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WHAT IS CHRISTIAN ECONOMICS?
IS FREE-ENTERPRISE ECONOMICS CHRISTIAN?
WHAT PUBLIC POLICY POSITIONS SHOULD A
CHRISTIAN SUPPORT?

The answers to these and other questions are the heartbeat of economics education in the School of Business and Government
of Liberty University.
The economic faculty of the school and the staff of CEBA, the Contemporary Economics and Business Association believe:
l. that the combination of democracy and our capitalistic economy (free-enterprise) is the philosophical
foundation upon which the practical solutions to almost all political-economy problems and issues
must be based,
2. that the economic development and progress of nations is directly related to the extent to which
they have applied, in practice, the principles of free-enterprise economics,
3. that even a free-enterprise-based system of political economy can only be successful in Western
civilization if it has the underpinning of the Judeo-Christian moral value system, the value system
which has been the basis for most of our great achievements.

Further, the economics faculty of the School of Business and Government at Liberty University believes that the Judeo-Christian
moral value system is most clearly defined by direct reference to the golden-rule of "doing unto others as you would have them
do unto you" as well as the Ten Commandments given to Moses (KJV , Exodus 20:3-17).
The faculty affirms its belief that all public policy actions and initiatives must comply with these Ten Commandments or said
policies will be inherently flawed. The School's faculty views "situation ethics" solutions to problems as the antithesis of the
Commandments - the end cannot justify the means! Further, it affirms the need to minimize governmental activities, the opposite
invariably encourages encroachment on human rights.
The faculty recognizes the sinful nature of man, indirectly described in modern public choice theory. However, it believes that
no system of political economy could be successful if it were not for the fact that man is created in the image and likeness of God,
and if obedient to God's commandments, is morally capable of governing himself.
The School's faculty in conjunction with CEBA, a public-policy think tank associated with Liberty University, intends, through
scholarly research, academic conferences and appropriate publications, to develop and communicate these principles to the student
population at Liberty University as well as to the decision makers in the community , both regionally and nationally.
In order to develop and expand these principles further, CEBA and the School of Business and Government are co-sponsoring
a conference on April 7, 1989 at Liberty University on the subject of:

CHRISTIAN P ERSP ECTIVES ON THE FREE-ENTERPRISE SYSTEM
Please turn to page 19 for detailed information on the conference agenda and its partic ipants.
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On Glasnost and Perestroika Will Free Enterprise Come To Russia?
Soviet economist Nikolay Shmelyov, with the USSR's US-Canada Institute in Moscow, published an article in June 1987 in the
prominent Soviet political and literary journal, "Novyi Mir." "Novyi Mir" frequently serves as a semi-official outlet for the publication
of new and provocative material in the USSR. Economist Shmelyov's article was translated by John Glad, Professor of Soviet
studies at the University of Maryland. Professor Glad's translation appeared in the
Journal of Economic Growth, Volume 2, Number 2, Second Quarter 1987, page 23.
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The state of our (Russian) economy
satisftes no one. Its two chief defects are
clear- the monopoly enjoyed by the producers given a shortage ofgoods, and the
lack ofinterest on the part ofmanufacturers
in scientific and technical progress.
Persistent long-term efforts to overturn
the objective laws of economic life and
crush the age-old natural incentives to
work ultimately brought on results directly
opposite to those which we had anticipated.
We now have an economy which is out
of whack and plaqued by shortages, an
economy which rejects scientific and technical progress and which is unplanned
and - if we want to be totaUy honest unplannable. Industry now rejects 80
percent of new technical inventions and
decisions. Our level ofefficiency is among
the lowest in the industrialized countries
- particularly in agriculture and construction, where the working people have
virtuaUy lost aU interest in honest hard
work during the years of stagnation.

ideological fear that we will release the
evil genie of capitalism from the bottle.
The groundlessness of this fear is evident
to anyone who realizes that classes exist
in any society and that their interaction
in the historical arena is not determined
by managerial decisions.

Most ofall, we are troubled by indecisiveness in moving in the direction ofcommon
sense. Mere appeals will not alter the world
view ofhigh officiols adept only at the techniques of sheer administrative methods.

Yes, perhaps free enterprise will come
to Russia. It has partially arrived in China
and for ten years output of goods and
services has increased. By one measurement, two-thirds of the people in urban
China now have washing machines versus
only six out of 100 only ten years ago.
Likewise, 30 or so out of 100 now have
color televisions versus virtually none
only ten years ago. In China, as one would
expect, the economic revolution has caused
many social upheavals but the revolution
is probably in place to stay.
In Russia, the economic revolution, as
economist Shmelyov suggests, bas yet to
begin. If it does, what role should the
United States play? On page 8, William
Simon, former Secretary of the Treasury,
answers the question: "Should We Bail
Out Gorbachev?" Then starting on page
11, Professor James W. Warhola of the
University of Maine discusses religious
freedom in the USSR.
We believe that, before any help is
given to the apparently changing Soviet
U nion, either publicly or privately, the
three freedoms of economics, speech , and
religion must he allowed to reign in the
USSR. Call these freedoms justice, and
until justice pt·evails it seems to us that
help for the USSR can only slow down
the thaw now apparently in progress.
Paul Craig Roberts, on the next page,
addresses a different, but intriguing issue,
that could slow down the capitalistic revolutions just now starting to sweep the communist bloc nations. The IMF is reaching
for more power or, if you will, the ability
to control markets, which could, as Dr.
Roberts points out, discourage socialist
movements towards capitalism!

What is holding us back? Primarily the

T he Editor

Massive apathy, indifference, theft,
disrespect for honest labor, together with
aggressive envy toward those who earn
more - even by honest methods - have
led to the virtual physical degradation of
a significant part ofthe people as a result
of alcoholism and idleness. Among the
general populace, there is a disbelief in
the declared goals and intentions, and in
the possibility of a rational organization
of economic and social life. As academic
T. I. Zaslavsky has noted in the journal
Kommunist, "frequent clashes with various forms of social injustice and the
hopelessness of individual struggle with
this injustice have been one of the chief
factors alienating the working people
from social goals and values."

LIBEKfYr
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From The Pen Of:
Dr. Paul Craig Roberts

IMF Wants World Money Role
A year ago when the U.S. trade deficit
was running over $15 billion a month,
President Reagan's former chairman of
the Council of Economic Advisors and
George Bush's economic advisor, Martin
Feldstein, embarrassed both his bosses by
declaring that the American trade deficit
could not improve until the once mighty
U.S. dollar collapsed to 100 yen or taxes
were raised to reduce the budget deficit.
Feldstein was wrong again. The latest
figures show that the trade deficit has
dropped to $9.5 billion, about a 40 percent decline, while the dollar is onethird higher than he forecast.
One result ofFeldstein' s forecasts has
been to obfuscate the success of Reagan's
economic policy by lending credibility
to scenarios that tar Reaganomics with
doom and gloom. Another result has
been to create consternation about the
dollar and the international monetary
system which, in tum, has opened an
opportunity for the International Monetary Fund (IMF) to enlarge its power.
The IMF would like to be the world's
central bank and play the role in relation
to the world that the Federal Reserve
plays in the U.S. This requires making
the IMF's currency unit known as Special Drawing Rights (SDR) the basis for
world money.
The IMF is taking a firm step in this
direction by proposing to link the exchange values of the world's currencies
to the SDR, thus giving the IMF the role
once played by gold. This would produce
a system of fixed exchange rates and
bring to an end the fluctuations in currency values that allegedly discourage
the growth in world trade.
This grand sch~me has advantages, at
least on paper, but it also has disadvantages that could heighten political tensions and reduce economic freedom.
Some economic decisions that today are
made in open markets would be made
in back-room deals behind closed doors.

It is not clear how an international
bureaucracy with the power to control
the world's money supply could be held
politically accountable by the peoples
whose lives would be affected.
If the IMF were to gain the power to
manage exchange rates, the consequence
could be to reduce economic change and
to maintain the status quo. For example,
suppose we have the IMF world bank system and that a socialist country decides
that it wants to privatize its industry and
cut its tax rates. Such actions would
cause capital to flow into the country
and push up its currency's value. The
IMF could see this as destabilizing and
force the country to reverse the policies
that were causing "exchange rate instability," thus preserving socialism.
Foreign investment also becomes a
problem. Suppose Americans saw a good
opportunity to invest abroad. The capital
outflows would tend to lower the dollar's
value, and the central bank could force
our domestic economy to deflate, thus
throwing millions out of work, in order
to maintain the fixed exchange rate. The
country receiving the investment would
experience a rise in its currency and
could be forced to inflate its domestic
economy in order to offset it.
In effect, a world central bank with
fixed exchange rates could result in a
world economy in which change is not
permitted. Exchange rate predictability
can be valuable, but it would be a Pyrrhic victory to achieve it by proscribing
economic change.
Bureaucracies are not known for
wanting to shake things up. Their
natural proclivity is to work against
change. Those economic growth advocates who believe that exchange rate stability is the sine qua non of economic
growth could find t!.emselves snookered
into a system that suppresses economic
growth in the name of stability.
The U.S. government has a tradition

of making international agreements in
ways that result in a minimum of public
scrutiny. No exchange rate links to the
SDR should be established without a
great deal of public debate and understanding. There is a growing tendency
to remove political decisions from the
hands of the people by m_king them
technical questions to be settled by appointed officials. These anti-democratic
tendencies must be resisted.
One way to resisnhe proliferation of
bureaucracy is to keep the factual record
straight. Without a "crisis" it is hard for
bureaucracies to expand their power.
We can protect our economic freedom
by emphasizing the facts. None of the
many crises predicted for the Reagan
economy have occurred. The economy
has experienced its longest expansion
and greatest job creation without a ris6
in the rate of inflation. The dollar has
adjusted and the trade deficit declined
without the higher taxes or lower budget
deficits that experts assured us would
be needed.
The problems have done a better job
of taking care of themselves than if we
had turned them over to a bureaucracy.

Dr. Paul Craig Roberts
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America Adrift
A Message by Dr. D. James Kennedy
Coral Ridge Presbyterian Church, Fort Lauderdale, Florida. Reprinted by permission.

