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Assigning blame for the bailout

By J Dwight, Populist Economics
Sunday, October 12, 2008

Without question, the center of the current financial problem is the subprime mortgage
crisis. The implementation of "social equality” - or socialism in lending in this case - has
created more damage than it is worth.

For Maine, the subprime crisis has meant postponing of bond issues and interest costs 20-
25 percent greater than just one month ago. This will crimp current and future budgets,
meaning less infrastructure spending at a higher cost.

To create equality in the financial system, the government lowered lending standards for
everyone and made it easy to "game" the system.

The problem began in the 1990s with loosening mortgage standards under the
Community Reinvestment Act passed by President Carter, which worsened during the
Clinton administration. It was then expanded under Franklin Raines, former Fannie Mae
chairman and chief executive officer.

The solution to problems from widely applying lower mortgage standards was to insure
or "government guarantee” the mortgages by Fannie Mae (the Federal National Mortgage
Association).

Fannie Mae's political connections, hefty lobbying, political contributions and foundation
grants to community organizations helped exempt it from regulation by the Securities and
Exchange Commission, or the Sarbane-Oxley Act, or by other actions or inaction by
Congress.

(These connections are relevant. As recently as July, Raines was contacted by Obama's
presidential campaign, probably for advice on policy. Jim Johnson, head of Obama's vice
presidential search committee, was Fannie Mae CEO from 1991 to 1998. Fannie Mae
also contributed $126,349 to Obama in the last three years.)

Then, under the new labeling of "AAA, government guaranteed,” subprime mortgages
became attractive to investors and sold by Wall Street firms.

Raines, as Fannie Mae chief, chided government for not going far enough, according to
the New York Times on Sept. 30, 1999. "Fannie Mae has expanded home ownership for
millions of families in the 1990s by reducing down payment requirements,” he said. "Yet





there remain too many borrowers whose credit is just a notch below what our
underwriting has required who have been relegated to paying significantly higher
mortgage rates in the so-called subprime market."”

Before President Bush took office in January 2001, the government further lowered
lending standards and pressured banks to lend more to subprime borrowers. Banks and
mortgage companies then applied these lowered standards to still more subprime
borrowers and others.

The looser standards were also applied to those who weren't considered subprime
borrowers, but who now could get much more credit, much more easily. This hugely
expanded mortgage lending and dragged previously high-rated borrowers into subprime
status.

Wall Street then took the already common practice of slicing mortgages into pieces (or
tranches) and selling them to thousands of investors as "government guaranteed.”

Housing boomed from 2002 to 2006 with the flow of money; speculation then followed.
Because of lax lending standards and low interest rates, housing prices bubbled.

Raines, after garnering some $92 million in salary, bonuses and stock options off the
backs of subprime borrowers, was forced to resign amidst an accounting scandal in 2004.
A $2 million director's insurance settlement was paid in 2006. But the infection was
already in place.

Gas prices shot up and interest rates started to rise, crippling the cash flows of subprime
borrowers and others. Mortgage foreclosure rates began to rise. Holders of government-
guaranteed mortgage investments (including the Chinese and the Saudis) went to Fannie
Mae to collect.

By Sept. 9, Fannie Mae and Freddie Mac's problems had become so bad, they were taken
over by the U.S. government, effectively destroying the American market for mortgages.
This action spread the crisis of confidence into the rest of the bond and money markets,
leading to the cascade of takeovers and failures of the last month: Lehman Brothers, AIG,
Merrill Lynch, Washington Mutual, Wachovia - just in the United States.

Extraordinary actions are now being taken to repair the damage done over the last 20
years. Several steps are being taken, and still need to be taken, to restore markets and
confidence. It may take years or months to fix; no one can accurately predict.

Some blame Wall Street greed. Some blame government mis-regulation. Some blame
high oil prices. Some blame Main Street's lack of financial sophistication.

But blaming the Bush Administration and Republicans alone is wrong. It began much
earlier, under President Clinton, was exacerbated by low interest rates after September





2001 and lax lending standards under Raines and Fannie Mae, which was then kicked
over the edge by rising oil prices.

Some 250,000 unemployed people have Raines, Fannie Mae and the philosophy of
"social equality” to blame for their troubles. Hopefully, everyone will place the blame
where it deserves to be.

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Welcome to the 'beat-down' era

By J Dwight, Populist Economics
Sunday, November 9, 2008

Why is the concept of "wealth redistribution" so controversial?
To some, it implies more freedom and opportunity: fairness.

To others, from whom the money comes, it means less freedom and opportunity:
unfairness.

The process by which the will to redistribute is determined is legitimate to those who
support it: fair.

