. Yes,
that’s $10.5 billion. This amount includes health and
social services for legals and illegals, prisons for legals
and illegals, health care services for legals and il-
legals, welfare for legals and illegals, and so on.

The state’s problem is that spending is structured
so that it exceeds any reasonable expectation of reve-
nues. So the Governor, faced with a liberal legisla-
ture and tough choices, has decided to punt. He has
declared the state lottery to be an “underperforming
asset.” He says that instead of raising $1.2 billion per
year, it can raise twice that. We just have to be more
aggressive in selling lottery products. Sell them on
line. Sell them at Wal-Mart and Costco. Sell them on
street corners. Sell them in movie houses and
churches (just kidding, but who knows?).

The state will take this increased lottery “profit” to
Wall Street and buy long-term debt to be repaid for
up to 32 years from these “new moneys.” So we will
have a 32-year mortgage on the state’s future to pay
for this year’s budget deficit.

What reason do we have to believe that lottery prof-
its can soar to such heights? None whatsoever. The
state’s non-partisan legislative analyst, Elizabeth Hill,
says, “Our concern with the governor’s plan ... is that
it makes overly optimistic and potentially unobtain-
able assumptions about the ability of the lottery to
increase profits.”

The Governor’s plan, of course, will be put to the
voters in November. If it passes, we will cast our fate
with pie-in-the-sky revenue projections. If it fails, we
will automatically have a one-cent increase in the
sales tax. How’s that for a choice?

So this is the way the state and federal budgets are
built: spend everything any constituency of yours
wants spent — true of Republicans and Democrats.
Then, at the state level, hokey-up revenue projections
so that they cover expenses, even though you know
they won’t. (Or, at the federal level, just print more
money.) We'll face next year’s deficit next year.

Benjamin Franklin said, “When the people find they
can vote themselves money, that will herald the end
of the Republic.” Let’s hope those ominous words, by
one of our wisest founders, do not prove to be as pre-
scient as they seem in 2008.

The Obama Watch

“A 2004 Chicago Sun-Times interview with Mr. Obama
mentioned three men as his religious guides. One was Rev.
Wright. Another was Father Michael Pfleger, the Louis
Farrakhan ally whose recent remarks caused Mr. Obama to
resign from Trinity, but for whose Chicago church Mr.
Obama channeled at least $225,000 in grants as a state
senator. Until recently, the priest was connected to the
campaign, which flew him to Iowa to host an interfaith fo-
rum. Father Pfleger’'s testimony for the candidate has
since been scrubbed from Mr. Obama’s campaign Web site.
A third mentor was Illinois state Senator James Meeks,

another Chicago pastor who has generated controversy for
mixing pulpit and politics.

The concern 1is that by the Senator’s own admission (these
men) have been major moral influences, and their views are
starkly at odds with the candidate’s vision as a transracial
peacemaker. Their patronage was also useful as Mr.
Obama was making his way in Chicago politics. But only
now, in the glare of a national campaign, is he distancing
himself from them. The question is what in fact Mr.
Obama does believe.”

...Wall Street Journal