There is no doubt that our nation
today, as a nation, is adrift. We are like
a ship without a rudder, compass or even
a goal. We do not know where we are
going because we have forgotten from
whence we have come.
To change the similitude, we are like
an abandoned child struggling to find a
sense of identity because he does not
know either his parents or his lineage.
There is no doubt that to uncover our
identity and discover our destiny, it is
necessary to examine our origins.
First, let me just say that it's impossible to be an intelligent conservative
unless one knows what it is he's trying
to conserve.
It has been said there are three kinds
of people in the world. There are those
that make things happen, those that
watch things happen and those who say,
"Wha' happened?" That's where I think
most Americans are today; they don't
really know what's happening.
I was recently interviewed by a writer
from the Miami Herald and I explained
some of these things to her. She had
never heard any of this before in her
life. She was absolutely astonished. Sad
to say, I am afraid these things are not
taught in our schools anymore.
Therefore, a few philosophical considerations to provide a theoretical
framework for our conservative agenda.
• One, every nation in history, without
exception, has been founded upon some
theistic or anti-theistic foundation whether you go back to the ancient pagan
nations of Egypt, Babylonia, Syria or
Rome, or consider the modern nations
today of England, Italy , the Soviet
Union, Bulgaria, China or any of the
countries, including the U.S. All have
been built upon some theistic or antitheistic foundation.
• Secondly, out of this theistic or antitheistic foundation (this religious foundation) there inevitably grows a set of
ethics or morals. These grow out of the
religious substratum or foundation.
An example of that would be to consider the difference in reaction that
would take place from killing a Brahma

bull in America, or doing it in India.
There, it may very well cost you your
life. Or consider the difference in printing a Bible in America or in the Soviet
Union. What becomes a moral act in
one becomes an immoral act in another.
• Thirdly, out of these sets of ethics or
morals there grows, or is enacted or codified, legislation. All legislation is simply
the enactment of some ethical standard
which grows out of some religious foundation. This is seen in many places.
I might mention a discussion I had
with a jurist that came from Lebanon
who was telling me that half of the country there is Muslim and half is Christian.
Different ethical standards have grown
out of these two different religions and
they have different sets of laws which
have grown out of those ethical systems.
So, if you commit a crime, they first find
out which group you came from. You are
then tried based on the legislation that
gtew out of the ethical system that came
from the religous foundation you have
adhered to. So you see clearly, in a case
like that, the difference this makes.
When we understand this, which is
so utterly fundamental to understanding
the world in which we live, we see through
some of the big lies we've heard so frequently in our time, such as "You can't
legislate morality." How many times have
we heard that, as if that were as true as
the fact that the sun rises in the morning.
The truth of the matter is, my friends,
you can't legislate anything but morality.
We pass laws because something is moral
or immoral. We have laws against killing
because it's immoral to kill, we have
laws against rape because it's immoral
to rape, we have laws against child abuse
because it's immoral to abuse children.
Another big lie is that you can't make
people good by pas~ing laws. Now, it is
true that you are not going to make
people good in the sense of making them
acceptable to God by passing some law.
On the other hand, what would happen
to our society if all laws against theft,
all laws against killing, all laws against
rape and every other crime were suddenly removed from all of the books in

all of the cities, states and federal government? Do you think it would make any
difference in how people act? Look how
they act when the electricity goes out in
New York - when they just think that
those laws are not going to apply, that
they can get away with it at that time.
Or how about this: "You can't impose
your morality on others." We just heard
that. We just heard someone say, "Is
President Reagan going to impose his
morality on others?"
We know that our Florida governor has
issued a statement to the schools calling
for morality in education. We also know
there are pickets outside that aren't too
favorably impressed with that decision.
I commend him for the courage to take it.
I remember, not long ago the president
of Yale spoke at a great meeting of educacators. These are supposedly the intellectual elite of our country. He made a statement which you would think would be
completely benign. He said, "We need
an intellectual and moral renovation of
the students in the colleges of America."
Now, that seems perfectly logical. I can
hardly imagine anybody that would disagree with that. Certainly we haven't been
setting the world on fire with our educational standards. As former Secretary of
Education William Bennett has pointed
out, if some enemy had done to our school
system what we have done to it ourselves,
we would consider it an act of war.
I think there is some little room for some
moral improvement on the university
campuses of America. Wouldn't you agree?
Therefore, when the president of Yale
says we need an intellectual and moral
renovation of the students in America,
you would suppose that he would receive
an ovation. They booed and hooted and
shouted, "Whose morality, professor,
are you going to impose on them?"
You see how we are completely at sea
without a rudder? We don't know where
to go because we don't understand the
basic facts of how nations exist and how
they govern ·and run themselves. You
can "t impose on other people? My friend,
remember, every law ever passed by any
legislature has always been the imposition of somebody's morality on someone
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America Adrift (continued)
else. It is utter nonsense to say you can't
impose morality on other people.
Let me say that no doubt there are
laws against prostitution in this community, and I daresay there are some
pretty irate prostitutes about that. "How
dare you stiff-laced people impose your
puritanical morality on us prostitutes!"
I'm sure that's about the way they say
it, but I'm sure they have a few colorful
epithets they throw in with that.
It's interesting. I have noticed that
the people who say that the loudest, usually the atheists and the secularists and
the humanists, or whatever ilk - the
people who are crying the loudest that,
"You can't impose your morality on us"
- are busily engaged imposing their
morality on everybody.
George Washington said that it would
be impossible to govern without God and
the Ten Commandments. Now, let me
point out to you, when somebody said
to me one time, "You can't impose your
morality on somebody else" - I don't
have a morality to impose on anybady else.
I never made one. I have never, ever
sat down and drawn up a list of morals
that I would like to impose on anybody.
Now, the Secular Humanists - aU
you have to do is read the Humanist
Manifesto, and they have given consideration to drawing up a set of ethics humanist ethics. Gambling is all right,
pornography is all right, consenting sex
with any consenting individuals (not
necessarily adults) is all right, euthanasia is all right, abortion is all right.
They have drawn up a whole list of ethics
- of morals - and they are busily engaged in imposing these, and probably
have imposed at least half of them on
the entire American people.
The only moralities that we really have
to choose between are not mine and
theirs, but God's and man's. The ultimate choice is between God's morality
and man's immorality. That is the choice
America is facing today. We see going

on right now a struggle for the very soul
of this nation, a struggle to steer the ship
either into the safe harbor of liberty and
godliness, or to steer it onto the rocks
of atheistic and communistic tyranny.
There is no benign neutrality when it
comes to God, my friends. We can have
a benign neutrality when it comes to
establishing a church, as our forefathers
wisely said, but not when it comes to God.
We had a debate just recently with the
ACLU and I made a comment in a prayer,
praying that our schools might turn out
moral and godly people. To this, the
head of the ACLU vehemently objected,
"That was not the place of our schools."
Well, let's grant him that he's right
(I think he's totally wrong, but let's suppose that he were right). If that's true,
then what are our schools supposed to be
doing, turning out immoral and ungodly
young people? That's precisely what they
are domg, to a large extent, but is that
what we really want? And is that what
our schools are supposed to do? Is that
what the Founding Fathers intended?
I'll tell you what I told him, and that
is, "Is that what the Congress that gave
us the First Amendment intended?" We
can know what they intended because they
told us. They told us when they passed
the Northwest Ordinance. The same
Congress that gave us the First Amendment passed the Northwest Ordinance,
and in that they said this -listen carefully and see how we have been deceived:
Religion, morality and knowledge,
being essential for good government, schools shall be established
in the Northwest territories.
I want to tell you, that is positively
shocking today, isn't it? We have been
so deceived in the past generation.
Dr. Paul Vitz, professor of psychology
at New York University, led a blue-ribbon
panel to examine about 60 history and
social study textbooks used widely across

this nation in our public schools. They
were shocked when they found that almost all of the religious, spiritual and
Christian history of this nation has been
expunged from our schools. Almost
every reference to it has been expurgated
from our textbooks, so it seemed. They
said that the publishers and writers of
these textbooks have a positive paranoia
when it comes to the Christian religion.
What, indeed, did the Founders of
this country intend? What is the theistic
or anti-theistic position our country was
supposed to be based upon?
On the Merv Griffin show, one time,
I got into a debate with that paragon of
patriotism and godliness, Sam Donaldson.
After a while he conceded that there
may have been some Christian people
around when this country was founded.
That was a concession. He said, however, there is no doubt they gave us a
secular government and nation.
May I say that's probably generally
held today because we have been brainwashed by a generation of textbooks
which have been expurgated of all of the
religious heritage of this country.
What did the Supreme Court say about
this nation? In 1892, in a very famous
decision, The Church of the Holy
Trinity vs. United States as it was called,
the Supreme Court examined all of the
documents which had anything to do
with the founding of America from the
day the Pilgrims landed until their own
day. After a massive examination of the
facts, this is what the Supreme Court of
the United States said. Listen carefully:
Our laws and our institutions
must necessarily b e based upon
and embody the teachings of
the Redeeme r of mankind .. .
Now I say to you that in our society
those truths have been so thoroughly removed that the average person in America
today has hardly a clue as to how this

My friend, remember, every law ever passed by any legislature has always
been the imposition of somebody's morality on someone else. It is utter
nonsense to say you can't impose morality on people.
America Adrift (continued)
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America Adrift (continued)
nation was really formed. They continued:

It is impossible that it should be
otherwise; and in this sense and
to this extent our civilization
and our institutions are emphatically Christian ... This is a religious people. This is historically true. From the discovery
of this continent to the present
hour, there is a single voice
making this affirmation ... We
find everywhere a clear recognition of the same truth ... These,
and many other matters which
might be noticed, add a volume
of unofficial declarations to the
mass of organic utterance that

this is a Christian nation.
Note well, Sam Donaldson. That's not
my opinion. That's the Supreme Court of
the United States! That's not my opinion.
Today the secularists in this country,
and others, become absolutely livid
when you simply tell them about the
historic facts concerning the founding
of this nation of ours. Furthermore, in
1931, Supreme Court Justice Sutherland
examined the same documents,
reviewed the 1892 decision and declared,
"Americans are a Christian people."
Once again, in 1952, in the case of
Zorach v. Clauson, Justice William 0.
Douglas reaffirmed that Americans are
"a religious people and our institutions
presuppose a Supreme Being." And yet,
Madalyn Murray O'Hair said that Christians had nothing whatever to do with
the founding of this country. Nothing,
whatsoever! And the ACLU seems bent
on making that the law of the land.
Well, let's remember a few things.
When the Pilgrims landed here in 1620,
what did they say in the "birth certificate," as it is called in America, the
Mayflower Compact? They said this:
Having undertaken for the glory
of God and advancement of the
Christian faith, ... a voyage to
plant the first colony in the
northern parts of Virginia ...
When all of the colonies came together in New England and formed the
New England Confederation, what did
they say: "Whereas we all came into
these parts of America with one and the

same end and aim ... "they all came to
America for one and the same end and
aim, they said. What was that? " ... to
advance the Kingdom of our Lord Jesus
Christ and to enjoy the liberties of the
Gospel in purity with peace... "
Madalyn Murray O'Hair again said
that Christianity had nothing to do with
the American Revolution or Constitution. And yet President John Quincy
Adams, on the other hand, said this:
The highest glory of the American
Revolution was this: it connected
in one indissoluble bond, the
principles of civil government
with the principles of Christianity.
That was the highest glory of the
American Revolution. But, I think we
have forgotten a great deal about that.
Even a skeptic, as H. G. Wells was,
said that the Constitution of the United
States was "indubitably Christian." So it
was that Alexis de Tocqueville, when he
came here, said that Christianity had a
greater sway over the people in America
than over any other people in the world.
Today it seems that religious people are
somehow considered to be a threat to this
country, and yet John Adams said this:
We have no government armed
in power capable of contending
in human passions unbridled
by morality and religion. Our
Constitution was made only for
a moral and religious people. It
is wholly inadequate for the
government of any other.
And I would say to you my friends,
today we are discovering the truthfulness
of those words in this country. Separated
from religion and morality as this country has been for the last quarter of a
century, we are finding more and more
that the government of this nation is incapable in dealing with the drug issue,
in dealing with the crime issue, in dealing with all the other vices of passion
unbridled by morality and religion.
We have people today who call themselves great patriots who are completely
inimical to the traditional religious views
that made this country great. It would
do them well to consider the words of
George Washington, our founding president. He says this:

Of all the dispositions and habits
which lead to political prosperity, religion and morality are
indispensible supports. In vain
would that man claim tribute of
patriotism, who should labour
to subvert these great pillars of
human happiness .. .
Note well, American atheists who
claim to be patriots. Note well, ACLU,
doing its best to subvert the Christian
religion throughout this nation. Note
well, People for the American Way. In
vain would that man claim tribute of
patriotism who would attempt to subvert
religion or morality. Note well, you Larry
Flints. Call not yourself a patriot or you
must contend with the Father of our
Country, George Washington.
It is also interesting, I believe, to listen to a 1986 decision by a federal judge
in Chicago. U.S. District Judge Frank
McGarr said this:
The truth is that America's origins
are Christian and that our Founding Fathers intended and achieved
full religious freedom for all
within the context of a Christian nation in the First Amendment as it was adopted rather
than as we have rewritten it.
"Full religious freedom." May I say
that in this nation, established on Christian principles, as our Supreme Court
said, there has been more religious liberty for more people than has ever existed
in any other nation on earth, and I challenge anyone to refute that statement. It
is interesting that the people who most rail
against it hold views which in the countries where those views become dominant
and have become entrenched as national
views, and legalized - in those countries, religious liberty has suffered, if
not been crushed altogether. So it is here
in America- founded on the principles
in the Scripture.
Even Newsweek, not what you would
call the most friendly witness to the
Christian faith, in an article entitled
"How the Bible Made America," published in Dec. 1982, said: "New historians are now discovering that the Bible,
perhaps even more than the Constitution, is our founding document." In fact,
if you read who the founders of this coun-
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try quoted, you will find that the single
most quoted source was the Holy Scripture. This is what so many are laboring
indefatigably today to take away, and
they are trying to replace it with secularism, with humanism, with atheism.
Today, Secular Humanism has virtually become the established religion of
this country in the public schools of
America. "There is no God." "People
were not created. They simply evolved
from the primeval slime by some change
concatenation of amino acids." "There
are no moral absolutes. We cannot,
therefore, call upon anyone to do anything. Whose morality shall we impose?"
You see, after getting rid of prayer and
the Bible in the schools, it was inevitable
that the Supreme Court would rule that
the Ten Commandments could not be
posted on the walls of the schools in Kentucky. Religion, morality -legislation.
Now we are rudderless. Whose morality, indeed. We must get back to our
roots. You cannot run a nation without
morality. Without some transcendent
morality, it's simply the stronger imposing the will upon the other. If there is
no God to support a morality, why should
anyone follow it? Why is your morality
better than his, or her morality better
than yours? This is where America is
because we have been cut loose from
our moorings. We do not know where
we are going because we do not know
from whence we have come. A clique
of educators and textbook writers have
expunged the religious heritage of this
country from our textbooks and our
schools for more than a generation.
Indeed, Americans do not know their
spiritual heritage and they do not know
what they should do. We cannot talk
merely about traditional values. Why
should I follow tradition? What authority
does tradition have upon me? We talk
about family values. Are you talking
about my family or are you talking about
the family of those people walking
around out front with signs over their
heads [in protest]? Let me tell you, my
friend, they have a very different set of
family values than you have.
And those same unbelievers and
skeptics and atheists and humanists are
busily engaged in continuing to remove
every vestige of the religious heritage
that this country has undergone. The
only place we will find any abiding values that have any way of causing men
to obey them is to see that they come
from the God that we claim is the God
of this nation.

Do you know that, in addition to what
we have already had happen, there are
600 cases in the courts of America right
now which are taking another bite and
another bite and another bite out of the
religious liberty we have enjoyed for over
200 years? Six hundred cases!!
If the American atheists have their way,
they will not be satisfied until "In God we
trust" is removed from our coins, "One
nation under God" is removed from the
pledge - until every single public vestige of our godly heritage has been completely expunged and this has become
a totally materialistic, atheistic nation.
We got rid of prayer and the Bible
from our schools. Notice the price we
paid for that. We have in this country,
today, many a school where we have
policemen in the halls. We have schools
where we have police dogs in the halls.
We have a school in Florida where the
principal was killed, that has metal detectors to detect the guns the students
are bringing in.
Thirty years ago the biggest problems
in our schools were running in the halls,
talking in the class and throwing spitballs. Today, the biggest problems in
our schools are murder (murdering
teachers, murdering students), abortion,
drugs, alcoholism, vandalism and a
whole list of other kinds of crimes because, you see, we've gotten rid of
God; we've gotten rid of His Word; we've
gotten rid of the Ten Commandments.
Do you know why the Supreme Court
said they wouldn't allow the Ten Commandments on the walls in the schools in
Kentucky? You won't believe this, but
this is in their statement. The Supreme
Court said: "Lest the students who look
upon these from day to day should be
moved to obey them." Now, wouldn't that
be horrible- to have the students in our
schools obeying the Ten Commandments!!
We will never get the future of this country straight until we understand the
heritage from which we have come.
Let me make it very clear- I am not
talking about establishing a church (creating
a theocracy), but I am saying that every
nation in the history of the world has been
based upon some theistic or anti-the istic
foundation. We are presently moving
from a Christian theistic position to a
Secular Humanist anti-theistic position,
and that is exactly where Bulgaria or the
Soviet Union or many other Communist
and tyrannical states have gone. At that
point, the futures of human freedom and
liberty and dignity are indeed numbered.

Dr. D . James Kennedy

Notes,
As Dr. Kennedy points out, religion, morality, and knowledge are
essential for good government. As we
said earlier, let us be certain that
this message is understood before we
help Gorbachev in Russia. Without
an acknowledgement of God and His
moral laws, the Russian bureaucracy
is certain to defraud the Russian
citizenry of all but crumbs from the
good intentions of the West. We've
seen this same thing over and over
again in Third World African nations,
without ]udeo-Christian values,
where despots have thrived on aid as
natives starved. In Russia, without
]udeo-Christian values, the bureaucracy will likely be fattened but the
peasants will doubtless still need food
and fuel to heat their homes.
Let us also pray that Dr. Kennedy's
clear message is understood in
America. We are moving toward a
secular humanist anti-theistic position- slipping in the direction of the
Communist nations. Let's fight for
the ]udeo-Christian value systemfor the Ten Commandments and for
free enterprise!
The Editor
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Should We Bail Out Gorbachev?
by The Honorable William E. Simon
Reprinted with permission from the September 1988 Reader's Digest.
Copyright C 1988 by The Reader's Digest Assn., Inc.

Suppos~ you asked a bank for a loan
and said: I want an interest rate well
below what you charge your best customers. I don't want to make any payments
on the principal for six years. I won't
give you anything for security. And, of
course, I will use the money for any
purpose I please.
The banker doubtless would laugh, for
no American homeowner, businessman
or corporation, not even the United
States government, can borrow money
on such terms. But the Soviet Union can.
The First National Bank of Chicago,
for example, last year arranged just such
a loan to the Soviets -for $200 million!
Asked if the money could be used for
missiles, a bank representative replied,
"It could, of course, but we would hope
not. We can't control that."
In recent years, according to International Financing Review, First
Chicago has joined other banks in making
loans or providing lines of credit to the
Soviets totaling hundreds of millions of
dollars. When queried, t~e bank declined
to provide details. Other banks, including Manufacturers Hanover and Security
Pacific, also refused to disclose details
of loans they have made to the Soviets.
During these years, a number of American
farmers have lost their land because they
were unable to refinance their mortgages.
But when Hungary, one of the satellites
the Soviets must sustain, threatened in
1986 to default on a $210 million loan,
First Chicago and other banks put off
the country's payments for four years.
According to Roger W. Robinson,
preeminent expert on East-West finance,
the West and Japan now have supplied
the Soviet bloc with some $130 billion
in low-interest, unsecured loans. The
known Soviet share of this indebtedness
is at least $43 billion, and communist
debts are increasing rapidly. In 1986,
the last year for which data are available,
the Soviet Union and its satellites borrowed at the rate of $2 billion a month.
At least 80 percent of the money was
handed to them with no strings attached.
Private banks make the loans in part
because their governments encourage
them. The U.S. State Department has

endorsed such lending in the na"ive belief that it would help wean Poland and
Hungary away from the Soviet Union.
That has not happened, and both countries are now virtually bankrupt. West
Germany advocates loans on the equally
spurious ground that they will somehow
draw East and West closer. This is akin
to paying an extortionist in the hope of
buying security.
If one powerful organization, the U.S.U.S.S.R. Trade and Economic Council,
has its way, the flow of Western capital
to the Soviet Union will swell into a flood.
USTEC is composed equally of American
businessmen and Kremlin officials, a
number of whom are Soviet intelligence
officers. Last year USTEC suggested
that its American members urge Congress to ignore a law against importing
goods made by slave labor because it
would bar many Soviet imports. Asked
whether the United States really has an
interest in helping make the Soviet Union
"an economic superpower," USTEC
president James H. Giffen replied,
"I think we do."
But is it really in our interest to rush
in and try to save the Soviets from themselves? By helping to bail out Gorbachev,
might we sabotage the very reforms he
publicly advocates?
Unrelenting Hardships.
To answer those questions, we need
to understand the acute crisis in which
the Soviet Union today finds itself, and
to listen to what the Soviets themselves
are saying.
The collective farm system savagely
imposed by Stalin remains a disaster.
Despite massive imports of grain from
the West, the U.S.S.R. cannot adequately
feed its people. Food is rationed in many
areas. Even in Moscow, fresh meat, milk
and fruit often are unavailable. At least
20 percent of all grain, fruit and vegetables rots in the fields or in transit.
According to the newspaper Literaturnaya Gazeta, Soviet sausages are so
repulsive that cats refuse to eat them!
Light industry that produces Soviet
consumer goods is decaying, with 40
percent of its machinery obsolete. Mun-

