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PREFACE

e ——————————————————————————————————————

ach year Oklahoma's state government estab-
lishes palicies having slgnificant long-term im-

pacts on business and economic development. These
policies are the product of administrative procedures,
legislative action, regulatory rulings and court decl-
sions, The purpose of this publication is 1o examine
eight of these issues that are likely to have significance
in 1990, Some of these actions are likely to lead to fur-
ther important poliey considerations over the next year
or so0, Opposing viewpolnts are normally presented.

This current project was conducted by professors at
twe of Oklahoma's institutions of higher education.
Alexander Holmes, A.J. Kondonassis, David R.
Morgan,and David Penn are from the University of
Oklahoma: Larkin Warner, Kent W, Olson, Dantel 5.
Tilley, Daniel D. Badger, and Robert E. England are
from Oklahoma State University. As in previous years,
the research team, In conjunction with members of the
Board of Directors of Oklahoma 2000, Inc., selected a
list of potentlal topics for the 1990 study. The final
topics were selected following some preliminary In-
vastigatlon.

The views expressed herein are those of the authors
and should not be attributed to the officers or directors
of Oklahoma 2000, Inc.



INTRODUCTION

E conomic development remains central to many
policy debates, but the aclions of state govern-
ment have moved from the planning activities that
dominated the aftermath of the sharp economic
decline of the early 19805 to the implementation
policles. Many of these policies relate to the needs and
problems associated with diversification of the state’s
economy. In this, the 1990 edition of the State Policy
& Economie Development in Oklahoma are articles by
nine investigators at the University of Oklahoma and
Oklahoma State University regarding issues assoclated
with these economic development policies. In each ar-
ticle, the long-term development implications are the
major concern of the authors.,

As the framework for state economic policy, Larkin
Warner reviews the work of the Constitution Revision
Study Commisslon and the prospects for constitu-
tional reform in Oklahoma. Dr, Warner specifies the
metits of three important reform proposals for a new
state Ethics Commission, extenslve recrganization of
the executive branch and business regulation, He
notes that the volers will have their ultimate say in
1990,

In a conceptual article, David Penn investigates the
meaning of economic diversification. He cbserves that
reducing the rellance on agriculture and petroleum
does not result necessarily in the best mix of industries
for Oklahoma. For example, reducing the rellance on
agriculture and petroleurn may reduce growth in-
stability, and he cautions that state policymakers
should be careful to cultivate Industries that ave
resllient to eyclical changes in the U.5. economy.

As Oklahoma seeks ways to develop new sectors of
growth, the International markets are of increasing im-
portance, In that context, the changes in Europe are
important to Oklahoma businesses looking to expand
in overseas markets. A.J. Kondonassls veviews the
planned changes to the European Economic Com-
munity in 1992, with speclal attention as to how

Oklahoma's share of exports may be affected. Dr,
Kondonassis also points out a number of difficulties
that the EEC will face In trying to achleve the 1992 ob-
jectives of a single Europe.

Alexander Holmes discusses recent changes in capl-
tal budgeting and the management of the state’s debt
and the links of these changes in the slate's efforls to
meet Infrastructure needs. He points out one benefit of
these steps is the AA bond raling from Standard and
Poor's in 1989 and Oklahoma's solid credit rating.

Exlsting Industrles in Oklahoma have potentlal for
expansion with differing prospects for growth. Daniel
Tilley explains the prospects for expanding the pro-
cessing of agrlcultural products in Oklahoma, and
Daniel Badger investigates the potential recovery In
the coal mining industry. The agricultural processing
sector In Oklahoma has been targeted by several state
policy groups for expansion, Dr, Tilley discusses the
requirements and role of the food processing industry.
Coal mining in Oklahoma has declined sharply In re-
cent years, but the resource Is sizeable. Dr. Badger
proposes several policy concepts deslgned to breathe
new life into the coal industry in the state,

Kent Olson investigates how the state’s child care
policy affects Oklahoma business expansion. A tople,
often viewed as more of a soclal issue, is shown to be
inescapably important to the state’s economic devel-
opment. Dr. Olson argues that management and per-
sonnel practices will increasingly force child care to the
forefront as an economic issue.

Robert England and David Morgan describe the
economie development lssues of the 42nd Oklahoma
Legislature as “. . . not monumental In scope.” The
authors argue that Oklahoma has taken the easy first
step of putting the institutional framework for
economic development in place, but that the next
measures will be the hard ones. In essence, the other
authors have addressed some important considera-
tions for these next measures.



CHAPTER ]

Larkin Warner

OKLAHOMA CONSTITUTIONAL REVISION

1988-1989

I n a 1988 nationwide public opinion poll, only 44
percent of the respondents were aware that their
state has its own constitution,! It is problematical
whether the percentage would be higher or lower in
Oklahoma. However, many Oklahomans are aware
of specific effects of the state’s Constitution even
though they may not link their concerns directly to a
constitutional feature. A business person irritated at
the complex bureaucracy of state government may not
be aware of the extent to which the Byzantine struc-
ture of the state's executive branch is dictated by con-
stitutional requirements. A parent concerned over
inadequate schools may not realize that the local prop-
erty tax millage for the schoo! district has long been at
its constitutional maxium. The Oklahoma Constitution
permeates the clvic life of the state and has significant
impacts on the state’s business environment.

Throughout the nation, state constitutions fill in the
details left unfilled by the broad wording of the U.S.
Constitution. In fact, Oklahoma's Constitution fills in a
somewhat larger number of details than is the case in
many other states. At a length of 68,800 words on
Dec. 31, 1987, Oklahoma’s Constitution was nearly
the longest in the nation — exceeded only by Alabama
and New York. Thirty-nine states were getting along
with constitutions less than half as long as Okla-
homa’s.2 Moreover, since its adoption in 1907,
Oklahoma's Constitution has expanded a good deal as
a result of amendments, Through 1989, the people
have voted on 274 proposed amendments and have
approved 133,

Puring 1988 and 1989, ten amendments were sub-
mitted for a vote and nine were approved. In 1988, a
Constitutional Revislon Study Commission was ap-
pointed by the Governor to recommend a complete
overhaul of the document. Three of the Commission’s
recommendations will probably be submitted to a vote

Larkin Warner is Regents Professor of Econromics at Okichoma
State University, Stillwater, Oklahoma.

of the people in 1990. At least five more amendments
remain to be submitted at the polls. Additional amend-
ments may flow from a special session of the Okla-
homa Legislature dealing with educational reform.
The purpose of this report is to provide an overview of
these major constitutional developments,

PREVIOUS OKLAHOMA 2000
CONSTITUTIONAL REPORTS

This is the third in a set of reports on the Oklahoma
Constitution which have appeared since the 1983 in-
ception of the annual State Policy and Economic
Development in Oklahoma volumes. In 1984,
Holmes raised doubts about the compatibility of the
Oklahoma Constitution with modern state and local
economic development policies.3 Noting that the
original framers of the 1907 constitution were openly
hostile to business, he pointed out how the document
impedes cooperation between state government and
the business sector in such fields as taxation, business
finance, and infrastructure development. Subsequent
constitutional amendments provided property tax ex-
emption for new and expanded manufacturing
facilities, and greatly expanded state government’s
authority to provide financial assistance to business

firms.
In 1988, Clark provided further analysis of the need

for constitutional reform in Qklahoma.4 Clark argued
that a good state constitution should be brief, read-
able, provide for an effective executive branch, and
not need to be amended frequently, It should not con-
tain unnecessary detail. Three parts singled out as be-
ing in specific need of reform are Art, IX dealing with
corporations, Art. X on revenue and taxation, and the
provisions relating to executive branch organization
and powers found primarily in Art. VI

MAJOR DEVELOPMENTS:
AN OVERVIEW

A significant amount of constitutional change was
instituted during 1988 and 1989, and is on the horizon
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for 1990. Measures with significant divect implications
for economic development approved in 1988 and
1989 include the following:

s Additional state financial backing for business In-
vestment and public Infrastructure development
was provided through a $100 million credit en-
hancement reserve fund involving general
obligation bonds to be issued by the Oklahoma
Development Authority (SQ 610, 1988).

¢ Innovative grants, loans, and equity investments
by the Oklahoma Center for the Advancement
of Selence and Technclogy are intended to

generate economic development (5Q 611,
1988).

¢ The Legislature was given the power to define
the meaning of “manufacturing facility” as it
relates to the five-year property tax exemption
available to new or expanded facilities; this
presumably means that any private activity what-
soever could be declared to be “manufacturing”
as long as its function was “to promote full
employment of labor resources within the state”
(SQ 618, 1988).

¢ The state was put in a better position than in the
past to selectively facilitate economic develop-
ment through its massive holdings of school
lands; school lands can be leased for up to 55
years for commerclal purposes (5Q 617, 1988).

At least twe other constitutional amendments are
significant to the state’s business community and
economic development, Over the years, constitutional
reform measures In Oklahoma have reduced the
number of elected officials. Shertening the ballot
meant less confusion over candidates by the elec-
torate. One of the offices shifted from elective to ap-
pointive status in 1975 was the post of Commissioner
of Labor, However, in 1988, the people of Oklahoma
voted to agaln make this position elective (SQ 613).
As chief administrator of the Department of Labor, the
Commissloner oversees the enforcement of the state’s
labor laws and some aspects of business safety Inspec-
tion.

With substantial financlal support from the business
community,.5 an amendment was passed in 1988
limiting the length of the annual legislative session to a
period between the first Monday in February and the
last Friday in May (SQ 620, 1988). Prier to this, the
Constitution called for the sesslon to begin on the first
Tuesday after the first Monday in January, but set the
limit at S0 “legislative days.” With recesses and normal
four-day weeks, this occasionally meant that the Leg-
islature was still in sesslon in early July after the new

fiscal year had begun. Approval of the shorter session
was viewed as a public manifestation of disapproval of
the Legislature, Arguably, the shorter session require-
ment may enhance the relative power of the Governar
at the expense of the Legislature.

The year 1990 will witness additional voles on the
Oklahoma Constitution. Four state queslions were
developed by the 1989 session of the Oklahoma Leg-
islature. 5Q 623 is aimed at improving the operation
of juries In criminal trials, and 5.Qs 625 and 626 deal
with bond elections and procedures for Issulng munic-
ipal bonds. SQ 624 adds detall to the determinalion of
compensation to owners when government takes their
property for public use,

An effort is being made to put to a vote of the peo-
ple a proposal to limit legislalive service to a maxlmum
of twelve years. Supporters of the measure argue that
members of the Legislature with long tenure gain too
much power and tend to become self-serving. Op-
ponents of the measure emphasize the high turnover
among members In recent years and the degree to
which the legislative leadership must be answerable to
the members.® Such a measure would also limit the
right of the people to choose their representatives.