dane products - vacuum cleaners, aspirin, toothpaste are scarce or
nonexistent. Lack of contraceptives
makes abortion, often performed crudely
and without anesthetic, a principal
means of birth control. More than half
the population cannot afford a refrigerator. And, as Gorbachev's chief
economic adviser points out, only nine
out of 100 Soviets have telephones.
The quality of available products is
notoriously· poor. Half of all new tractors
must be cannibalized to provide spare
parts for others that have broken down.
Soviet television sets are so badly made
that they often burst into flame.
While every citizen is promised free
medical care, the Soviets acknowledge
that it is woefully deficient. According
to Minister of Health Evgenii Chazov,
only 12 of Moscow's 33 maternity hospitals meet modern sanitation standards.
Many outlying hospitals "lack not only
hot water but even rudimentary sewage
treatment."
Many, if not most, hospitals also lack
such basics as disposable needles and
rubber gloves. Declares Soviet eye
specialist Syvatoslav Fedorov: "The
Soviet physician today is a soldier armed
with a bow and arrows, and it is not within
his power to fight complex diseases."
The Soviet Union is the first industrialized nation in peacetime to suffer a
significant drop in male life expectancy.
At birth, men can expect to live only to 65,
compared with 71 in the United States.
The Soviets blame the pervasive inadequacy and shortage of housing for a
host of ills, including high rates of divorce, infectious disease and suicide.
At least 13 million urban families still
must live in communal apartments or
dormitories, sharing bath, kitchen and
even bedrooms with other families. In
Moscow, newly constructed apartment
complexes are crumbling. Outside urban
areas, about half the dwellings lack indoor
toilets and running water. According to
official data, some 30 million Soviet
citizens do 'not have access to pure
water. Result: gastrointestinal illness
is widespread.
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Should We Bail Out Gorbachev? (continued)
But is it really in our interest to rush in and try to save the Soviets from
themselves? By helping to bail out Gorbachev, might we sabotage the very
reforms he publicly advocates?

Floating on Oil and Vodka.
But the one problem that most frightens
Soviet rulers is technological. The Soviet
system simply has proved itself incapable
of originating and applying advanced technology in many areas critical to industrial production and military prowess.
Consider computers. The Soviets calculate they presently need 28 million
personal computers. Under a high priority
program instituted by Gorbachev, they
hoped to produce 1.1 million by 1990.
Their first classroom model, though,
turned out to be such a hopeless failure
that last year they cancelled production.
Adm. Vladimir Maslov has warned
that unless Soviet technology quickly
improves, the country will fall behind
the United States militarily "in five to
seven years." But the economy that must
generate these improvements is fast decomposing. As Gorbachev concedes, if
earnings from vodka and the inflated oil
prices in the 1970s are discounted, there
has been essentially "no increase in the
absolute growth of national income" for
20 years!
Meanwhile, military expenditures levy
an insufferable burden, sapping the
economy of its best talent and resources.
Foreign Minister Eduard Shevardnadze
puts Soviet military consumption at 19
percent of gross national product. In private conversations with Westerners,
some Soviet economists say the actual
figure is 40 percent. By contrast, U.S.
defense spending is 5. 9 percent of GNP.
Maintenance of the Soviet empire imposes more strain. Subsidies necessary
to keep Cuba afloat and finance its
armed intervention in Mrica now cost
at least $5 billion a year. Billions more
must be spent to support Vietnam and
its occupation of Cambodia, to prop up
Marxist regimes in Ethiopia and Angola,
and to arm Nicaragua. The Soviets also
must supply their East European colonies with oil that they could otherwise
sell elsewhere.

Recognizing that the Soviet Union is
in danger of being "discarded and left
behind by history," Gorbachev has embarked upon the twin policies of perestroika {restructuring) and glasnost
{more open discussion). While glasnost
has introduced an unprecedented degree
of public candor, economic changes initiated under perestroika thus far have
been relatively minor. Indeed, some
Soviet economists admit that economic
conditions are worse than when Gorbachev came to power.
Even his minimal reforms have met
extensive resistance. The parasitical
ruling class fears loss of its privileges and
luxuries. Legions of bureaucrats fear for
their jobs. Managers fear the risks and
uncertainties of innovation. Laborers
foresee harder work- and less security.
Lessons of Detente.
In the past, Soviet rulers often talked
about changing the economy but always
shrank from fundamental change. Instead, they sought to rescue themselves
by begging, borrowing and stealing
everything they could from the West.
Mter Bolshevik rule reduced the land
to ruin, Lenin in 1921 proclaimed a New
Economic Policy of "cohabitation with
capitalism." But within communist councils, he made clear that the NEP was
simply an expedient: "As soon as we are
strong enough to overthrow capitalism,
we shall seize it by the throat."
Holding out the lure of a vast, untapped
Russian market, Lenin induced Western
companies to found the Soviet aviation,
steel, textile, automotive and tractor
industries. Once the foreigners no longer
were needed, they were thrown out or,
in some cases, jailed on charges of
"industrial espionage."
In the 1970s, amid the drumbeats of
detente, the Soviets again conjured up
a vast, untapped Russian market awaiting Westerners bold enough to exploit
it. By 1976, Westerners had erected

nearly 1000 factories across the U.S.S.R.
To enable the Soviets to pay for these,
free-world banks advanced them billions. On the Kama River, German,
British, Italian and American firms built
the world's largest truck factory.
Abetted by Western capital, the Soviets
undertook the greatest military buildup
in peacetime history. They pushed into
Mrica, Central America and Southeast
Asia. Then, in 1979, they invaded Mghanistan. The trucks that carried Soviet
troops and weapons for that murderous
war rolled out of the Kama River plant.

Business as Usual.
Now the U.S.S.R. once again seeks
to save itself by reaching even more
deeply into Western pockets. To rebuild
their economy, the Soviets need powerful computers and software, industrial
robots, machine tools, factories capable
of producing semiconductors and other
microelectronic
components.
They
would like to buy this sophisticated
know-how and hardware from the West
and Japan. But they have little real
money. Because Soviet products generally are shoddy, people with any choice
will not buy them. Therefore, to earn
foreign currency they must rely primarily on the sale of oil, gas, arms and gold.
Last year they earned only about $29
billion in real money, barely enough to
finance their existing debt and the imports necessary to sustain the economy
at its prese~t dismal level. Hence, they
crave foreign cash.
The West and Japan should refuse
them the money. The unrestricted, cutrate loans private banks have been making to the Soviets are commercially unsound and unjustifiable. Worse, as communist indebtedness grows, the Soviets
acquire ever stronger leverage over the
lenders' national economies. Should the
Soviets, for political or economic
reasons, at some future date default on
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Should We Bail Out Gorhachev? (continued)

If Gorhachev sincerely wants to restructure his society to one that threatens
no one and cares for its people, we can only wish him well. But until real
changes occur, we must refrain from another quick fix that enables the
Soviets to continue their destructive ways.

their loans, they could jeopardize the
interrelated banking system of the entire
free world. To put our banking system
and economic stability at the mercy of
hostile powers is potentially suicidal.
I agree with Sen. Bill Bradley (D., N.J.),
who said: "Without Western capital and
technology, the Soviets can increase
domestic investment only by decreasing
military spending. I question the wisdom
of helping the Soviets avoid the choice."
To date, the Soviets have ducked that
choice. In 1986, for instance, the unconditional credits given the U.S.S.R.
by Western financial institutions
roughly equaled their costs of sustaining
control of Nicaragua, Cuba, Vietnam,
Angola and Ethiopia. By allowing the
Soviets to buy advanced technology, we
perpetuate their bloated military and impair our own security.
The Soviets have made clear they
have no intention of curtailing the huge

mire {D., Wis.) and Jake Gam {R., Utah)
would empower the President to require
banks to report all Soviet bloc loans. It
also would authorize him to forbid loans
judged harmful to national security.
With passage of this law, the United
States could solicit the cooperation of
allies who have as much to gain as we do
from real changes in the Soviet Union.
Says Rep. Jack Kemp (R., N. Y.):
"Bank deposits of American citizens are
being used to strengthen the Soviets.
Then these same citizens are forced to
pay higher taxes to defend against the
threats their own money has helped
create. This is preposterous!"
If Gorbachev sincerely wants to restructure his society to one that threatens
no one and cares for its people, we can
only wish him well. But until real changes
occur, we must refrain from another
quick fix that enables the Soviets to
continue their destructive ways.

supply of arms Nicaragua's Sandinistas
are using to undermine Central American democracies. And Soviet support for
Ethiopia's inhumane and incompetent
Marxist regime threatens hundreds of
thousands with starvation.
Another Quick Fix.
Despite these outrages, Commerce
Secretary C. William Verity, a former
co-chairman ofUSTEC, has ardently advocated lending and selling to the U.S.S.R.
This year the Commerce Department,
under Verity, cleared the way for our allies
to sell advanced computers which the
Soviets could use for military purposes.
Verity also tried to facilitate the sale of
sophisticated oil exploration and production technology to the Soviet Union.
Fortunately, there is strong, bipartisan
awareness in Congress of the dangersand opportunities - confronting us. A
bill sponsored by Senators William Prox-
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''Democratization.,., Under Gorbachev and
Religious Freedom In The USSR
by Professor James W. W arhola
Department of Political Science, The University of Maine

The Soviet Union is unquestionably
in a period of significant change. Soon
after Mikhail Gorbachev became the
General Secretary of the Communist
Party of the USSR in March of 1985,
major changes in three general areas
were announced: economic restructuring (perestroika); "openness" in the entire realm of public affairs (glasnost);
and "further democratization of Soviet
society." Although these are closely interrelated, this article focuses on the
general question of whether the push for
"greater democratization" since 1986
will have a significant impact upon
religious tolerance in the USSR.
This question is particularly pressing
for Christians worldwide, and for several
reasons. First , as a matter of historical
fact the Soviet regime has sustained the
longest running explicit anti-religious
(and especially anti-Christianity) political
program since the founding of the Christia n faith in the first century A. D. This
fact should not be obscured by the periodic
relaxation of anti-religious political
pressure in the USSR. The intens ity,
scope, and methods of religious persecu·
tion have varied enormously throughoul
Soviet history, with some periods far
worse than others; what has not varied
is the regime's insistence that all religion
represents a world view that is backward , reactionary, unscientific, and deservi ng of active political resistance.
However, Gorbachev and several other
Soviet leaders have recently made statements which may reflect a changed attitude, at least administratively, if not
philosophically. For example, Mikhail
Gorbachev stated the following at the
19th Conference of the Communist Party
of the Soviet Union in July 1988:
... we do not conceal our attitude
towara the religious world view as
being nonmaterialistic and unscientific. But this is no reason for
a disrespectful attitude toward the
spiritual world view of believers,
and still less for applying any sorts
of administrative pressure for the
affirmation of materialistic views. 1
[Current Digest 2f the Soviet

Press, Columbus, Ohio; vol.xl:
#26, p.l3.)
This statement is remarkable not only
in that the sentiment behind it has been
historically nonexistent since the Bolshevik seizure of power in 1917, but
also in that Gorbachev himself had been
calling for increased political measures
against "religious vestiges" soon after
coming to power in early 1985. Clearly
this was a significant shift.
Secondly, the USSR includes a very
large number of practicing religious
people, a large portion of whom adhere
to one or another denomination of the
Christian faith: Orthodox, Baptists,
Lutherans, Pentecostals, and many
others. No one - not even the Soviet
regime - knows how many Christian
believers exist in the contemporary
USSR, but estimates range from the official Soviet figure of roughly 22 million
to over 100 million. This is a sizeable
difference, but in either case the number
of practicing Christians in the USSR
easily outnumbers the 19.5 million person
membership of the Communist Party of
the Soviet Union. The core question,
again, is whether the "democratization
campaign" is having the effect of spawning greater religious toleration - or at
least mitigating the sharpest edges of
political persecution? In some respects
it is too early to gauge accurately, but
several hopeful signs are already in evidence. For example, a prominent Soviet
scholar dealing with the history of religion in the USSR recently gave a very
ambiguous response to the question of
whether or not a continuation of the general "combat against religion" would be
necessary under conditions of"glasnost"
and "greater democratization. " 2 [A.
Klibanov, in Current Digest of the Soviet
Press, vol. xi, #23, p. 23.] This is significant because in all previous periods
of Soviet history the question would have
been officially answered with an unequivocal ~: active political measures
to combat religion must be continued
until "full communism" has been successfully established.
Thirdly, as is commonly known, the

USSR is not alone among communist
countries in actively working against
religion. The general anti-religious
orientation of communist regimes stems
most directly, in a political sense, from
Marxism-Leninism's insistence that all
religion is illusory, serves as a brake on
social progress, and needs to be actively
combatted. Patterns of religious persecution have varied substantially among
the communist countries of the world.
Nevertheless all such regimes have to
some degree worked to establish a society
essentially free of conventional religious
thought and practice. The important point
here is that current trends in the USSR
may portend significant attitudinal change
on the part of political leaders in other
communist countries as well. Although
the USSR has not historically enjoyed
the capacity to influence other communist countries to the degree desired
by Moscow, a significantly different
posture toward something as ideologically fundamental as religion would almost surely have consequences within
the larger bloc of communist regimes.
So the question essentially revolves
around the veracity of the ostensible
"democratization" emphasis which has
concerned the Soviet leadership so intensely since mid-1986. Is the Soviet
Union becoming more democratic in a
way that will give rise to greater religious
toleration?
Many recent events in the USSR appear
to point toward greater democratization
and governmental toleration: open street
demonstrations; multi-candidate elections for many public offices for the first
time since the early 1920s; increased
interface by high-level public officials
with the public at large; and open political contention among leaders at the
highest levels of the government and
Communist Party apparatus. These and
other events, coupled with the public
launching of an explicit campaign for
"further democratization" in June, 1986
suggest that the USSR is in fact becoming more democratic. Yet is it? Governance in communist political systems is
an extraordinarily complicated affair;
predictions about future directions usu-
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ally have proven of little accuracy or
value. Nonetheless certain facts of
Soviet political history will give a clearer
sense of the genuineness of the current
appearance of greater democracy.
Many Americans remain profoundly
skeptical about the prospects for genuine
democracy in the USSR, as do many
Soviet citizens themselves, even in the
face of repeated statements about the
imperative for greater democracy from
within the Kremlin leadership itself.
This is perhaps not surprising, given the
increasing discrepancy between lofty revolutionary ideals such as· full civil equality, political freedom, material abundance, and high levels of cultural advancement - and the persistence of a
reality far, far different for virtually the
entire Soviet period (October 1917 present). To further complicate matters,
the slogan of "strengthening socialist
democracy" had been loudly and aggressively touted from the time of Khrushchev's
deStalinization" campaign begun in
1956 at the 20th Congress of the Communist Party right up until Gorbachev's
democratization campaign was publicly
launched in the summer of 1986.
The danger, however, is that our skepticism may obscure a clear vision of the
nature of change currently underway in
the USSR. Most scholars and journalists
agree that the changes occurring in the
Soviet Union are substantial and will
definitely alter the subsequent course of
Soviet society. Yet once again the question concerns the degree to which these
changes will leave the political system
more democratic in political procedure
and more tolerant with regard to civil
liberties. The answer seems to be that
in some domains of public life Soviet
society is indeed becoming more democratic; yet in others the persistence of
autocratic policies and procedures continues unabated despite Gorbachev's
concerted, ongoing efforts at further
democratization. Which areas may be
becoming more democratic? Let us
examine two areas that may impinge directly on the degree of religious tolerance in Soviet society: political leadership selection and the regime's general
attitude toward civil rights/liberties.
Despite the underlying ideological
hostility of Marxism-Leninism to all religion, the historical fact is that the regime's
posture toward religion has varied substantially under different leaders, and

there is evidence indicating that these
variations are traceable in large measure
to specific leaders' orientations. Thus
who is in power at the top is not a moot
question for those concerned with the
degree of religious toleration. of Soviet
society. But is the leadership selection
process becoming more democratic?
The actual political leadership in the
USSR is decidedly not popularly elected,
as occurs in Western democracies, and
for two simple reasons: (1) the members
and leaders within the Communist Party
itself are not chosen by the public but
rather from within the Party; this process
has been in force since the early 1920s
and is called "democratic centralism."
(2) The top leaders of both the Communist Party and the Soviet Government
itself are selected by the Secretariat of
the Party's Central Committee through a
complicated process called ·'nomenklatura." These procedures occur despite
the holding of periodic "elections" which
purport to select public officials but in
reality do little more than provide public
endorsement of individuals pre-selected
by the Party's executive committee
within a given geographical area. Only
recently, as part of Gorbachev's glasnost
(openness), has the allegedly democratic
character of the entire process of leadership selection been called openly into
question within the USSR itself.
Indeed, Mikhail Gorbachev himself
has pushed vigorously for genuinely
competitive elections involving several
candidates - but not a multiplicity of
competing parties - for local and regional elections since January 1987.
And beginning in June of that year such
elections have occurred, though the process of nominating candidates is not
democratic, but still tightly controlled
by the ruling party. Also, there has been
no change in the direction of national
leadership selection by the people themselves. Nor is that likely to happen soon,
as both the Communist Party and centuries of Russian autocracy have been
averse to any political change in the
direction of loosening political control
by the Kremlin.
Yet democracy also involves far more
than popular selection of political
leadership, as important as that is. Other
key ingredients are involved in democracy, including a certain attitude, or
posture by the government itself toward
civil rights and civil liberties, and a cer-

tain psychology among the populace itself. On these general scores, is the
Soviet Union becoming more democratic
and more tolerant?
Particularly since the periods of "war
communism" (1918-21) and the Stalin
era (1928-53) the Soviet Union has not
enjoyed a reputation for democratic procedure with respect to civil rights and
liberties in the eyes of the Western
democracies. And with good reason:
these periods represent a concentration
of state power, an abuse of power, a
trampling of the most rudimentary components of civil society virtually without
equal in the known history of the world
-even by the open admission of many
current Soviet public officials. Some
movement was made in the direction of
democratic reform by the Khrushchev
leadership with the "deStalinization
campaign" of 1956, but these reforms
were primarily techinical-judicial in nature and had little lasting effect on the
regime's general posture toward civil
liberties. With regard to mass attitudes
toward greater democratization, the reforms of the 1950s may have raised mass
hopes and expectations which were unfulfilled by Khrushchev himself and
repressed even further under the Brezhnev
years from 1964 until 1982.
Has the Gorbachev leadership moved
in the direction of greater democracy
with regard to civil rights and liberties?
And does the mass psychology within
the USSR appear now more conducive
to the establishment and maintenance
of tolerant, democratic governance?
Civil rights and liberties involve a wide
range of issues: freedom of speech, freedom of press, freedom of religion, freedom of assembly, fair juridical procedures, and others. Only with Gorbachev's
"glasnost" emphasis beginning in 1986
have Soviet officials openly admitted
that the USSR had been less than democratic on some of these issues. Until
then the official view had been that since
the so-called "Stalin Constitution" of
1936 the USSR enjoyed the most democratic form of governance on earth.
That view no longer prevails in the
Kremlin. In fact, the transitional years
from Brezhnev's death in November
1982 until Gorbachev was firmly entrenched as General Secretary by mid1986 saw a decidedly further constriction of civil rights and liberties almost
across the board. Significantly, that con-
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"Democratization" Under Gorbachev (continued)
striction included several public calls
by Gorbachev himself for increased
"political activity" aimed at reducing religious influences in the Soviet Union.
But that quickly began to change once
Gorbachev's position at the top was secure by spring 1986, after which calls for
"greater democratization" and greater
"openness" became ever more frequent.
Indeed, Gorbachev's democratization
campaign of 1986 has brought a perceptible loosening of state control over the
press; over public assemblies (even
explicitly political ones); and a much
greater political willingness to face
squarely the great discrepancy between
official rhetoric and concrete reality.
Most significantly for our present purposes, however, is the much more open
and public discussion concerning the
positive role that religion might play in
a developed socialist state than has ever
been heard since the Russian Revolution of 1917 brought the communist regime to power. Subsequent to the millenium celebrations of Orthodox Christianity in Russia in June 1988, for example, there has been open, public discussion about the possibility of charitable
work in the USSR by religious communities - something absolutely forbidden
even for discussion since the infamously
mistitled "Decree on Separation of
Church and State" of January 1918.
All these changes have been substantial
and their significance should not be underrated. The vigor of recent public political
activity suggest strongly that the mass
psychology prevailing in the USSR today
is more conducive to democratic governance and more hospitable to a greater
degree of tolerance than at virtually any
other time in Soviet (or even all of Russian) history. Further evidence points to
a growing recognition by the Gorbachev
leadership itself that genuinely democratic and tolerant governance is mandatory for a genuinely healthy society.
However, this is not to say that the
current Soviet movement toward more
democracy regarding leadership selection and respect for civil rights and liberties will put the country on a path of
deeper, irreversible democratization,
and they certainly do not guarantee that
Gorbachev's inju~ction at the 19th Party
Conference in July 1988 to ease off administrative harassment of religious
communities will signal increasing religious toleration. In fact the establish-

ment and maintenance of a tolerant,
democratic polity is an extraordinarily
difficult accomplishment, involving a
wide range of factors: economic, cultural, personal, and ultimately political.
The history of the 20th century in particular has demonstrated repeatedly that
democratic intentions can be easily
thwarted if the underlying social,
economic, cultural, and international
preconditions of democracy do not obtain. Political science has yet to arrive
at an authoritative conclusion regarding
what specifically constitutes these preconditions for any given country despite
thousands of years of wrestling with the
issue. However, probably few except the
most intellectually truncated ideologues
would dispute the contention that years
of religious persecution in a range of
manifestations have accomplished nothing positive in terms of constructing the
foundation for a more democratic society; Perhaps the most one can hope is
that in the same way that "the blood of
the martyrs is the seed of the Church" so
also the foolish and narrow-minded illusion of eliminating Christianity by force,
threats of force, or concocted argumentation will at last be abandoned by a
regime that can no longer ignore the
tyrannical history which it created and
now admits was far, far from democratic.
Nonetheless, despite the many refreshingly soberminded judgements
coming from top Soviet leaders in recent
years which seem to point toward more
religious toleration, prudence calls for
caution in our assessment of the likelihood of increasing tolerance. Three
major factors in particular are especially
problematical for success of the general
democratization thrust, especially as it
pertains to the expansion of religious
toleration. Each gives reason to withhold
judgement on the ultimate likelihood of
greater democracy prevailing in the USSR
in the near future. The first is that reforms
in the USSR have been historically contingent upon the personal orientations
of a given set of leaders; in each case
clear opponents of reform were present;
and the opposition usually prevailed in
the long run. Also, general political
"thaws" in the USSR have not necessarily
included greater religious toleration.
Perhaps the clearest example is Khrushchev's simultaneous "deStalinization"
and "anti-religion" campaigns of the late
1950s and early 1960s.