Further constitutional amendments may be submit-
ted as a result of the action of the Legislature In
response to the efforts at educational reform spelled
out in the recent Task Force 2000 report, These could
include (1) making the office of Superintendent of
Public Instruction appointive rather than elective, (2)
the exemption of household personal property from
the property tax, (3) an increase in the millage cap for
property taxes for local schools and legislative control
aver the cap in the future, (4) abolition of all super-
majerily requirements for school bond elections, (5
removal of constitutional compulsory school atten-
dance, and {6) the channeling of school property tax
receipts for high-value properties into a fund for
statewide distribution,”

From a reform point of view, the most comprehen-
sive state questions In 1990 will be the three devel-
aped by the Constitution Revision Study Commission.
The balance of the report describes the Commission
and reviews the three reform measures,

THE CONSTITUTION REVISION
STUDY COMMISION

In late September 1988, Governor Henry Bellmon
and Attorney General Robert Henry formed a Con-
stitution Revision Study Commission. The Commis-
slon is chalred by Rabert Henry, with Governor
Bellmon and Senator David Boren as cochairmen,
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The four purposes of this advisory group specified in
the Governor's original letier of appointment were to!

(1) Shorten the Constltution inte a workable docu-
ment,

{2) Create & governing charter which will grow
with the times rather than prevent growth;

{3) Protect the essential rights of the people; and

{4) Produce a dynamic government which is re-
spoensive and responsible to the people.

In order to understand the role of the Commission,
it is first necessary to nole the procedures by which the
Oklahoma Constitution is changed. The structure and
procedures of the Commission are described with em-
phasis on the guiding principles which helped direct
the work.

How the Oklahoma Constitution is Changed

At the most fundamental level, a majority of the
cilizens voting on the question In a reqular general or
special election must approve any changes in the Con-
gtitution (Axt. XXIV § 1). There are three principal
procedures by which a proposed amendment may be
submitted to a vote of the people, (1) The bulk of
amendments are proposed through majority votes in
the two houses of the Leglslature; (2) A petition signed
by 15 percent of the legal voters may be submitted for
a vote (Art. V § 2). The percentage requirement is ap-
plied to the number voting in the latest general elec-
tion. The Secretary of State must cerlify the validity of
the names on the petifion, and the Supreme Courl
must grant approval before submission. (3) The
Legislature may vote to have the electorate vote on
the establishment of a constitutional convention to
propose amendments or a new constitution, The pro-
posals of the convention are then to be submitted to a
vote of the electorate. The Constitution directs the
Legislature to have the electorate vote on the creatlon
ol such & convention “at least once every twenty
years” (Art. XXIV § 2). Such proposals were rejected
in 1926, 1950, and 1970.8 Presumably such a ques-
tion will again be submitted in 1990,

There are, in fact, lwo other ways that the Okla-
homa Constitution can be changed. First, five of the
amendments approved by the people became in-
operative or invalid as a result of declslons by the
Supreme Courts of either Oklahoma or the United
States,”? Second, there are some components of the
state's Constitution which are worded so as to give the
Legislature the power to actually change the Constitu-
tion as though It were changing the Oklahoma
Statutes, For example, Art. X § 9 B.E. on vocatlonal-

technical school districts states “The Leglslature may
alter, amend, delete, or add to the provisions of this
section by law." A similar right of legislative amend-
ment is found in Art, Xl § 3 dealing with homesteads
and Art. 1X, § 34 relating to the Corporation Commis-
sion,

Difficulties In amending the Constitution are mag-
nified by the requirement that state questions propos-
ing change should apply to only “ene general subject,”
although a single, entire article Is deemed to fall under
the one subject constraint (Art, XXIV § 1). This greatly
complicates any anticipated comprehensive reform of
the Constitutlon. Basle subjects such as education and
taxation are lreated in more than one article.

Finally, there Is, of course, nothing in the Constitu-
tion prohibiting private groups from being formed to
analyze and recommend changes through any of the
three principal procedures, Although appointed by the
Governor, and led by elected public officials, the Con-
stitution Revision Study Committee was a strictly
private, advisory, non-governmental entity with no
legal powey whatsoever.

Commission Organization

The Constitutlon Revison Study Commission con-
sists of thirty-five members, The membership s repre-
sentative of a broad spectrum of econamic and social
interests and regional concerns. The Commission is
administered by Nancy Davies, and is financed solely
by private funds. Members donate their time.

As a private entity, the Commisslon's procedures
are not subject to the same legal constraints as are
placed by law on public bodies. There was some dis-
cussion of closing meetings to the public in the initial
stages of deliberation so that members could be more
forthcoming In thelr discussions and posilions,
Criticlsm from the press was immedlately Intense and
all Commission deliberations were held subject to the
provisions of Oklahoma's Open Meeting Act applying
to government boards, commissions, etc. even though
the Commission was a private entity. There was no
discernible evidence that the publicness of proceedings
in any way Inhibited members or impeded the Com-
mission's progress,

The commission was divided into eight committees
to reflect major toples of the Constitution. These com-
mittees were: (1) ethics In government and the judicial
branch (2) legislative branch, separation of powers
and Impeachmeni (3} executlve branch and separa-
tion of powers (4) finance and revenue (5) education
and school land (6) bill of rights, suffrage and constitu-
tion amendments (7) business and regulation, and (8)
federal, local, and tribal relations.



the Speaker of the House of Representatives, and the
Chief Justice of the Supreme Court. There will be
staggered five-year terms for the members. The Com-
rmission will be bipartisan, with no more than three of
the five members from a single political party, No
more than one member can be drawn from a U.S,
congressional district. Since six districts are likely to
continue to characterize the state during their five-year
terms, with removal only being possible through the
same impeachment proceedings which apply to
elected state officlals.

The Commission will have broad powers to estab-
lished rules for ethical conduct of campaigns and by
elected state officials and state employees. A novel
procedure will provide legislative-executive checks
and balances over Commission rules. By joint resalu-
tion, the Legislature may reject a rule. The Governor
may cause the rule to become effective by vetolng the
joint resolution; the Legislature may again cause the
rule to be rejected by overrlding the Governor's veto.
Rules become effective automatically unless the
Legislature acts during the legislative session when the
rules are submitted. Rules may be overturned later by
normal legislative process,

The Ethies Commission will have considerable
power to enforce its rules and to levy clvil penalties (in-
cluding fines) against violators, It will have the power
to prosecute In District Courts. The establishment of
the Commission is not Intended to Intetfere with other
statutory provisions relating to conduct of candidates
and officials, both state and local, including provisions
with criminal penalties.

Funding procedures are always important whenever
a "watchdog” type of agency Is established. The pro-
posed Ethics Commission will, of course, need an
adequate, well-pald staff to implement and enforce its
rules, The Constitution Revision Study Commission
initially considered a system of funding which would
have automatically earmarked revenue to the Ethics
Commission based on the aggregate level of reported
campaign expenditures, Since a significant share of
the new agency's activities will involve monitoring
political campalans, this procedure appeared to pro-
vide revenues roughly linked to administrative costs.
By taking the funding out of the legislative appropria-
tlons process, this procedure also would insulate ethics
enforcement from vindictive budget cuts by legislators
unsympathetic to ethics policy. In spite of these advan-
tages, the Constitution Revision Study Commission
apted for a more traditional funding approach, with
proposed Art. XXIX & 2 requlring that the Ethics
Commission "receive an annual appropriation by the
Legislature sufficient to enable it to perform its dutles

as set forth In this Constitutional Amendment.”
Earmarking state revenue to any function of govern.
ment has two very serious difficulties. First, the ear-
marking formula may or may not provide adequate
funding. For example, earmarking revenue to ethics
policy based on campaign expenditures might provide
too many funds following a perlod of hetly-contested
elections, but might generate insufficlent resources
when campaign outlays are low. More important, the
Constitution Revision Study Commission accepted the
proposition that it Is desirable to sublect the Ethics
Commission to the kind of accountability to the
representatives of the electorate inherent in the annual
legislative appropriations process. Finally, In the
unlikely event that the Leglslature should attempt to
quash the Ethics Commission through providing in-
adequale appropriations, the courts could be ealled
upon to force the Legislature to ablde by the constitu-
tional requirement that the appropriations be “suffi-
clent to enable it to perform its duties.” Just as the
Legislature cannot, for example, use the appropria-
tions process to put the Governor out of business, so
too, the Ethies Commission could not be effectively
abolished through the appropriations process,

Executlve Branch Reorganization

Concern over a poorly organized executive branch
Is certainly not new in Oklahoma. During the first
months of the administration of Governor E.W.
Marland, private contributions of $57,000 were used
to hire the (still) prestigious Brookings Institution to
study the organization and administration of govern-
ment in Oklahoma. The result was a 483 page report
published In 1935 which, 55 years later, remains one
of the best, most comprehensive, most relevant,
documents on the state’s government. In initial com-
ments on the Oklahoma Censtitution, the Brookings
report makes the following observation,

When the Constitution of Oklahoma was
written and adopted, the country was on
the eve of an administrative awakening.
Two or three years later, states began to
establish legislative and executive commis-
slons for the purpose of reorganizing thelr
administrative agencies,

A number of administrative agencies ... are
frozen Into Oklahoma's Constitution; and,
in other respects the document contains a
mass of materlal which should have been
left to the Legislature or to administrative
agencies. The Constitution, therefore,
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must be viewed as one of Oklahoma's fun-
damental problems; and, In some divec-
tions, no substantial progress can be made
until constitutional obstacles have been
removed, 12

In 1984, the Commission en Reform of State
Government echoed the Brookings study with the
following set of propositions: 13

¢ There are too many agencies of government.
s There are too many state elected officials.

« There are too many boards and commissions
responsible for conducting the people’s business,
but not directly responsible to the people.

s+ There is too much legislative branch encroach-
ment Into the role of the executive branch of
government (mostly brought aboul in good faith
to achleve accountability, but actually resulting in
greater dilution of executive accountability).

Fundamental to a more efficient, accountable ex-
ecutive branch is the need for the chief executive, l.e.
the Governar, to be accountable through a cabinet
system for major executive functions of state govern-
ment. A newly-elected governor in Oklahoma faces
an execulive branch consisting of over two-hundred
separate agencies and departments with chilef ad-
ministrators appointed by boards or commissions
themselves appointed by the previous Governor(s)
with terms of appointment extending well into and
often even beyend the new Governor's term of office.
A study of the appointment powers of governors
relating to sixteen major functions and offices rated
Oklahoma next to the bottom of the fifty states; in
most states, the governor has a good deal more con-
trol over the personnel administering the executive
branch. 1 A recent analysis of the growing importance
of state governments in the U.S, system of federalism
emphasizes the Implications of limited appointment
power.

The power of appointment and removal of
the heads of slate agencles, boards, and
commissions Is probably the most fun-
damental of all within the governor’s
managetrial and policy-making command.
Without that authority a governor holds lit-
tle leverage to direct the aclions of ex-
eculive agenulea.m

With the need to streamline the executive branch In
mind, the Constitution Revision Study Commission
drafted and approved a major revision of Art, Vl of the
Oklahoma Constitution dealing with the “Executlve
Department.”

Appointment Power. To assure that he or she will
be the chief executive officer of the state in fact as well
as in name, the proposed amendment will grant the
Governor the beginning-of-term power to appoint a
simple majority of the members of every executive
branch board or commission for which the Governor
has the appointment power (except for those dis-
cussed below not touched by the proposed amend-
ment). Terms of all appointed board and commission
members appointed by the Governor will be limited to
four years. The Governor may then appoint the re-
mainder of members over which he has appointment
power at the beginning of the third year of his or her
term of office. The Commission rejected the proposal
thal a new Governor should be able to Immediately
appoint all board and commission members. Such a
policy would destroy the continuity necessary for effi-
cient and consistent policy making.

Under current conditions, a number of appeintive
positions in the executive branch require Senate con-
firmatlon. Sometimes, the Senate falls to act expedi-
tiously on such nominations, so that appointees occa-
slonally serve long periods in “acting” official
capacities. The proposed amendment creales auto-
matic confirmation If the Senate fails to act on a
nomination within ninety days,

Cabinet System. The improved appointment
power would be difficult to translate into effective
management under the existing executlve branch
structure with 246 boards and commissions.1® With
HB 1944, the 1986 sesslon of the Oklahoma Legis-
lature established a system of essentially voluntary
quasi-cabinet organization for the executive branch.
Cabinet “secretaries” are on the Governor's staff or are
heads of a large agency in a parlicular cabinet area. In
1989, these areas consisted of Administration and
Regulation, Commerce, Education, Finance and
Revenue, Human Resources, Natural Resources,
Safety and Securlty, Social Services, and Transporta-
tion. While this system has resulted in better planning
and administration, its voluntary nature and the wealk
appolintive power of the Governor continue fo mean
that Oklahoma does not have a “management team”
for Its executive branch,

The proposed amendment provides for the tem-
porary continuatien of an arrangement essentially
similar to the current wealk cabinet system. However,
the Governor is required to get to work immediately
on the establishment of a strong, coherent cabinet
system. The proposal specifies that:

On the first day of the second legislative
sesslon during the term of the first Gover-
nor to serve after this section is effective,
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the Governor shall present to the Leglsla-
ture a reorganization plan for the Executive
Branch. The plan shall allocate the
resources, functions, powers and duties of
the Executive Branch . . . among the
cabinet departments and may consolidate,
abolish, or otherwise affect existing agen-
cies, boards and commission . . . The plan
shall take effect upon adjournment sine
die of that sesslon of the Legislalure except
as the Legislature may madify the plan.
Therealter, the allocatlon of resources,
functions, powers, and duties among
cablnet departments shall be made or
madified by law,

Thus the first Governor te administer the state
under the proposed amendment is given great latitude
in designing and attempting to Inltlate efficient re-
organization of the executive branch, The only major
constraints contained in the proposed amendment in-
volve excluded units and the requirements that the
systemn Include no more than fifteen departments, ten
of which must Include Public Safety, Transportation,
Health, Commerce, Management and Budget,
Human Services, Educatlon, Natural Resources,
State, and Financial Regulation. “Secretaries” will
head each cabinet department.

The Legislature, however, will, if it chooses, be able
to exercise checks and balances with respect to the
Governor's plan. No doubt it will so choose. The
Governor developing the reorganization plan will face
a very difficult set of cholces with respect to the degree
to which legislative input and tentative approval is
sought during the planning process, '

Lieutenant Governor and Succession. Instead
of the current practice of the Governor and Lieutenant
Governor running on separate tickets, the proposal
would have the two candidates run as a team. The
role of the Lieutenant Governor as an assistant to the
Governor is made emphatic with the requirement that
he or she “shall have duties assigned by the Gover-
nor."

Art, VI* 16 In the current Constitution provides that
the Liecutenanl Governor should succeed the Gover-
nor in the event of death, reslgnatlon, or Impeach-
ment. These are conditions easy to identify. However,
there is also provision for succession in the case of “in-
abllity to discharge the power and duties of the office.”
No procedure is specified for determining this latter
condition. The proposed amendment would remedy
this deflclency by the following:

When the Governor oar three-fourths of the

cabinet state in writing that the Governor is
unable to discharge the duties of office by
reason of mental or physical disability, the
Lieutenant Governor shall serve as Acling
Governor until the Governor or a majority
of the cabinet state in writing that the
Governor's disability has terminated.

Note that it is more difficult for the cabinet to relieve
the Governaor of his or her duties than it is to reinstate.

Veto Power. Interaction between the Legislature
and the Governor is likely to become more efficlent as
a result of changes In the procedure by which the veto
power is exercised. Under the current Constitution,
bills presented to the Governor at the close of the
legislative session must be signed within fifteen days or
they are automatically null as a result of the “pocket
veto.” At the end of every legislative session there Is a
rush to pass bllls developed during the previous in-
terim between sessions and during the current session,
Thus, a mass of legislation is placed on the Governor's
desk; with only fifteen days, the Governor and staff
may not be physically able to devote sufficient atten-
tion to reviewing the bills. The proposed constitutional
change would allow the Governor twenty days Instead
of fifteen to act on leglslation at the end of the session.

Untouched Features, As noted above, shorten-
ing the ballot is a standard feature of state constitu-
tional reforms. The proposed amendment does
shaorten the ballot by causing the Governor and Lieu-
tenant Governor to run on a single ticket, Fairly good
cases can be made for making appointive several of
the currently elective positions in the Oklahoma ex-
ecutlve branch. Such posts could include the State
Treasurer, the Insurance Commissioner, the Labor
Commissioner and the Superintendent of Public In-
struction, Because of the degree to which they
monitor and enforce laws with respect to other parts of
state government, the case Is strong for keeping the
State Auditor and the Attorney General empowered
with the independence that goes with being chosen at
a statewide election.

The Constitution Revision Study Commission chose
not to disturb the existing pattern of statewlde elected
officers. It Is sald that “politics is the art of the
possible,” and the Commission concluded that shifting
elective positions to appointive status would generate
ton much highly-focused oppositlon to constitutional
reform. For example, the State Treasurer objected
vigorously to any change in the status of his office, and
representatives of the insurance industry were strongly
opposed to appointment of the Insurance Commis-
sloner,
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Oklahoma's system of higher education is estab-
lished in Art. Xlll. However, the provisions creating
and specifying the membership of the Board of
Regents for Agricultural and Mechanical Schools and
Colleges are found in Art, VI on the "Executive
Department,” Since no amendment to Art. Xl was
being proposed, the anomalous placement of the
A&M Regents Is to remain intact.

Reforming Business Regulation

The third state question to amend the Constitution
propesed by the Constitution Revision Study Com-
mission involves a virtual serapping of Art. IX dealing
with corperations. Three short sections are proposed
{o substitute for the current Conslitution's thirteen-
page article, There are two principal reasons for re-
forming Art. 1X. First, it contains extensive detall
which either should be moved to the Oklahoma
Siatutes or abolished completely. Second, as currently
worded, some of its 1907 verbiage is reminiscent of a
political setting Inimical to corporate business — a set-
ting hardly consistent with Oklahoma's modem con-
cerns for economic development.

The tendency for state consfitutions to contain too
much detail has already been mentioned. Throughout
its entire length, the Oklahoma Constitution is full of
delail which should be placed in the Oklahoma Stat-
utes or should be deleted completely for lack of con-
temporary relevance. Art, IX § 30 for example, con-
tains an extensive prohibition against raillroads and
communicalions companies charging more for a short
haul than for a long haul over the same line,

Warse stlll, Art. IX, § 13 prohibits rallroads from
giving free rides as a general matter, but sets forth a
lengthy list of exceptions to the prohibition including
“traveling secretaries for rallroad Young Men's Chris-
tian Assoclations . . . members of volunteer fire
departments and thelr equipage . . . [and] newsboys
on frains.” And §26 mandates that rallroad depots
“shall be kept well lighted and warmed for the comfort
and accommoadation of the traveling public.” Contem-
porary Oklahoma has no rallroad passenger service al
all and the prospects for such service in the future are
quite slim!

Anachronisms in the Oklahoma Censtitution do no
substantive harm — other than possibly tagging the
state as being unprogressive. However, the placement
of technical legal detall In the Constitution rather than
in the Statutes robs the state's policy framework of
needed flexibility. Serious harm can also result from
constitutional provisions Invalving business regulations
which impede economic development.

A corporate executive concerned about maintaining
competitive labor costs might have second thoughts
about Oklahoma after reading Art. [X § 42

Every license issued or charler granted to a
mining or public service corporation,
foreign or domestic, shall contain a stipula-
tion thal such corporation will submit any
difference it may have with employees In
reference to labor, to arbltration, as shall be
provided by law.

Certainly the Oklahoma Constitution does not pro-
ject a totally friendly image to businesses considering
incorporation in the state, Art, IX § 47 suggests a
potentially adversarial relationship between state
government and business,

The Legislature shall have the power to
alter, amend, annul, revoke or repeal any
charter of Incorporation . . . whenever in
its opinion it may be injurlous to the citizens
af this State . . .

The two sections quoted above and a good deal of
similar language would simply be repealed by the pro-
posed amendment. Of course, if the Legislature and
Governar choose to pul such materal In the
Oklahoma Statutes, they could do se through normal
legislative procedures.

Finally, the proposed amendment maintains the
three-member elected Corporation Commission intact
as Oklahoma's regulatory arm with jurisdiction over
“railroads, transportation companies, public utilities,
motor carriers and public service companles” and
“such other mallers as the Legislature may from time
to time direct.” Sections 17-25 of the current Art. IX
specify regulatory and other legal procedures to be
used by the Corporation Commission; these provi-
sions will be moved automatically to the Statutes if the
proposed amendment passes.

The Constitution Revision Study Commission con-
sidered but rejected two frequently-mentioned pro-
posals for change with respect to the Corporation
Commisslon. The first is the proposal that the Cor-
poration Commissioners be appointed by the Gover-
nor with the advice and consent of the Senate.
Supporters of this proposal argue for the need to
guarantee that Commissioners have high levels of
technical expertise needed to deal with complex Issues
of vegulatory accounting and economics. Opponents
emphasize that the Corporation Commisslon exercises
too much power over ordinary people's lives to have
decisions left to non-elected technocrats.

One of the Corporation Commission’s principal
statutory responsibllities involves the regulation of



many technical and economic aspects of oil and
natural gas production within the state's borders. The
second proposal for Corporation Commission reform
splits the agency Into two separate agencies, one for
oll and gas production, and one for standard public
utility regulation. This ideas was rejected. However,
nothing in the proposed amendment would prohibit
the Leglslature from taking such action in the future, A
constitutional provision requiring such a split would
add the very sort of inflexibility to government strue-
ture which reform should be eliminating,

CONCLUSION

In spite of the extensive actions being taken on the
Oklahoma Constitution in 1990, the final report of the
Constltution Revislon Study Commission will em-
phasize that much remains to be accomplished. With-
out an equal protection clause, the Constitution’s Bill
of Rights (Art, 1) remains incomplete, Article X
(Revenue and Taxatlon) contains much that Is super-
fluous and much that should be statutory rather than
constitutional. And the amendment process itself
probably needs to be made less cumbersome.