In a larger sense Soviet reform efforts
have always been met with political opposition, and Gorbachev's democratization campaign is no exception. Soviet
history informs us that nearly every case
of concerted reform was subjected to
political reversal by the subsequent
leadership. Examples include Bukharin's New Economic Policy of 1921-8;
Stalin's rapprochement with the Russian
Orthodox Church in 1943; Khrushchev's
"deStalinization campaign" and "goulash
communism;" Brezhnev's periodic relaxation of emigration policies during the
1970s; and more recently the constriction of civil rights and liberties during
the transitional years from Brezhnev's
death until Gorbachev's consolidation of
power by mid-1986.
The point is that each hopeful period
of apparent democratization in Soviet
history has witnessed a fairly abrupt reversal after a period of time, and usually
not a very long one. This historical pattern should give cause for a measure of
skepticism concerning the current democratization campaign, despite its unprecedented scope and its open character.
Indeed, not long after the campaign was
launched in 1986, political opposition
became especially evident at the highest
levels of the Kremlin leadership, principally in the persons of Viktor Chebrikov
(then head of the KGB, and Igor Ligachev (then chief ideologist). Despite the
political demotion of these two in late
September 1988 at the hastily convened
Central Committee Plenum, Gorbachev
clearly still faces political resistance by
some members of the top leadership to
further change in the direction of greater
democracy and tolerance.
This does not necessarily mean that
Gorbachev's democratizing reforms are
certain to fail. They may in fact begin to
lay the foundational preconditions for an
enduring move toward genuine democracy. But this set of historical reasons
represents grounds for skepticism.
There are other sound reasons for skepticism which are more fundamental.
These concern the structure of the Soviet
political system itself and the official
role of Marxism-Leninism within it.
The next major reason for withholding
judgement on Soviet democratization is
complex and concerns the role of the
Communist Party in the entire Soviet
system. Lenin, who essentially brought
communism to power in the old Russian
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Empire during the devastation of World
War I, had absorbed many ideas from a
variety of 19th century Russian revolutionaries. Perhaps the most important
of these was the concept of an elitist,
revolutionary political Party dedicated
to bringing about a radical transformation of society. The Soviets have historically referred to this process as "communist construction," and for it to continue the Communist Party must assume
the "leading and guiding role" in society. From the perspective of Western
democratic thinking, it is precisely this
aggrandizement of near-total political
control by the Communist Party that represents the most problematical aspect of
democratization in the USSR. Has Soviet
thinking changed about the "leading and
guiding role" of the Communist Party? It
has, and in two important dimensions, but
not necessarily in a manner that will pave
the way for greater democratization.
First, since 1979 the prevailing view
within the Communist Party has been that
the role of the Party will continue to broaden
and deepen as "communist construction"
proceeds. Significantly, even Gorbachev
and other reform-oriented leaders in the
Kremlin have not challenged this view.
This does not bode well for increased
official toleration of a multiplicity of
world views and for democratization.
However, open discussion of the proper
political role of the Party itself, in fact,
has been ongoing since the spring of
1987. Not since Lenin's infamous "Decree on Party Unity" issued at the lOth
Party Congress in March 1921 has the
Party allowed open discussion of its
proper role in Soviet society: the presumption from that time until now has
been simply that the Party is the brains,
the conscience, and the heart of Soviet
society. Once again, from a perspective
of Western democratic tradition that
prizes toleration of a multiplicity of viewpoints and even sources of political
power, the Soviet Communist Party's
historical insistence on a monopoly of
power represents the single greatest obstacle to further democratization.
Accordingly, the degree to which the
Communist Party's hegemony of power
may be challenged represents the degree
to which Soviet society may become
more tolerant and thus more democratic.
Yet the most serious debates currently
going on in the USSR both within the
Party and among the mass public are

dealing precisely with this issue. Where
the debates will end, and what substantive conclusions will be reached, is simply not clear at this time. But it is significant, indeed unprecedented, that
open, public debate about the precise
role of the Party is occurring with such
vigor. Just as importantly, we should not
lose sight of the larger picture: the entir~>
process itself is proceeding in a way that
is more democratic than anything in the
USSR since the rather liberal years of
the New Economic Policy of the 1920s.
Beyond historical patterns of foiled
reform and the structural question of the
Communist Party's political role is a
third major reason for caution regarding
how much religious toleration is likely
to come with Gorbachev's "democratization." This concerns the intellectual
foundation of Marxism-Leninism, which
is of course dialectical materialism. According to it, conventional notions of a
spiritual realm replete with such conceptions as a personal God, spiritual beings (e.g., angels and devils), the immortality of the human soul, and eternal
good and evil are wrong and socially
dangerous. One must wonder how much
religious toleration a Party with such a
world view would ever willingly allow,
let alone encourage.
In virtually every case where a ruling
communist party has conceded a degree
of religious toleration - examples include the Roman Catholic Church in Poland and the Lutheran Churches in East
Germany- its motives have been transparently expedient in a political sense.
This also appears to be the case in the
contemporary USSR: Gorbachev and other
Soviet leaders appear to have recognized
that after a certain point religious persecution is politically counterproductive.
Yet as reflected earlier in Gorbachev's
comments at the 19th Party Conference in
July 1988, no change in atheistic world
view has occurred in terms of official
Marxist-Leninist doctrine concerning the
nature of religion and its role in society.
If indeed the Party's monopoly of
political power were significantly diluted because of domestic pressures or,
more specifically, its ideological assessment of religion were to change in the
direction of enduring religious tolerance, it would represent a first in Soviet
history. It would also represent the first
time that a country led by a MarxistLeninist party voluntarily underwent a

successful process of democratization.
Yet the forces of common sense, sound
political principles, and economic reality may be forcing this upon the leadership of the USSR. Therefore a carefully
guarded and informed optimism seems
to be the most appropriate posture to
assume - just as it has been for most
Soviet citizens themselves, Christian
and otherwise.

Professor Warhola delivers here a
sobering reminder that religious
freedom in Russia is far from a reality. Without that f reedom and its
value system, communist Russia is
not ever likely to be a truly good
neighbor. We applaud Mr. Gorbachev's
troop reductions and decreases in
hardware, nuclear or otherwise, but
strongly believe that the only real
change that will produce the peace
that all peoples seek is a change from
within, from the heart, from the
goodwill of the Russian people whose
voice has been quieted for too long.
Let the freedoms ofeconomics, speech,
and religion reign in Russia before
we become too optimistic about the
future, before we spread our technical and economic might freely in Russia's direction.
The Editor
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Resolving the Thrift Crisis
by 'Dr. Robert E. Litan
Senior Fellow, Brookings Institution

The crisis among America's thrift institutions is by now well known. Not a
day goes by, it seems, without some
newspaper headlining the latest "revised" cost estimate for forcing the
merger or closure of all insolvent thrifts.
The phrase "taxpayer bailout" is becoming part of everyday lexicon.
How bad is the current situation and
how did it get that way? What should
be done about it? This article briefly
attempts to supply some answers.
The Magnitude of the Problem: At
this writing, at least 500 of the nation's
3,000 or so thrift institutions are insolvent; many more could easily fail if the
economy turns sour. The agency's federal
regulator, the Federal Home Loan Bank
Board, has steadily raised its estimates
for how much it will cost to merge the
insolvent thrifts with healthier partners or
to liquidate them and pay off depositors.
As late as May 1988, that estimate was
$22 billion. By the fall of 1988, the
Board's cost figure had been raised to
$50 billion. By comparison, the thrift
insurance fund - the FSLIC - has
additional cash of only $15 billion coming
in (from bond revenues and insurance
premiums) through the end of 1990.
Unfortunately, the Bank Board's cost
estimates are almost certainly too low.
Collectively, insolvent thrifts hold almost $200 billion in assets. During the
past two years, the industry's insurer,
the Federal Savings and Loan Insurance
Corporation (FSLIC), has been losing
about 32 cents for each dollar of assets in
failed thrifts when forcing them to close
or assisting their merger with healthier
partners. At this rate, the cost of cleaning up currently insolvent thrifts should
be at least $60 billion. But the cleanup
cost will exceed $100 billion if the
FSLIC's 65 cents-on-the-dollar loss experience thus far in 1988 foreshadows
future costs.
Whatever the estimates, there is little
doubt that the longer insolvent thrifts
are permitted to remain in business, the
more the ultimate cost for cleaning up
the industry will grow. Insolvent thrifts
have been losing money at the rate of
about $1 billion per month.

Causes of the Problem: Thrifts have
experienced two rnajor episodes of turmoil
in the 1980s. It is important to understand the difference in thinking about
the current problems in the industry.
In the early 1980s the whole industry
lost money when interest rates soared
into double-digits, forcing Congress to
dismantle deposit interest rate controls
(had they been retained, depositors
would have drained banks and thrifts of
funds by running to money market mutual
funds). But the removal of interest rate
controls led to a sharp increase in thrifts'
funding costs, which savings and loans
could not cover with the low interest rates
they were locked into on their long-term
fixed-rate mortgages. So thrifts asked for
and received additional asset powersthe right to invest in commercial and
consumer loans, and to make adjustable
rate mortgages (a power denied thrifts
in the 1970s by Congress, supposedly
acting in the consumers' interest).
The second phase of the thrift crisis
- which began in the mid-1980s and
is now in full bloom- is largely characterized by bad credit decisions.
of the institutions that lived through the
first crisis attempted to grow their way
out of it by paying whatever they could
to attract deposits and then reinvesting
the proceeds in high-risk development
projects. In addition, the new powers
granted thrifts- especially commercial
real estate lending - attracted a new
breed of thrift entrepreneurs, especially
in Texas and California. Many of these
gambles turned sour when in Texas, in
particular, oil prices plummeted. Regulators had difficulty finding out, however, because the numbers of thrift
examiners were reduced from 1980 to
1985, a move that will surely rank one
day as one of the prime exhibits in the
"short-sightedness" hall of fame.
In combination, these developments
led to a growing number of thrift failures
in the mid-1980s. If it had had the
money, the FSLIC could have quickly
put the insolvent institutions out of their
misery by auctioning them off to the
highest bidders (providing some additional assistance to grease the transac-

tions) or closing them down. But the
FSLIC's resources were meager and so
instead the Bank Board attempted to
hide the losses through creative "regulatory accounting" methods that allowed otherwise insolvent thrifts artificially to inflate their stated capital for
regulatory purposes.
This policy of capital forbearance was
doomed to fail - and it did. Insolvent
thrifts that were allowed to stay open continued to "bet the bank" in the ultimately
vain hope that they could gamble their
way back to solvency. For most thrifts
the gambles failed. Of the roughly 500
institutions insolvent under more realistic "generally accepted accounting principles" (GAAP) but allowed to operate
in June 1988, about 60 percent had been
insolvent more than two years; a third
were insolvent for more than four years.
Immediate Solutions: Washington is
abuzz these days with plans and studies
to solve the thrift problem. Many government agencies, Congressional committees, and different industries are preparing their own rescue efforts. In such an
environment, one more plan - which I
am about to lay forth - can easily get
lost in the political wind. But in the
interest of pushing the debate forward,
I offer the following.
First, as a nation we need to spend
whatever it takes to clean up the insolvency problem as rapidly as possible.
The reason is simple: every day of delay
only allows the problem to get worse. A
reasonable time frame, in my view, is
two years. It can be met if the government .auctions all insolvent institutions
and then closes those that are unable to
attract a significant amount of capital
from private investors. By "significant"
I mean at least three percent of the institution's assets (measured at or close
to market value) immediately, with a
showing by the investors that capital can
be brought up to the minimum of six
percent within three years.
The reason for insisting on substantial
up-front capital contributions is clear.
Managers of institutions with little or no
private capital invested have consistently taken greater risks - with not
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much to lose - than those thrifts whose
shareholders have a significant stake.
Second, the cost of cleaning up the
thrift industry should be borne in an
equitable fashion by thrifts, banks and
taxpayers. Healthy thrifts are already
contributing to the solution. Since 1985,
they have been required to pay the
FSLIC a "special assessment" of 12.5
basis points (lfs of one percent) above
the 8.3 basis points that banks pay to
the FDIC. The special assessment will
be used to service the $10.8 billion in
debt being issued between 1987 and
1990 by the FSLIC's financing affiliate,
the Financing Corporation (FICO).
It is doubtful that the thrifts can contribute much more without severely crippling their industry. In 1987, the special
assessment represented 40 percent of
the industry's net operating income. In
the first half of 1988, the industry's net
operating income was negative. Extending the assessment beyond 1990 and
certainly raising it above its current level
to service still more FICO bonds would
not only threaten the viability of the thrift
industry, but would substantially diminish the willingness of outside investors
to take over insolvent thrifts (even with
FSLIC assistance).
A natural alternative, therefore, is for
healthy thrifts and banks to share some
of the cost of the thrift cleanup. For
example, if the insurance premiums for
the two types of depositories were
equalized at 15 basis points, the two
insurance funds combined would reap
an additional $600 million per year in
revenue. Since the deposit base will continue to grow, this increment to premium
revenue also would grow over time sufficiently to service another debt issue
of about $10 billion to pay for the closure
or forced merger of insolvent thrifts.
Merging the FDIC and the FSLIC
might provide still another source of
funds. But there is less to this option
than meets the eye. Together with R .
Dan Brumbaugh (formerly deputy chief
economist at the Bank Board), I have
estimated that the FDIC will have to
spend at least $7 billion, and probably
much more, to cover the costs of merging
or li'\uidating banks that are now insolvent. ["The Banks Are In Big Trouble,
Too," New York Times, August 21,
1988.] If the economy should dip into
recession, bank problems would be

worse. Under these circumstances, it
would not be wise to count on more than
$5 billion from the FDIC.
Of course, banks can be expected to
complain that any proposal to raise their
insurance premia and use some of
"their" insurance fund would unfairly
penalize them: after all, they would
argue, banks cannot be held responsible
for the misjudgments and misdeeds of
now insolvent thrifts. But healthy thrifts,
which are already being penalized by
higher deposit insurance premia, can
make the same claim. Moreover, both
healthy banks and thrifts would benefit
from a resolution of the thrift problem
by not having to match the high interest
rates on deposits and low interest rates
on mortgages now being offered by insolvent institutions. Perhaps most significant, it will be politically difficult for
many federal legislators to hit taxpayers
with any portion of the thrift cleanup
cost unless they can say to their constituents that they have exhausted all
other funding sources. The banking industry should be wise to recognize this
political reality- and to take advantage
of i t - by demanding broader authority
to engage in securities, insurance and
other financial activities, with reasonable constraints, as the reward for helping to pay for some of the cost of addressing the thrift insolvency problem.
In sum, when all is said and done, it is
unlikely that any more than $25 billion
should (and can) be raised from the two
industries and their insurance funds.
The remaining cleanup cost should, and
will have to, be funded from federal general revenues. OptimaJiy this should be
done quickly and honestly - that is,
through direct federal appropriations.
But given the difficulties that the new
Congress and Administration will have in
meeting the Gramm-Rudman-Hollings
deficit reduction targets already, it is
virtually certain that any general revenues devoted to the FSLIC rescue effort
will be spread out over time and placed
off-budget.
However the necessary funds are raised,
it is essential that a substantial portion be
provided in cash rather than simply by
issuing "notes" obligating the FSLIC to
pour in cash at a later date- as the FSUC
has done with increasing frequency in
1988. The reason is that many insolvent
thrifts will be unable to attract signifi-

cant capital from interested bidders and
thos need to be shut down. But thrifts
can only be liquidated by paying off depositors, a process that requires cash.
It is also one that will not be easy. If
all currently insolvent thrifts (and banks)
that cannot be successfully auctioned
off were closed, the FDIC and FSLIC
could inherit tens of billions of dollars in
distressed assets: empty or partially developed office and apartment buildings,
and undeveloped land. Any attempt by
the insurers to sell off all this property
at once could severely depress real estate prices in certain local markets (and
thereby diminish the insurers' recovery
from the sales). Accordingly, the FSLIC
must be prepared to hold and manage
some of the properties it cannot immediately auction off, preferably by contracting with private parties, for someperhaps substantial - period of time.
As unpalatable a job as this may be, it is
surely better than the alternative of"warehousing" insolvent institutions. Unlike
distressed real estate, which at least may
appreciate in value over the long run,
insolvent institutions are virtually certain to continue to lose value over time
(by paying out more to depositors to stay
afloat than they can reasonably expect
to earn on their investments).
Fundamental Reform
Clearly, taxpayers deserve something
for their money. Steps must be taken to
ensure that widespread bank and thrift
insolvencies never recur.
First, new accounting standards must be
phased in to require all depositories to
provide more realistic market-based representations of their true capital positions.
Second, federal regulators should have
the authority to auction off or liquidate a
depository even before its capital falls to
zero, so that the government need not systematically take a loss, as it now does.
To make this possible, federal authorities should be given the ability to take
temporary custody of under-capitalized
institutions if their authority to "bear
down" on an insolvent institution is
legally challenged.
Third. poorly capitalized institutions
should not be permitted to pay dividends
until their capital is brought up to
minimum standards.
Fourth, consolidation of the bank and
thrift industries (and their insurers, for
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administrative purposes) is desirable.
The revolution in home mortgage financing whereby mortgage loans are sold by
their originators and then packaged as
securities has eliminated the thrifts'
monopoly on mortgage origination. However, the thrift industry continues to hold
about $1 trillion in mortage-related assets, which clearly could not be readily
absorbed by other institutions- banks,
pension funds, insurance companies and
mutual funds - overnight if the thrift
charter were eliminated. For that reason,
if the bank and thrift industries were
consolidated, the separate accounting
and closure rules, capital standards, insurance premiums, activity authority,
and tax treatment for the two industries
would have to be harmonized over some
reasonable transition period, perhaps
five or ten years.
Fifth, it would be a mistake to roll
back the clock by reimposing interest
rate controls on bank and thrift deposits.
That effort would be self-defeating because it would encourage depositors to
run to mutual funds.
Finally, serious attention must be given
to reforming the nation's antiquated legal
structure for financial institutions. In an
earlier issue of this journal, I outlined
what I labelled a "narrow banking" proposal that would allow banking organizations (or other firms desiring to own an
insured depository) to be broadly engaged in non-banking activities, provided they narrowed the investments of
their banks to securities issued by the
government or by quasi-governmental
agencies. I argued that by making the
bank in a diversified organization virtually "fail-proof," the deposit insurance
funds (FDIC and FSLIC) would be insulated against the risks that banks could
unwisely aid ailing non-bank affiliates
and that bank depositors could withdraw
their funds (run) upon learning of the
failure of a non-bank affiliate. In spirit,
the "narrow" or "safe" banking proposal