What are the prospects for constitutional reform In
Oklahoma? One of the more frequently used adages
in the state is "If it aint broke, don't fix it.” Although
the grammar suggesis the need for Improved school
finance, an Important point Is made. Much legal
precedent has accumulated on the basis of the Okla-
homa Constitution as it currently exists. Political vela-
tionships are structured and speclal interest groups are
more or less satisfied with how their influence is felt in
state government. The three state questlons resulling
from the work of the Constitution Revision Study
Commission (as well as other amendments) will
disturb the status quo. Moreover, the executive branch
restructuring proposed In one of the amendments may
represent a nearly Impossible task for the Governor
and the Legislature — given the specified time limils.

In late 1989, it appeared that the business com-
munity and much of the press were behind the three
amendments of the Constitution Revision Study Com-
misslon, In 1990, the voters will have their say.
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CHAPTER II

Alexander Holmes

STATE DEBT MANAGEMENT AND BUDGETING
FOR CAPITAL NEEDS IN OKLAHOMA

I tis a truism of economic development that without
a proper infrastructure, economic development
cannot proceed. To this end, incentives have been
created at both the state and federal level to provide
for such basics as highways, industrial parks, sewers,
water distribution and other infrastructure needs. More
recently, some of the “quality of life” projects have
been included in the definition of infrastructure needs,
such as parks, civic centers, and other places of
cultural and pastime activity. However defined, with-
out a developed infrastructure, economic develop-
ment will either decline or cease to exist altogether.
Infrastructure projects are capital projects and, con-
sequently, are typically supported through debt is-
suance. This is the case in virtually all city govern-
ments in Oklahoma, Thus, infrastructure development
is tied to the issue of debt management, At the state
level, debt management includes these concerns of
debt for infrastructure as well as debt issued for so-
called private activity bonds to be loaned for busi-
nesses and obligations to cover future payments for
pension and retirement systems. Private activity
bonds, or Industrial Development Bonds {IDB's), are
issued through a network of state beneficial trusts,
county and city trust authorities and the constitutional-
ly created Oklahoma Industrial Finance Authority. !
Fundamental to the question of infrastructure
development is the issue of debt creation and debt
capacity, as well as issues of the appropriate manage-
ment of debt creation at the state level. Oklahoma’s
Constitution provides very strict limitations on state
general obligation debt.?2 It is, by and large, these
limitations that have spawned the creation of state
beneficial trust authorities with the capacity to issue
revenue bonds not supported by tax dollars. The three
largest debt-creating entities in Oklahoma are the
Grand River Dam Authority, the Oklahoma Develop-

Alexander Holmes is Secretary of Finance. and Revenue and
State Budget Director. He is currently on leave from the College of
Business Administration, University of Oklahoma.
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ment Finance Authority (previously the Oklahoma
Development Authority} and the Oklahoma Turnpike
Authority. These entities were designed to provide for
the development of infrastructure, primarily roads,
electric generating capacity and private activity bonds
for business development, without recourse to the
voters to either support or authorize these bonds.
These enterprises are supported through revenues
from the sale of services or through the repayment of
the debt that has been re-loaned to a business enter-
prise,

CAPITAL BUDGETING HISTORY

Infrastructure can be funded through one of two
methods—either through the issuance of debt or
through a pay-as-you-go process of capital appropria-
tions, Table 1 presents the history of capital appropria-
tions in Oklahoma from Fiscal Year 1981 through
Fiscal Year 1990. As can be seen, Oklahoma’s capital
appropriations have been made as a residual of the
budget process. That is to say, when the operating
needs of the state have been met, capital appropria- .
tions are made. There has been no long-term capital
budgeting at the state level. Some state agencies have
developed three and five-year capital budgeting plans,
but these have not been approved by the Legislature
nor have they been instituted in any systematic way.
Furthermore, there is no normal centrally-mandated
analytic process to develop long-term capital
budgeting proposals. To a large degree, this deficiency
is because no set-aside pool of funds has been made
for capital appropriations. No general revenue funds
are dedicated to capital, either tacitly or by statute. As
shown in Table 1, capital budgeting has been an ex-
tremely erratic process, providing no incentive for
state agencies to develop systematic capital funding
proposals,

The other method of funding infrastructure is
through the issuance of debt. As discussed above,
Oklahoma is very restricted in how debt supported as
a general obligation of the state can be issued. For a
general obligation bond to be issued by the state, it
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must first be approved by the Legislature and the
Governor and then approved by a vote of the people.
The last general obligation bond issued by the state
was In 1968, These bonds were known as the HERO
(Health and Education for a Richer Oklahoma)
Bonds. These bonds were used to fund several state
office buildings and some of the major construction at
the University of Oklahoma Health Sciences Center.
This debt is being pald off through a dedicated
cigarette tax. It is, however, a general obligation of the
state and, consequently, if there should be a failure of
the cigarette tax to cover the debt service, any and all
other state revenue is pledged to make the payments.
There s no chance that the cigarette tax will come
shart of paying the debt service of these bonds. Table
2 shows the existing debt service requirements. As can
be seen, these bonds will be paid off In Fiscal Year
1997, For Fiscal Year 1990, only $13.4 million is
necessary to make the debt service, while the cigarette
tax is estimated to generate some $69 million in
revenue,

TABLE 1

Capltal Appropriations
Fiscal Years 1981-1900
{millions of dollars)

Yaar Amaount
FY-81 § 50.6
FY-82 84.5
FY-83 140.6
FY-B4 20.7
FY-BS 224
FY-B8 48.9
FY-87 1.8
FY-88 1.5
FY-88 40,2
FY-80 19.4
TABLE 2
Required Debt Repayment
General Obligation Bonds
(millions of dollars)

Year Amount
FY-90 $13.4
FY-81 10.1
FY-82 7.3
FY-83 5.1
FY-84 3.6
FY-85 32
FY-86 20
FY-87 0
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RATIONALE FOR DEBT ISSUANCE

There are two primary reasons for the use of bonds
to pay for Infrastructure development. First, and
perhaps the most pragmatic, is the need for significant
revenue to build most Infrastructure projects, If they
were to be constructed out of current revenues, il
would seriously impair the ability of the state to deliver
other services for the years during which the construc-
tion costs were incurred, The lssuance of debt allows
the spreading of these costs over a number of years.

The second fundamental rationale for the issuance
of debt, rather than the use of pay-as-you-go capital
budgeting, is one of equity. If the taxpayers In the year
the projects were bullt were charged the full cost of the
project through their taxes, or the reduction of other
public services, they would be providing a benefit to
future generations, which would not be paid for by
those future users. Infrastructure projects are long-
lived, providing useful services often decades Into the
future. The issuance of debt allows the inter-
generatlonal transfer of the cost of public services to
those who will be receiving some of the benefits. The
general principle is that expenditures for operations
provides services primarily during the year they are in-
curred, but expenditures for capital projects provide
benefits over many years and therefore should be paid
for by the people who receive the services when
delivered, The issuance of debt provides a vehicle for
spreading the costs to those who receive the benefits.

There are other benefits to the issuance of debt
rather than the use of current revenues to fund in-
frastructure capital projects. One, of course, Is the in-
centive to develop a multiple year capital budgeting
plan, If funding Is to come from current revenues as
discussed above, the incentive for long-term capital
budgeting does not exist at either the state agency
level oy state level. A well-defined capiial budgeting
process must Include both a careful analysls of the
projects to be funded, as well as provide the financlal
support for these projects.

CURRENT LEVEL OF OKLAHOMA
TAX-SUPPORTED DEBT

Tax-supported debt In Oklahoma comes from the
Caonatitutionally-authorized general obligation debts,
contractual obligation debl, and lease-purchase debt
supported through lease payments paid by state agen-
cles from appropriated dollars, Net tax-supported debt
is the best measure of the state's outstanding debt
obligation and is the foundation for the state’s bond
rating by such groups as Moody's and Standard &



Poor's.3 These rating houses recognize that the debt of
the state extends beyond general obligation bonds to
include bath contractual debt obligations and lease-
purchase obligations. This is because state appropria-
tlons will In all likelihood include payments for these
other debt obligations. Table 3 shows the net tax-
supported debt outstanding as of June 30, 1988. In-
cluded in this table is the Industrial Finance Authority's
financial obligations which are general obligations of
the state, but are supperted by payments frem
businesses to whom loans were made. These bond
payments do not reduce the revenues of the state in

order to pay for these loans.

While general obligation debt is strictly controlled by
the Conslitlution, in recent years lease-purchase
abligations have Increased dramatically. To some
degree, this Is a result of the low capltal approprlations
made by the state, in combination with the lack of any
general obligation debt issues by the state. Lease-
purchase debt, financed sometimes through local
development authorities or directly by privately placed
lease-purchase obligations, or more recently, cer-
lificates of partlelpation (COPS), do result in reduced
state revenues for non-capital purposes. As Table 3

TABLE 3
Oklahoma Net Tax-Supported Debt

QOutstanding as of June 30, 1988
(thousands of dollars)

Genaral Obligatien

State Bullding (Madical Canter) bonds ..
Institutional, Bullding and Flafundlng bonds ..
Industrial Frnaru:a Authorily .., i ped a4

Gross General Oblgatlon DEbE ... s $82,035
Contractual Obligalion Debt
Capltal lmprcwumunt Aulharlty
Sarlua A 19?\2 I T T T TN I T AR e AT ] R R N TR T R RV RPN LR L R LU s‘a m
Series A 1973 ... : e 10,700
Interim Revenue Bonds Series A 1986 .. 4,873
Sarles 1688 (5/88, Private Placement) il ripdel 2,500
Gross Gontractual Obligation Dabt ... s 31,408
Lanse/Purchase Dabl (public Sales)
Oklahoma Dmlnluprnunt Finnm‘m Aulhbrll}'
Serles 1085 A .. A s et w8 AR A9 ARSI FRAARR TSR LTRA R 1Ry nans1ne $ 0
Sorles 1088 A . i asinisanit w  7,318
DHS Ravenue Refunding Bonds Serles 1987 A ... s s e 2,580
DHS Cartlficatas of Participation (11/88) .. 1,670
State of Okiahoma Certiicates of Pnrtlclpnllan.
Lease Rantals Serles 1988 (7/88 State Finance) ... 3,275
State of Oklahoma (11/88 Department of Public Salnlﬂ
Cartlficatas of Participation ... 4B5
Enld Improvement & Ral:lavulupmant Aulhorll)'
DHS Ravenue Bonds, B/87) Serles 1987 .. 3,685
Claramore Industrial & Redavelopment Aulhm'lly
{Vetaran Center Ravenue Refunding Bonds 12/87) Saries 1987 ... s 12,000
Okmulgee Counly Public Bulldings Authorlty (DHS pm}ml}
Revenue Bonds, Series 2/1988 ... e e T R R 1,025
Claveland Counly Public Facllities Authoritv ‘Ravenue
Raefunding (DHS) Series 19888 (5/68) .., it R e e 1,160
Groas Public Lease/Purchase Debt .. §33,199
Lease Purchasa Debt {privately placed)
Gross Leasa Purchase Debl Privataly placed ..o s s rsssmsisssssssssss TP — 15,323
Talal Tax-Supportad DebE ... s s s s s s s e $161,965

Bouros! Sian Provus, Stale Bond Advisor The State of Oklahoma; Debt Capacily and Conirel Analyals, Maroh 1889

Mota: Includes subseguant public salas ihrough November, 1988,
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shows, lease-purchase obligations are nearly as great
as the general obligations of the state when the
Oklahoma Industrial Finance Authority is netted out,

What cannot be seen from Table 3 is the rapid pay-
off schedule of Oklahoma's tax-supported debt. In
four years, fifty percent of the outstanding debt will be
retired and in elght years, seventy-two percent of the
outstanding debt will be retired. Debt service re-
quirements will drop from $26.4 million in FY-90 to
only $6.9 million in FY-96.

A complete list of state debt obligatlons might also
include the debt which Is issued by state beneficial
trusts. This Is sometimes referred to as a moral obliga-
tion of the state. This would in¢lude the debt issued by
all state beneficial trusts, which is revenue bond debt.
An accounting of all state beneficlal debt is provided
annually in the Executive Budget of the state

Finally, the State of Oklahoma has In place a
number of penslon systems for state employees,
juciges, schoolteachers, police officers, firefighters and
law enforcement officlals, The assets of these pension
systemns exceed $5 billion, Nevertheless, the unfunded
liabilities of the pension systems constitute In the minds
of the bond rating houses an obligation of the state.

Table 4 shows the unfunded labllity of the pension
systerns, While no universally agreed-upon measure
of the proper level of fundedness of a pension system
exists, assets as a percentage of pension benefit obliga-
tion is the most useful vardstick. Column 4 shows that
for the six pension systems listed, assets as a percent-
age of penslon benefit obligations ranges between 42
percent and 87.9 percent. For public pension systems
it Is considered approprlate for pensions to be funded
in the range of 60 percent to 80 percent.” As a
measure of Oklahoma's debt, therefore, one con-
cludes that the penslon systems are reasonably sound
and do not conslitute a serlous threat to Oklahoma's
underlying fiscal structure and, therefore, bond rating.

By compatison to other states, Oklahoma's debt
burden, by whalever measure, Is extremely low. In
1988, Oklahoma's debt per capita was 16 percent of
the median for all states. This ranks the state's per
capita debt burden at 45th lowest of all states in the na-
lion. One concludes that the capacity for carrying
greater debt is significant in Oklahoma,

RECENT CHANGES IN CAPITAL
BUDGETING AND DEBT MANAGEMENT

The Governor's Fiscal Year 1990 Executive Budget
included, for the first time, a capital budget proposal.®
The Executive Capital Budget Proposal recognized the
relationship between infrastructure development and
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economic development. The Capital Budget proposal
was developed from state agency capital requests and
was submitted to the Legislature. It called for the
issuance of general obligation bonds as well as the is-
suance of revenue bonds for the Tourism and Recrea-
tion Department to enhance the state parks, While the
Executive Capital Budget Proposal, as recommended
by the Governor, was not accepted in total by the
Legislature, certain portions were enacted into law
and significant changes in the management of debt
were made, The Legislature did authorize the Depart-
ment of Tourism and Recreation to Issue the $5
million in revenue bonds recommended to upgrade
the state’s parks. The recommendation to lIssue
general obligation bonds for higher education and
other capital needs of the state was, however, not
acted upon.

Embedded in the Governar's capital proposal was a
mechanism for creating a capital poal for future capital
projects. The proposal recognized that the Constitu-
tional Reserve Fund, made up of revenues in excess of
the annually certifled level of funds available for state
approprlation, could be used in part for capital fund-
ing. The Censtitutional Reserve Fund is composed of
two halves for two different purposes: budget stabiliza-
tion and emergency needs.” The budget stabllization
half of the Constitutional Reserve Fund is reserved In
case there should be a decline in revenue cerlification
of the state budget from the previous vear. This half of
the Constitutional Reserve Fund cannat be spent by
the Legislature,

The second half of the Constltutional Reserve Fund,
the so-called “Emergency Fund,” can be used by the
Legislature if the Governor declares an emergency
and the Legislature agrees through a two-thirds vote In
both houses. This has been done twlee since the first
deposit In 1987, In both cases the Emergency Fund
was used for capital needs In the prison system, (The
Legislature may appropriate from the Emergency
Fund without the Governor's approval, with a three-
quarters positive vote. This has been attempted once
and falled.)

The Governor's FY-90 Executive Capital Budget
Proposal recommended using half of the Emergency
Funel In every year as a capital pool for funding infra-
structure in the state. This would provide a continuing
capital pool that would, therefore, mandate long-
range capital budgeting on the part of state agencles,

No leglslation was required to develop this meth-
odology of capltal funding although legislative intent
was made clear In House Bill 1065 that capital
budgeting should become a normal part of the budget
process.
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TABLE 4

Assets and Unfunded Liability:

Comparison of the Oklahoma Retirement Systems

As of July 1, 1989

Market Value

Unfunded Pension as a Percentage

Total Market Total Pension? Benefit Obligation of Total Pension Amortization of
Retiremeant Value of Assets Benefit Obligation {1-2) Benefit Obligation (1/2) Unfunded Liability
Systems m (2) (3 (4) (S
Teachers $1,807,960,253 $4,108,284,000 $2,284 353,933 42.0% £205,012,610
{40 years from 7/1/E7)
Public Employees 1,552,417,396 1,765,963,720 213,546,324 B7.90% 45,343,355
(25 years from 7/1/87)
Firefighters 405,811,811 B35,264,589 430,452,778 48.53% 43,468,014
(30 years from 7/1/88)
Police 379,490,000 467,771,478 136,558,020 £1.10% 1 104
(20 years from 7/1/88)
Law Enforcement 143,505,500 190,614,261 47,108,761 75.30% 7,428,190
(20 years from 7/1/88)
Judges and Justices 43,171,810 49,300,509 6,128,609 B7.60% 1,100,406
{20 years from 7/1/88)
TOTAL 4,332 356,770 7,418,198 557 3,218,148,525 MNA 318,706,679

AEram Government Accounting Standards Boasd [GASEE Statement Na. 5.




House Bill 1065 also created very strong oversight
of debt management in state agencies.® As discussed
earlier, the use of lease-purchase or certificates of par-
ticipation had begun to proliferate as a capital
budgeting tool among state agencies. This caused
significant concern because analysis showed that state
agencles were often making lease-purchases at ex-
tremely high interest rates. In one case, the effective
percentage rate on a $30,000 lease-purchase was in
excess of 22 percent. Further, state agencies un-
sophisticated In such financing methods were often
making Ieamﬂ-purchasas for perlods of time well
beyond the useful life of the capital equipment.

House Blll 1065 mandated that no state agency
enter into a lease-purchase agreement for any item
costing less than $50,000. Further, no lease-purchase
agreement would extend beyond either the lesser of
three years or the useful life of the purchase, For prop-
erty, the term Is to be no longer than ten years. Lease
purchase agreements in excess of $50,000 can be
authorized, but only through specific legislation, This
will go a long way In controlling the issuance of this
type of debt and managing the capital budgeting pro-
cess in a more orderly way.

House Bill 1065 further mandated that a capital
budgeting process be instituted at the state agency
level and complete disclosure of all lease-purchase
contracts would be made in thelr FY-91 budget re-
quest documents submitted to the Office of State
Finance. This anticipates strict lease-purchase limits on
state agencles, legislated on an agency by agency basis
similar to the full-time employment and total expen-
diture limits that are currently placed on state agencies
in their appropriations bills,

CREATING A CAPITAL
BUDGETING REVENUE POOL

The Legislature did not specifically affirm the
Governor's proposal to designate one-half of the
Emergency Fund as a capital pool. They did, never-
theless, recognize’ the need for specific funds for
capital budgeting and, therefore, the need for the
creation of a capital poal for such expenditures.
Senate Bill 31 creates a capital budget pool from gross
production tax revenues and cigarette tax revenues, if
the growth in cigarette taxes exceeded the decline in
debt service requirements for outstanding general
obligation bonds.?

In & way, this is legislative affirmation of a proposal
put on the ballot In 1982, That proposal would have
created a “Rainy Day Trust Fund” from “excess” state
growth revenues, The constitutional proposal

recognized that the gross produclion tax was growing
at an unprecendented rate, but was based on a
depleting natural resource and, further, is a very
volatile tax source, thus providing instability to general
operating budgets. This trust fund proposal, therefore,
was made to provide orderly growth for state budgets
and could generate a pool of funds to return back in
the form of infrastructure resources for the state’s
future economic development. This proposal was
defeated at the polls.

For Fiscal Year 1991, it is estimated that the gross
production tax on natural gas will generate $261
millon and the gross production tax on oil will
generate $131 milllon; %18 million of which Is
dedicated to local school districts, Of the $261 million
from natural gas taxes, $145 million is estimated for
funding the Teachers Retirement System. The re-
mainder goes to the State's General Revenue Fund
and local school districts, Combined, the State's
General Revenue Fund is estimated to recelve $191
million from oil and gas gross production taxes,

Senate Bill 31 caps the State General Revenue
Fund revenues from gross production taxes at $190
million and dedicates the excess to the Capital Preser-
vation and Economlc Enhancement Fund. This
should put in place an annual pool of funds for capital
budgeting. It is estimated that at the end of FY-90,
there will be deposited $2.8 million to the Capital
Preservation and Economic Enhancement Fund and
Just under one million dollars in FY-91, With growth in
gross production tax revenues, particularly in the area
of natural gas, and the decline in debt service cbliga-
tions from the cigarette tax, larger deposits will be
made to the Capital Preservation and Eeconemic
Enhancement Fund. This fund should quickly begin to
play an Iimportant role in providing a capital pool to
fund the critical Infrastructure needs of the state.

SUMMARY

Oklahoma pollcymakers have recognized the link
between debt creation and economic development
through the expansion of Oklahoma's infrastructure.
This positive link between debt creation and economic
development, however, requires important oversight
in order that debt creation not be carried beyond the
capacity of the state. Oklahoma's debt capacity is
significantly greater than the current debt level, and by
comparison with other states, Oklahoma could carry
many more times its current debt levels.

The important strides recently made in the area of
debt management include the development of an
executive capital budget and the creation of a capital



funding revenue poal, These build on the efforts made
In the 1987 legislative session which created the Office
of State Bond Advisor. All state debt creation must be
reviewed by the Office of State Bond Advisor, pro-
viding important oversight as well as vital research in
the methods to finance debt most elfectively and Inex-
pensively,

Te an Important degree, Oklahoma's efforts In the
area of debt management have generated the positive
result of a AA bond rating from Standard & Poot's In
1989, Oklahoma had not sought a Standard & Poor's
bond rating previously and, thus, this AA bond rating
Is an Important affirmation of the financlal soundness
of the state and a tribute to the debl management ef-
forts of the state In recent years. The varlous efforts to
properly evaluate capital projects and to manage the
state’s debt coupled with the research showing the
ability of the state to carry greater debt than currently
obligated should result in a more favorable environ-
ment for the expansion of Oklahoma's infrastruc-
tura.