-designed solely as a voluntary option
solely for those banking organizations
seeking a high degree of activity diversification - is a close cousin to the "100
percent reserve" banking proposals advocated earlier by Henry Simons, Irving
Fisher and Milton Friedman (among others).
For a variety of political reasons, the
narrow banking option as I outlined is
unlikely to attract sufficient constituent
support to emerge from Congress any
time soon. However, I believe that the
proposal can be modified somewhat to
attract greater support without destroying its spirit.
In brief, I am coming around to the view
that the only way to contain the "moral
hazard" (or risk-creating incentives) of
federal deposit insurance is to insist that
all banks and thrifts report their financial condition on a market-value basis
and that federal regulators have the authority to auction off institutions or take
them over if their capital, measured at
market value, falls below some minimum
level (above zero). A number of other
academic economists- Ed Kane (Ohio
State), George Benston (Emory), and
George Kaufman (Loyola University)
have advocated this market-value
accounting/early closure policy.
But if such an approach is to be truly
effective, then why not insist that all, or
at least a very substantial portion of, bank
and thrift assets be marketable, so that
regulators and the public will have an
easy time assessing their value? Anumber of securities could meet such a "marketability test" - not only federal government and quasi-governmental securirities, but asset-backed instruments,
municipal bonds, commercial paper and
corporate debt (although I would require
these instruments to be "investment grade").
The "securitization" revolution on Wall
Street makes it possible for such a marketability requirement to be implemented.
Doing so would enable banks and thrifts
to meet any deposit run and thus permit
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scaling back of federal deposit insurance.
Fundamental reform of the nation's
financial structure laws however
accomplished - will nevertheless be
difficult to achieve in the current political environment. Legislators and executive branch officials understandably
will be preoccupied with solving the
thrift insolvency problem. But if our
elected officials were interested in addressing the fundamental defects in the
nation's deposit insurance mechanism
that permitted the insolvency problem to
get out of hand, they would help assure
that the problem will never recur. Requiring an increasing proportion of bank
and thrift assets to be marketable combined with appropriate accounting
reforms and an early closure policy would go a long way toward meeting this
objective.
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Leveraged To The Hilt
by Robert N. Mateer, Editor
During the Spring of 1986 one paper
presented at the Eastern Economic Association meeting in Washington, DC
was entitled "The Risks of LeveragedBuyouts." Few attended that session and
those who did barely recognized the
risks. As a result of the proposed RJRNabisco buyout, the Wall Street Journal
has carried many excellent articles recently, making it all too obvious that
few have yet to recognize the inherent
risks, although legitimate concerns are
drawing attention.
In our corporate finance classes we
often introduce a case covering the rise
and rapid demise ofNucorp Energy, Inc.
(1979-1981). In rough numbers, Nucorp
grew from total assets of $50 million to
$700 million from 1979 to 1981. It changed
from an unknown real estate operation
in Ohio to the nation's largest supplier
of oil field pipe headquartered in San
Diego. In 1980 its common stock was
reported to be the most actively traded
on NASDAQ. In two years its stock price
rose from 25 cents to over $20 a share. In
1980 the company successfully sold some
$160 million of three different bond issues from a zero coupon to one at 19
percent. The phrase junk bonds had not
yet been coined but surely these issues
would have qualified. It was a Chapter
11 case by June 1981. Its leverage (total
debt divided by total equity) was about
six times but was realistically far more
considering the "goodwill" on the books
and liberal "full cost accounting" techniques used. It went from a Chapter 11
to a straight liquidation and of its reported $700 milliPR in assets, only some
$35 million were ever converted to cash.
Nucorp's leverage resulted from acquisitions, not from a buyout. Creditors lost
95 percent on each dollar lent - only
the lawyers and investment banking fees
were ever paid.
Remember, this was one of the nation's
holiest stocks in 1980 and the company
readily sold some $160 million of junk
bonds only six months before its Chapter
11 was filed. Why did investors buy the
stocks and bonds? Obviously, they were
well-touted speculators, not investors!
High yield, not prudence, dictated their
decisions. The same mania to follow the
crowd is ever present today. Witness the
endless "ponzi" stories. Nucorp Energy

resulted in some $175 million of losses
to then Continental Illinois National
Bank. Nucorp was the single largest individual loss that bank suffered before
its one week run on deposits and ultimate FDIC rescue- a rescue manageable by the FDIC because there was only
one such failure at that particular time.
Today's leveraged balance sheets are
hardly new. Actually, one of the first major
leveraged-buyouts was the purchase of
the Ethyl Corporation by the Gottwald
family of Richmond, Virginia, from its
then co-owners, General Motors and
Standard Oil. That was a couple of hundred
million dollar deal handled by Chase
Manhattan Bank in 1962. It worked because cash flow was adequate to meet a
reasonable loan payout schedule.
Leveraged-buyouts today are more
like Nucorp Energy than like Ethyl
which, incidentally, remains one of Virginia's larger and more successful commercial enterprises. Many of today's
buyouts look to refinancing and asset
sales rather than cash flow to meet the
debt load, two unreliable third party
sources in an uncertain future.
The history of bank credit granting is
filled with nightmares of overexpansion
beyond the levels of prudence. Consider
the real estate investment trust, REIT,
failures of the early 1970s. REIT's were
established about 1968 by favorable tax
legislation to operate much like mutual
funds, but to invest in real estate. By 1969
some four East Coast REIT's spawned
innumerable REIT's across the nation
and most gained their investable funds
by borrowing from banks. Not to be outdone, the banks set up their own REIT's
and everyone jumped into the game. The
result - a good thing for a few became
a nightmare for the majority. Simply,
there were too many dollars chasing too
few good deals. The result was product
overpricing and inevitable failures.
Of course, after the REIT collapse of the
1970s, the oil and related real estate collapses in 'Fexas were too easily predictable. Nucorp Energy was one of them.
Less understandable is the foreign loan
debacle of the late 1970s and its awesome erosion on major bank earnings.
Jusy why are banks today willing to
jump belatedly on the leveraged-buyout
bandwagon when, after seven years of

economic growth, some sort of recession
seems likely no matter who is in the
White House? Probably the answer is the
apparent equity returns of 30 or 40 (or so)
percent per annum - almost too good
to be true - as any ex-ponzi investor
could tell you. Any recessionary slowdown in our economic growth will topple
some and perhaps many of these excessivly leveraged companies. As they faH,
so will the investors - easy come, easy
go-but also some of our major commercial banks, already seriously weakened
by unresolved foreign loans, may topple
as well, much as Continental Illinois
National Bank did five years ago. Estimates of the FSLIC bailout of the thrift
industry run to $100 billion or more in
taxpayers' dollars. Conjecturing the
magnitude of the FDIC taxpayer-assisted
bailout required to cover what the commercial banking total could be, if LBO's
start going down, is staggering.
What is the solution? On our university
campus we strongly support free-enterprise,
non-government-intervention
policies; but so long as the commercial
banks enjoy FDIC insurance, the government has an obligation to the taxpayer to police the bankers' loan
portfolios with rigid but even-handed
portfolio examinations within prudent
guidelines of safety. One must have a
real concern that the strong momentum
toward banking deregulation will cause
the Federal Reserve and Comptroller of
the Currency to go slack in their examination responsibilities as they spend
their time on opening the flood gates of
deregulation. Further, isn't de facto deregulation proceeding too quickly without a parallel review of government vet-·
sus private insurance? One hopes t.hat
both the Fed and the 1989 Congress will
address deregulation and insurance
questions simultaneously, as Dr. Litan
suggests in the preceding article.
We have no objections to the bankers
taking highly leveraged risks but would
like them to do it with their own equity,
not our tax dollars. A really free market
will get the government out of the bankers'
way, allowing for a levelled playing field
among the competitive financial institutions. Then, let the bankers take whatever
risks their stockholders will tolerate.
Should the Congress or Fed regulate
LBO activity? NO! The Fed should see
to its policing function through loan
examinations and quality standards that
correctly categorize loans by risk. The
Congress should get on with allowing
the free-enterprise system to work in
both banking and deposit insurance.
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April 7th, 1989 -

A Conference On:

WHAT IS CHRISTIAN ECONOMICS?
IS FREE-ENTERPRISE ECONOMICS CHRISTIAN?
WHAT PUBLIC POLICY POSITIONS SHOULD
A CHRISTIAN SUPPORT?
Featuring Presentations by:
I.

Kenneth Elzinga, Professor, University of Virginia, economist, author, and expert on antitrust matters.

II.

James Gwartney, Professor, Florida State University, economist, Director of Research, James
Madison Institute, and co-author of the nation's second most popular economics principles text,
Economics, Private and Public Choice.

III.

Ronald Nash, Professor, University of Western Kentucky, philosopher-theologian, with over
16 books to his credit including the popular Poverty and Wealth.

IV.

Michael Novak, Director, Social and Political Studies, The American Enterprise Institute,
Washington, DC. Internationally respected author. (tentative)

V.

Norman Geisler, widely known author and philosopher who recently joined Liberty University's
staff, will moderate the panel on "What Is Christian Economics."
Also included will he the staff of Liberty University and other guests.

Subjects Included for Discussion are:
A.

Why the Judea-Christian approach to current public policy issues is essential.

B.

Since poverty appears to be growing and welfare state approaches appear to have failed, what is
the proper Judea-Christian approach to the problem?

C.

Government regulation in financial services, the Federal Reserve System, and deposit insurance
- do they work? What, from a biblical point of view, is the best system?

Place: Hilton Inn, Lynchburg, Virginia, adjacent to the Liberty University
campus.
Accommodations: At the Hilton Inn
(804) 237-6333; or the adjacent Days
Inn (804) 847-8655.

Time: Luncheon begins at 11:45 a.m.
Conference concludes after dinner and
closing remarks - approximately 9:00
p.m. on Friday, A ril 7, 1989.
Cost: $50.00 includes conference,
luncheon, dinner, and reception. Make
your check payable to CEBA.

For Reservations and
Information Contact:
Robert N. Mateer
CEBA
P. 0. Box 11471
Lynchburg, VA 24506-8001
804-582-2338

The conference, designed to produce ace
ble public policy positions for Christia , is co-sponsored by the Center for Business
and Government, the School of Business and
ent of Liberty Unive · and CEBA, the Contemporary Economics and
Business Association.

LIBEIZTYl'
UNIVERSITY
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The School Window
Beginning with this issue we will present glimpses of the School of Business and Government on this page of our Journal. In
this issue I'd like to give you a bird's-eye view of the entire School and what we are attempting to do.
Our approach to higher education has been determined to be impossible by many in religious education. We maintain regional
accreditation of all our programs and still hold firmly to the fundamentals of the faith in all our practices. Many schools have
given up one or the other over the years. This great experiment is succeeding today and, with God's help, will continue long past
the time we reach our goal of 50,000 students.
There are five schools and two colleges at Liberty University. In the School of Business and Government we offer majors in
Accounting, Business, Economics, and Political Science. 1300 + on-campus students are now studying in our School and 25
highly-qualified faculty members teach a rigorous program to these students. Many of our graduates work for major corporations
and have proven their ability to compete in the marketplace, both in business and government.
When someone wonders where a young person who wants conservative Christian training in business or government should go
to college, we think we have the answer- Liberty!

Frank Forbus, Dean
School of Business and Government
Liberty University

F OR YOUR CALENDAR:
*

We hope you will seriously consider
attending our spring conference on April
7, 1989. Our program promises to be
an exciting one, looking at public policy
from a Christian perspective.
* Your articles and ideas for features
are always welcome. The deadline for
spring issue submissions is March 1,
1989. We seek broad participation in
this forum of free-enterprise thought and
welcome articles for possible publication in this referred journal. Length of
1,000 to 3,000 words is fine .

TRAINED WORKERS
AVAILABLE:
A number of our 1989 graduates would
like you to see their qualifications for
work in your organization. In our Resume
Booklet are graduates who majored in
Accounting, Management, Marketing,
Finance, Management Information Systems and Economics and who would like
to talk to potential employers such as
you. Check the appropriate box on the
response form if you would like to see
what our students can do for you.

RESPONSE FORM : (Check all that apply and mail to address below.)

0 I en joy your newsletter; keep me on
your mailing list (fill in information).

0 Please remove my name from your

Send MBA information to the person
listed below.

0 Send information on undergraduate
programs in the School of Business
and Government

mailing list.

0

0

Send Resume Booklet- I have positions to fill. (See Trained Workers this page.)

The School of Business and Government
Liberty University
Box 20000
Lynchburg, VA 24506-8001
ATTN: Center for Business and Government

•[][lJ

Your Name and Address:
Name
Address

./BERTY

City
State _ _ __

MAIL TO:

Zip

Phone (_ _ _ - - - - - - - - -