It Is, as indicated earlier, a trulsm of economic
development that without an expanding Infrastruc-
ture, economic development will cease. The corollary
is that without debt creation, Infrastructure develop-
ment will cease. Oklahoma is in an ideal position,
because of previous low level of debt creation, to be
able to expand her infrastructure In order to promote
future economic development without impalring the
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slate's good credit rating or fiscal soundness, 10

NOTES

1A more detalled discussion of debt creation by private activity
bonds for business developmeni threugh trust authorities is con-
talned In Alexander B. Holmes' article, "Tax Exernpt Bond Finane-
Ing — A New Era for Oklahgma Trust Authorities," Stale Pallcy &
Economle Development in Oklehoma: 1988, A Report ta
Oklshoma 2000, Ine. (Oklahema City: Oklahoma 2000, Inc.,
1988), pp. 1-7.

*Robert K. Carr, State Control of Loeal Finance in Oklahoma
(Morman, Oklahoma: University of Oklahoma Press, 1937},

35tan Provus, State Bond Advisor, The Stole of Oklahema:
Debt Capacity and Centrol Analyals, March 1989,

1g;|;EMHﬂuE Budget, FY-91, Office of Stale Finance, January 23,

5The Condition of the Pension Sralum of the Stale of
?gﬁhnma. December 31, 1988, Office of State Finance, August 1,

SExecutive Caplial Budge!, FY-91, Office of Stite Finance,
January 23, 1989,

70n the State of Oklohoma's Fiscal and Economic Performance;
Report of Governor Henry Bellman 1o Moody's Invesior Services,
Difice of State Finanee, May 3, 1989,

80.5.L., HB 1065, Chapler 300, p. 983, 42nd Legislatura, First
Regular Sesslon, 1989,

0.5.L. SB 31, Chapter 279, p. B35, 42nd Legislature, First
Regular Sesslon, 1989,

OMaody's Municipal Credit Repert, various specific reports,
March 1989,



CHAPTERIII

A.J. Kondonassis

THE EUROPEAN ECONOMIC COMMUNITY IN 1992:
SOME INFLUENCES ON THE USA
AND OKLAHOMA ECONOMIES

INTRODUCTION

bout 40 years ago the U.5., under the visionary

leadership of Secretary of State General George
Marshall, initiated the Marshall Plan aid program. it is
well known that this aid program was aimed at helping
the reconstruction of war-ravaged Europe and the 17
nations which received the $13.3 billion of aid ex-
perienced remarkable economic reconstruction and
recovery, In addition to the rather immaediate tangible
economic benefits that accrued to Western Europe, a
new spirit of cooperation was also a side-product of
the Marshall Plan pregram. This new spirit manifested
itself in the signing of the Treaty of Paris on April 18,
1951 which gave rise to the European Coal and Steel
Community in 1952, Because of the success of this
venture, its founders, Belgium, the Federal Republic
of Germany, France, ltaly, Luxembourg and the
Netherlands decided to widen its scope and to cover
their entire economies. Thus, on March 25, 1957 they
signed in Rome two treaties which led to the establish-
ment of the European Economic Community {EEC)
and of the European Atomic Energy Commission
{EAEC} in 1958,

This study reviews the objectives, accomplishments
and difficulties of the EEC; and it assesses the likely in-
fluences of the recent amendment to the EEC, the
Single European Act, on member and non-member
countries, e.g., the U.S.A, and the State of Okla-
homa.

THE EUROPEAN
ECONOMIC COMMUNITY

The basic purposes of the EEC, as provided in Arti-
cle 3 of the Treaty of Rome,! include the foliowing:

A.J. Kondonassis s ¢ David Ross Boyd Professor of Economics at
the University of Oklahoma, Norman, Oklahoma.
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(1) the elimination of customs duties and of quan-
titative restrictions on the import and export of
goods;

(2} the establishment of a common customs tariff
and of a common commercial policy toward
third countries;

(3) the abolition, between member states, of
obstacles to freedom of movement for persons,
services and capital;

{4} the adoption of a common agricuitural policy;
(5} the adoption of a common transport policy;

(6) the creation of a European Social Fund in
order to improve employment opportunities;

{(7) the establishment of a European Investment
Bank to facilitate the economic expansion of
the Community; and

{8) the association of the overseas countries and
territories in order to increase trade with them
and to promote jointly economic and social
development,

To help implement the purposes of the EEC a number
of institutions were created including the European
Parliament, the Council, the Commission and the
Court of Justice.

The European Parliament has a consultative and
supervisory role in the EEC. Its 518 members are
elected for five years by direct universal suffrage. The
Council tries to ensure coordination of the member
countries’ general economic policies. The Commission
sees to the proper functioning and development of the
common market and has the right to initiate EEC
policy. It represents the day to day aspects of EEC
operations. Finally, the Court of Justice upholds the
law in the implementation and interpretation of EEC
treaties. It consists of 13 judges who are appointed for
a six year term.

The major accomplishments of the EEC are both
political and economitc. Politically, a reconciliation be-
tween France and Germany has been achieved ending
the conflicts which had led to wars in Europe every



few decades. Economically, the EEC has made
progress toward a large single market. Since 1970 the
EEC tariffs between the orlginal six members have
been eliminated. A common external policy has
become operational. There has been some freedom In
the movement of workers and some liberalization of
capital movements. The European Investment Bank
has played an important developmental role par-
ticularly regarding the less developed areas of the EEC
and the establishment of the Lome' Convention has
been a significant step In EEC's assistance of poor
countries In Afrlca, Carlbbean and the Pacific. The
group of the original members, Belgium, the Federal
Republic of Germany, France, ltaly, Luxembourg and
the Metherlands, has been enlarged three times. In
1973, Denmark, Ireland and the United Kingdom
joined. In 1981, Greece did. Finally, in 1986 Spain
and Portugal jolned the EEC.

QOver the years, the EEC has evolved Into a major
force In international trade. In 1987, the EEC was the
world's largest exporter accounting for about 20 per-
cent and Japan for 9 percent of world trade respec-
tively. EEC exports contributed 10 percent of its GNP
as compared to the contribution of U.S. exports which
was 5 percent of the U.S. GNP.2 The EEC trade
balance had a surplus of 10,95 billion ECU's in 1986
while the U.5.A. had a deflclt of 155.19 billion
ECU's 3 4

The EEC efforts toward Integration have been
plagued by a number of problems or difficulties. They
include the following:

{1) A troublesome area and one of great concern to
the U.5.A. has been the EEC Common Agricultrual
Policy (CAP). It will be remembered that developing a
common agrlcultural policy was a main objective of
the Treaty of Rome. This policy emphasizes the need
to Iincrease agricultural productivity and the standard
of living of community farmers. lis Implementation,
however, has Included a rather generous systemn of
import levies and export refunds. A result of this sytem
has been that about $50 billlon a year of the EEC
budget Is used to support the Common Agricultural
Fnlicyﬁ The critics of CAP see the Import levies as a
major bottleneck to non-EEC agricultural imports and
the export refunds as export subsidies designed to in-
crease EEC's share of world agricultural exports. A
related consequence of CAP is the generation of large
agrlcultural surpluses. There have been surpluses of
wheat, barley, sugar, beef, wine and dairy pruductsE'
which seek outlets in overseas markets, [n this regard,
it may be pointed out that the U.S. share of wheat in
the world market has fallen from 49 percent In
1981-1982 to 36 percent in 1984-5 while the EEC

share has increased from 14 percent to 16 percent.”
Again the critics of CAP urge that EEC agricultural
products be sold in the world markets without sub-
sidles. For Instance, on July 6, 1987 the U.5. pro-
posed In Geneva, Switzerland that all ferms ef
agricultural subsidies be eliminated within 10 vears.
Notwithstanding the intra-EEC political pressures In
support of the CAP, the EEC Commission has made a
number of proposals which If adopted world freeze
support prices for agricultural gmducts and thus help
reduce agricultural surpluses.® However, given the
present structure of the EEC, continuation of the basic
objectives of the CAP is most likely,

(2) The enlargement of the EEC to 12 members has
posed a number of problems. A major problem
derlves from the considerable disparities in the size of
population and in the per eapita output of the member
countrles, For Instance, in 1986 the population of the
Federal Republle of Germany, [taly, United Kingdom
and France was 60.9 millon, 57.2 million, 56.7
milion and 55.4 million respectively. On the other
hand, Greece, Belglum, Denmark and Ireland had a
population of 10 million, 9.9 million, 5.1 million and
3.6 million respectively.? Mareover, GNP per caplita in
1986 varled from $12,600, $12,080 and $10,720 for
Denmark, the Federal Republic of Germany and
France to $5,070, $3,680 and $2,250 for Ireland,
Greece and Portugal respectively, 10 The 12 member
countries represent 10 cultures, 9 officlal languages
and 9 currencies.

The expanded EEC comprises more Mediterranean
countries, l.e., Greece, Spaln, [taly and France
(Southern France) and more peripheral countrles,
i.e,, United Kingdom, Denmark, Ireland, Portugal,
Spain, ltaly and Greece. Differences In soclal and
economic structure and the rule of unanimity have
precluded EEC's functioning in a decisive manner on a
vatiety of issues Involving the development of com-
mon policies. Because of these differences, which
have glven rise to conflicting interests, each enlarge-
ment of the EEC has been marked by long periods of
accommadation and adjustments, 11

To address the Income disparilies and to promote
the economle development of the Mediterranean
member states, the European Investment Bank and
the European Regional Development Fund have
allocated about 45 percent of their resources to
Mediterranean projects, The European Social Fund
has also provided assistance in job tralning and retrain-
ing in Greece and Southern Italy. During the 1975-81
period the Mezzoglorno area of Italy and southern
parts of France and Greece have recelved more than
3.8 billion ECU's In EEC loans. On July 23, 1985 the



so-called Integrated Mediterranean Programs (IMPs)
were approved by the EEC Council. Thetargets of
these programs are agriculture, infrastructure, crafts,
industry, fisheries and tourism. For the 1986-1993
perlod 6.6 billion ECUs are to be allocated for the
IMPs, 12 The general abjective of these programs is to
promote the development of the less developed areas
of the EEC and to bring about greater harmony be-
tween the North and the South, This Is a goal which
undoubtedly will require persistence and a long run
perspectlve,

{3) Another problem is that, although on paper a
customs unlon has been In existence for more than 15
years, the reality at intra-EEC frontlers 1s not unlike
that at EEC’s frontiers with non-members, Member
EEC states Impose separate national import quotas on
a vartety of products including steel, textiles, Japanese
cars, Eastern European cars. In addition, EEC mem-
bers Impose natlonal export restrictions on military
sensitive goods because of thelr NATO member-
ship.13 All and all a plethora of nen-uniform standards
and different regulations and tax systems prevall,

The above relatively brief comments and analysis
suggest that during the last 30 years the EEC has ex-
perlenced some successes but also continuing prob-
lerns. Recagnizing the reality that it has not become a
truly integrated single market, the EEC endorsed the
European Commission's White Paper on Completing
the Internal Market. As a result, a comprehenslve
detailed legislative program signed early In 1986 and
ratified In July 1987 has come to be known as the
Single European Act.

THE SINGLE EUROPEAN ACT

The Single European Act Is an amendment of the
1957 Treaty of Rome, It also represents a recommit-
ment of the EEC to complete the internal market by
1992, It crystallized when it also became clear that the
European economies needed a stimulus toward more
rapld economic growth and higher levels of employ-
ment. The program encompasses about 300 points
and deals with iImprovement in the functioning of EEC
Institutions, with vemoval of all barrlers to the free
movement of goods, persons, services and capital,
with cooperation In economic and monetary paliey
and with improved cooperation In the areas of soclal
cohesion, research and development, the environ-
ment, forelan poliey and defense.

A recently completed study by Paola Cecchini!4 at-
tempts to quantify the costs and benefits of the EEC
with and without frontlers. It focuses on market bar-
riers arising from red tape and delays created by
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customs formalities, from restrictive practices in public
procurement, from divergent product standards and
from conflicting business and tax regulations Inhibiting
transborder business actlvity,

Microeconomically, the study estimates the cost of
border formalities and red tape at 1.8 percent of the
value of goods traded within the EEC. The average
cost to companles of technical regulations and similar
barriers to cross-border trade is valued at about 2 per-
cent of their total expenses. Furthermore, the study
estimates that Industrles and services which are now
subject to market-entry restrictions will experlence cost
and price reductions of 10 percent to 20 percent In a
more competitive environment. Finally, the cost sav-
ings benefits to industry from economies of scale are
estimated at about 2 percent of Gross Domestle
Product,

According to the study the macroeconomic In-
fluences of the Single Market are no less impressive, It
Is estimated that in the medium-term the downward
pressures on prices and costs would result In a 6 per-
cent cumulative decline on consumer prices; about 2
million jobs would be created; government balances
would improve by about 2.2 percent of Gross Domes-
tic Preduct; and EEC's external balance of goods and
services would improve by 1 percent of Gross Domes-
tic Product. Overall, EEC's Gross Domestic Product
would be increased by about 5 percent.

The substantlal benefits from the Single Market as
outlined in the Ceecchini study are premised on a
number of required changes and/or reforms. Many of
them are unresolved Issues that have confronted EEC
since its inceplion. These Include changes and/or
refarms in the Common Agricultural Policy and in the
use of the structural funds, The EEC Commission has
repeatedly underscored that the effectiveness of the
Single Market depends in no small measure on
reforms In agricultural policy (CAP). These reforms
rmust aim to make European agriculture more com-
petilive, to eliminate the large agricultural surpluses
and to check the increase In the burden that the
agricultural policy imposes on the EEC budget. In ad-
dition, the increased use of structural funds in the EEC
budget to assist the less developed areas of the EEC
¢.g., Portugal, Ireland, Greece, parts of Spain, the
South of ltaly and Northern Ireland, is also viewed as a
necessary condition for a successful single market.
Other key Issues that need to be addressed are
monetary and fiscal harmonization, the development
of Internatlonally competitive enterprises and the
avoldance of protectionism,

The Treaty of Rome In 1957 was not concerned
with the goal of monetary integration. At a time of
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fixed exchange rates, the possibllity of a commen
monetary policy took second place to other objectives
such as a customs union and a common agricultural
policy. But with the collapse of the Bretton Woads
system in 1973 the Europeans have gradually
recoanized that floating exchange rates represented a
risk and a cest to their economies which were involved
in a large volume of Intra-EEC trade. Thus, through a
series of Initiatives they eventually agreed to establish
the European Monetary System (EMS) In 1979.

The primary purpose of the EMS s to promole
monetary cooperation and monetary stability in
Europe. It Is comprised of three components: the
European Currency Unit (ECU), the exchange-rate
mechanism and the financial solidarity mechanisms.
ECU, which Is an artificlal monetary unit, Is calculated
as a basket of set amounts of each EC currency (10 EC
currencles). It is used for fixing centyal rates in the ex-
change rate mechanism and for denominating creditor
and debtor balances in the process of Intervention In
EC currencies: also, it serves as a reserve and settle-
ment instrument among the central banks In the
EMS.15 Although there have been a number of ex-
change rate readjustments among the EC currencies
since 1979, and the non-participation of the sterling In
the EMS has been a negative influence on its function-
ing, a substantial degree of exchange rate stabllity has
been attalned. But now, given the objective of the
Single Act for economlc and monetary caoperallon
leading to a union, grealer progress in exchange rate
stability will be needed. In addition, the establishment
of the ECU as a common currency, the liberalization of
capital movements among the EEC countries and the
creation of a European central bank are issues that will
need to be moved forward. Thelr resolution will re-
quire, apart from coping with a myriad of technical
details, a spirit of supranationalism as the transferring
of monetary and fiscal authority from the national
governments to European Institutions takes place.

Another issue Is the establishment of unlform value
added taxes (VAT) among the member countries.
Currently there is wide varlability in these taxes. Some
countries have high VAT and others quite low.1®
Some depend on VAT for a large source of their
revenues and others not so much, To reduce the
variability and the helght of these taxes and to move
toward fiscal harmenization is not going to be easy.
However, without such changes tax evaslon would be
encouraged and the smooth functioning of the Single
Market would be jeopardized.

A common assumption of the establishment of a
Single Market of 320 milllon people is that it will
induce the formatlon of large-size enterprises via
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mergers and consolidatlons and will bring about cor-
responding economies of scale to these firms. Not-
withstanding the possibllity that these firms may
become internationally competitive, there are a
number of potenilal problems assoclated with this
eventuality. One of them Is that the emergence of
large European firms may have deleterious effects on
the large numbers of small-size firms prevalent in the
countrles of Southern Europe. Many of these small
firms have operated in an environment of red tape and
bureaucracy for quite some time. They are local In
scope and undercapitalized, Located in the periphery,
they are not the beneficlaries of externalities as the
firms of the center are, 1.e,, Northern Europe. What it
comes down lo Is whether the small businesses of
Southern Europe, under the Impetus of the Single
Market, will be able to restructure and become com-
petitive by 1992, If nat, would they be eliminated or
would they seek the protection of thelr governments
which in turn may ask for exceptions?

In this connection, Pierre Pescatore, former Judge
on the Court of Justice of the European Communities,
expresses his concern about the effectiveness of the
Single Act by pointing out that a number of exceptions
are allowed in the Final Act for unilateral protective
measures under the guise of “safety” and “protection
of the environment."17 He further emphasizes that
unilateral reservations about the Single Act have
already been expressed and recorded by Denmark,
Greece and Portugal.1® In this regard, It should be
pointed out that the Final Act, which is a document at-
tached to the Single Act, contains twenty declaratlons.
Some of them are Interpretations of the Single Act and
others are reservations by individual countries re-
garding the Single Act. These declaratlons are likely to
generate difficulties in the Implementation of the
Single Act,

One related lssue has to do with the so-called
qualified majority system which the Single Act has In-
troduced to take the place of the unanimity rule of the
past. Accerding to this new system, each member
country Is allocated a glven number of votes according
to its size, For instance, France, Italy, Germany and
the United Kingdom are assigned ten votes each.
Belgium, Greece, Netherlands and Portugal have five
votes each, Spain has eight votes, Denmark and
Iraland three votes each, and Luxembourg has two
votes, Decislons can be made by a minimum of 54
votes out of the possible 76. It takes 25 votes to
block a motion by a large country. Glven the dif-
ferences In the economic and soclal structure among
the 12 members, the likellhood for deadlocks is
real,



IMPLICATIONS FOR THE U.S.
AND OKLAHOMA ECONOMIES

At this Juncture, it is not clear whether Europe 1992
would be open or restricted to non-European firms,
financial or non-financlal, and whether it will discrimi-
nate agalnst .S, made products. A great deal of
speculation exists on these issues, In this regard, some
argue that Europe 1992 would be a Fortress Europe
and others that it would be a Partnership Europe. The
fears of a protectionist Europe are premised on that all
the documents dealing with the Single Market make
no references or provide no specifics on the stance
that Europe 1992 will take regarding non-member
countrles,

However, one thing s clear from the data in Tables
1-4, that U.S. and Oklahoma trade with the European
Economic Community represent an Important
economic activity. More specifically, the following are

TABLE 1

(1)

(2)

(3)

(4)

worth noting:

U.S. exports with the EEC as a percent of total
U.S. exports were significant, but relatively
constant, 23.88 percent in 1981 and 23.95
percent In 1987,

Manufactured exports to the EEC as a percent
of total U.5, exporis to the EEC Increased from
67.88 percent In 1981 to 79.04 percent In
1987, while agricultural exports decreased
from 19.64 percent in 1981 to 11.32 percent
in 1987,

Beginning in 1984 the U.S. experienced per-
slstent and increasing trade deficits with the
EEC.

The data show that Oklahoma agricultural ex-
ports were $342.2 million and manufactured
exports about $843 million In 1987.1? Of the
$843 milllon manufactured exports, about 31

U.5. Merchandise Trade

(billions of dollars)

——meam

e

World

Exporis Impaorts
Agricultural Agriculiural
Yaar Total Manufactures Products Total Manutactures Products
1981 $238.68 5171.74 $43.01 $273.35 $156.38 $18.40
1982 216.44 155.30 ar.o1 254.88 156.08 17.28
1883 205,63 148.46 36.45 269.87 178.44 18,10
1984 22399 163.50 38,23 346,26 241.82 21.58
1985 218.82 167.91 20.61 352,46 260.47 2202
1988 226,82 179.93 Y 26.61 342.96 308,86 23.11
1887 252.86 200.04 20.13 424.08 aar.74 2262
Bource: U8, Depariment of Commerce, Uniled Slates Trade, Per/ormance 1087, Juna 1988,
TABLE 2
U.S. Merchandise Trade
(billions of dollars)
European Economic Community (12)
Exports Importa
Agrlcultural Agrlnullurnl
Yaar Total Manufaciuras roducls Tatal Manufactures roducta
1981 $57.01 $38.70 §11.20 $45.58 §34.09 B4
1982 52,36 34,68 10.39 46.41 35.09 $§.12
1883 48.43 33,66 8.18 4787 ar.24 3.39
19684 50.48 35,72 8.18 B63.41 £0.91 4,08
1985 48.99 36.84 6.40 71.681 E9.75 4,49
1988 53,15 40,74 amn 79,562 £9.14 4.63
1887 6057 47.68 6.86 B4.B? 74.02 4,68

Seures: LS, Deparimont of Commaras, Unlted Siates Trade, Parformanca 1987, Juno 1088,
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percent, or $266 milllon were with the EEC. In
additlon, as the U.5. Department of Com-
merce estimates, a substantial amount of
Oklahoma sales of manufactures to other U.S.
industrles became inputs of manufactures for
export by these industries. For Instance, these
Oklahoma indirect export sales were estimated
at $1.2 billion in 1984.20 If we assume that
about 25 percent of Oklahoma agricultural ex-
ports have been sold to the EEC and that In-
direct export manufactures in 1987 were about
equal the amount of direct export sales (3266
million), as they were In 1984, then the tofal
export activity of Oklahoma (agricultural and
manufactures exports) with the EEC can be
estimated to be about $618 million. %!

(5) Bothin 1984 and in 1987, Oklahoma's largest
manufactured export earnings were generated
by the non-electrle machinery industry (more
than one-third).

(6) Both In 1985 and in 1987, wheat exporis
represented the most Important agricultural ex-
port of Oklahoma, Wheat exporls contributed
about 75 percent in 1985 and about 57 percent
in 1987 of agricultural export earnings.

Glven the abeve Informatlon, It Is obvious that what
will happen to Europe in 1992 will be quite Important
to both the U.S. and Oklahoma economies. Specifi-
cally, possible changes to the Common Agricultural

TABLE 3

Oklahoma Manufactures Exported to the
European Economic Community
1987
(milllons of dollars)

Major Industries Dollara Percant
Food Products § 237 .B0%
Apparal Producta 1.26 A7
Furniture 5.54 2.08
Paper Products 12,67 4,72
Chamlcal Producta 77.81 20.18
Patrolaum Rafining 3.85 1.44
Rubber & Plastics 3.45 1.20
Primary Metal Producta 284 K: 1]
Fabrleated Matal Praoducts 3.44 1.20
Nen-Electrical Machinary 106.64 3g.09
Elactric & Elactronle

Machinary 12.04 4.52
Tranaporiation Equlpmant 16.27 573
Sclantifle Instrumants 11.42 4,28
Othar B.36 312
Total 2686.66 100,00

Source: U8, Buresy ¢f the Cenaus, 1087 (compular lapok
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Policy will have direct relevance to Oklahema agri-
culture.

If the Single European Act Is implemented and
Europe 1992 becomes an open single market of 320
million people, U.S. firms which operate in it are likely
to experlence substantial benefits as the Cecchinl study
has shown, These may be the result of the following:
(1) economies of scale; (2) the new competitive en-
vironment of Europe 1992; (3) cost reductions
because of the adoptlon of uniform standards, cer-
tification procedures and regulations; (4) cost effective
advantages because of the development of EEC-wide
networks of production and distribution, U.S. banks
licensed to operate In Europe 1992 may also ex-
perlence lower costs and higher profits. Large and effi-
clent U.S. banks may do well against the small and
less competitive European banks, especially in the
small European countries,

TABLE 4

Oklahoma Major Agricultural Exports
(millians of dallars)

1985 1888 1867
Wheat $353.2 $203.8 $196.3
Soybeans 11.8 1.8 13.7
Peanuts 10.1 9.7 11.7
Cotton 277 14.7 a6
Live Animala &

Meat 18.1 208 24.7
Hide & Skins 17.5 20.0 24.1
Poultry 3z 2.8 8.7
Fats 9.0 7.4 6.8
Othar 20.2 200 231
Total 470.8 3o 342.2

Sourca: LS, Departmant of Agricullure, Forelgn Agrloullural Trade of the
L&, Marah/Apell, 1008,

If Europe 1992 Is protectionist, U.S. and Oklahoma
exports to the EEC are likely to be discriminated
agalnst, Discrimination may take the form of standards
based on European practice and experience and of
leglslation which may require that the output of goods
and services traded freely in the Single Market include
total or partial (nputs from European firms. A major
source of EEC protectionism which affects Oklahoma
wheat exports 1s the Common Agricultural Policy.
Given that the CAP has been a champlon of protec-
tionism, If no reforms are made, continuation of sub-
sidies, input barrlers, quotas and other trade distorting
barrlers |s cerfaln. It was mentioned before that as
Europe moves toward a Single Market and mergers
and consolidations take place, the small-size and
relatively Inefficlent flrms of the less developed areas



of the EEC may atternpt to slow down thelr Integration
in order to protect themselves from Intva-market and
extra-market competition. In this regard, all indica-
tfions are that legislation toward the creation of the
Single Market, because of the fears of national govern-
ments on local industrles, Is moving slowly,

Various spokespersons in Brussels have trled to
allay the fears of a Fortress Europe by stressing the
fact that the EEC s the world's largest exporter, l.e.,
about one-fifth of world trade, and because of that it
has a vested interest In free trade.?2 In a recent visit
to Washington, D.C,, EC Commission President
Jacques Delors has underscored the importance and
desirability of a true and friendly partnership with the
U.S.A.23 Notwithstanding these reassurances, there
appears to be little doubt that the benefits of Europe
1992 will not be given away to all and especially to
those whose markets are closed to Europe. A likely
scenarlo s the strategy of reciprocity, that is, the
benefils of Europe 1992 to firms of nen-members will
be conditional upon a guarantee for similar oppor-
tunities in those firms' own countries.2? Given the fact
that there is a certain degree of amblguity with the con-
cept of reclprocity, attempts to define it, especially as it
pertains to financial firms, include the following
possibilities.

{1) Reciprocity may mean that the treatment of
non-member firms In the EEC will mirror the
treatment the EEC firms recelve in other coun-
tries. In this regard, if financial regulations in
the U.S5. do not correspond to those of the
EEC the mirror approach may prove discrimi-
nating to U.S, firms in the EEC. To avolid this,
the U.5. will have to change flnanclal regula-
tlons to mirror EEC practices In order for its
firms to be given equal access to Europe 1992,

{2) Reclprocity may mean that non-member firms
wlll be accorded natlonal treatment In the EEC,
This implies that U.S. banks will be treated the
same way as EEC banks. This approach will
make it possible for U.S. banks to compete
equally with the EEC banks throughout the
Single Market.

(3) Rules of reclprocity may not be applicable to
non-member firms which are already operating
in the EEC,

In the final analysis, the challenge facing the EEC
and its trade partners, e.g., the U.S.A., is to help ac-
centuate the positive aspects of the Single Market and
to enter into discussions and/or negotiations in arder
to avold the adoption of standards and restrictive prac-
tices which may lead to the establishment of a protec-
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tive wall. In this connection, Increased understanding
of the workings of the EEC and vigllance on develop-
ments leading to the Single Market is necessary,

CONCLUSIONS

There Is no doubt that the establishment of the
European Economlec Community has meant increased
cooperation for Europe. It has attained some of the
goals of the Treaty of Rome but not others. [t certainly
has become a loose customs unlon, that Is one with
several frontiers rather than one. lts Common
Agricultural Policy has been a boost to the incomes of
the European farmers but has encouraged large
agricultural surpluses and has also imposed a great
burden to the EEC budget. The enlargment of the
EEC to 12 members has increased the slze of potentlal
market but also the economic, social and political
diversity of the EEC.

The Single European Act represents a recommit-
ment to the general goals of the Treaty of Rome and a
concerted effort to amend it in order to attain an in-
tegrated Europe. The potential benefits of the Single
Market, both on the micro and macro levels, to
member and non-member countries e.g., the U.S.A,,
may be substantial. However, these potentlal benefits
are premised on a number of changes and/or reforms
In areas such as agricultural policy, monetary and
fiscal harmonization and international openness and
competitiveness. In turn, the Implementation of these
changes depends on the political will of the members
to act in unison. If there are differing perceptions in the
distrlbution of these benefits among the member coun-
trles, natlonal concerns leading to exceptions may
dilute Eurapean initiatives, and the required changes
may be postponed or delayed. If this proves to be the
case, the establishment of a Single Market and of an
integrated and openly competitive Europe may con-
tinue to be an elusive goal with adverse influences on
internal and external trade, and on U.S. and
Oklahoma experls to the EEC. In that event, Eurcpe,
and the trading community at large, may have to be
satisfied with a half loaf rather than a full loaf, at least
In the short run. Thus, a loose customs union or free
trade area may confinue until Europe attains greater
soclal and economic coheslon and learns to embrace
and practice supranationalism,
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CHAPTERIV

CHILD CARE:

Kent W. Oison

WHAT ROLE FOR STATE GOVERNMENT?

B y the mid-1990s, an estimated two-thirds of
all preschool-age children will need some type of
nonparental child care, due to the labor force par-
ticipation of their mothers, Concern about the ac-
cessibility, affordability and quality of this care has
already prompted both state and federal legistators to
consider many options for improving the U.S, system
of child care, In 1987, alone, state legislatures passed
112 pieces of legislation dealing with child care issues,
and nearly 100 proposals relating to child care were
introduced in the 100th Congress.

Up to now, the child care issue has received
somewhat limited attention in Oklahoma. This situa-
tion is likely to change, however, as the Oklahoma
Legislature responds to recent recommendations by
two study groups to improve the availability, quality,
and affordability of child care in Oklahoma.l: 2

Although there Is growing agreement that govern-
ment should do something about child care, there is
no consensus about what that something should be.
The purpose of this article is to review and evaluate
some of the basic issues and options likely to face
legistators in the area of child care. Two primary issues
are examined: (1) the appropriate role of the govern-
ment in providing day care, and (2) the effect of more
and/or better child care on state economic develop-
ment. Some modest policy suggestions are also made.

WHAT ROLE FOR GOVERNMENT?

Day care in the United States is provided in a variety
of ways. According to a recent government report
479 percent of children under five years were cared
for by relatives.® Another 22.3 percent were cared for
by nonrelatives in other homes, 23,1 percent were
cared for in organized facilities, less than 1 percent at-
tended school, and the remainder (about &6 percent)

Kent W, Olson is Professor of Economics at Oklahoma State
Unlversity, Stillwater, Oklahoma.
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were cared for either by a nonrelative in the child's
home, or they simply cared for themselves.

Presumably, this pattern largely reflects the free ex-
ercise of individual preferences, conditioned by the
family incomes available for this and other purposes.
Government actions influence the choices made,
however. The federal government, for example, has
22 separate programs that provide some form of child
care asslstance, primarily through provisions of the tax
code and special features of public’ assistance pro-
grams.4 State governments subsidize child care
through their tax codes and public assistance and
education programs, and also exert influence on
buyers and providers of child care services through
their regulatory activities.

Given that the issue of child care has struck a
responsive chord with the public, there will be increas-
ing pressure on governments to expand their role in
allocating resources to child care. Are there any
precepts that should guide their future (or, for that
matter, present) involvement?

The normal presumption by economists is that
government should be involved only when the market
fails to allocate resources efficiently or equitably—and
then only if such involvement would actually improve
matters. Child care appears to be a case where such a
test has not yet been imposed, but one in which
government involvement is warranted.

There are four ways in which g