However, those whose ideas, hard work and good luck have made them fortunate, and
who are in the minority opinion, this redistribution is like enforcing slavery by popular
vote: unfair.

A new term is circulating for this latter scenario: "beat-down economics."

For despite the fact that Americans are the most generous and pay some of the highest
taxes in the world, it is still not enough. More must now be beaten from them.

How far can people be pushed before they cut back, stop, or leave is difficult to
determine.

However, we can already see this condition at work in Maine.

An estimated $500 million to $1 billion structural deficit is being discussed in Augusta.
The governor has asked for 10 percent cuts, across the board. This, after repeated
warnings the over-tax, over-spend, over-regulate policies of the Democrats will be
destructive to the economy and the creative spirit of the people.

Maine is maybe the most heavily taxed and redistributive state in the northeast. The tax,
regulatory and labor policies have driven businesses and individuals from the state. These
are policies put forth over the last forty years by one certain, dominant political party.

This is a familiar sequence in Maine: government regulation, big-spending, high-tax
policies hobble businessmen and hurt workers. Spending growth outstrips revenues.
Businesses cut back or move out of state. The young leave the state for better





opportunities elsewhere. Fiscal deficits become structural. Small, local governments
become large, central government. The government is forced to sell assets, use debt
financing, and accounting gimmicks to "ride-out” the "bad times." Then they return with
more destructive force several years later.

There is no reason this cannot happen to the United States as a whole.

Economic forces and human nature neither stood still while Maine policymakers
experimented with socialist ideas, neither will they in Washington. More than 27 percent
of the population of Maine are dependent on some form of government payment, but they
are not insulated from the vicissitudes of the business cycle.

They also do not ensure a continuous and rising stream of revenue for those people.

Some complain companies and individuals who object to this landscape are unpatriotic.
The opposite is true: high taxes and heavy regulation are unpatriotic. They are the
negative incentives that drive the innovators and the energetic away, the ones whose
ideas and work create and build, and bring income and wealth.

We do not know how much of the current rhetoric will become practice in Washington.
The wreckage of higher taxes and greater trade restrictions implemented in the
Depression evidently did not inform much of the electorate.

There are many countries now focused on economic prosperity and progress, not on
redistribution. The United States and Maine will not easily re-gain competitive
advantages and attract individuals and ideas once lost.

New economic powerhouses China, India, and Brazil, and newly liberated countries like
Poland and Lithuania, are allowing innovators and builders to bring income and
prosperity to their peoples. Economists have estimated that some 400 million people have
been lifted out of poverty in those countries over the last several years.

It is ironic that those countries that have experimented with socialism have turned so fast
and strongly against the policies and practices of socialism, and are now the envy of
American investors.

And citizens of Maine have already begun to question these destructive policies here.

More than 60 percent of voters rejected the latest attempt to increase taxes in Maine. And
three new petitions have been submitted to repeal or reduce other taxes in Maine.

The redistributors are being fought by those who believe in the human spirit to do, to
build. Yet, forces that benefit from the redistribution are arrayed to "beat down" those
positive forces. The post-World War 11 baby generation is literally going "boom" to the
economy with its destructive economic philosophy, politics and policies. Hopefully, the
electorate will note that reward without work is a recipe for dissolution and decay.





I just hope we don't live through a repeat of the President Carter economy which ended in
1980 with 10 percent unemployment, 14 percent inflation and 18 percent interest rates.

There is only one bright note about this.

After Jimmy Carter came Ronald Reagan.

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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We Can Drill Our Way Out of the Problem

By J Dwight , Populist Economics
Tuesday, September 09, 2008

“'We have lived for 400 years with the problems of poverty, and | wouldn't mind looking
forward to a couple hundred years of prosperity,” said Jerry Byrne, to the reporter.

“’The government announced that it finished the fiscal year with a surplus of $1.4 billion,
which was $1.1 billion more than it projected in last year's budget... and it expected a
surplus of $544 million for the coming fiscal year.

"Unprecedented," the news story continued, "an outstanding turnaround in four short
years. Economic prospects have never looked better. This turn of fortune has not
happened by accident. It has happened by design,” added the treasurer.””

Now that’s a sustainable economy.

Revealed in news stories were a number of moves by the government, including tax cuts,
program improvements and new initiatives.

Tax cuts, $180 million:
« the elimination of the tax on insurance premiums.
e cutting motor vehicle registration fees
e aone per cent drop in all personal income tax rates, effective July 1

Program improvements, $673 million:
e providing meaningful wage increases to government employees
« the government finally has the resources to fix sagging infrastructure, $673
million is being budgeted, including $182 million in highway and road upgrades
e anew municipal cost-sharing arrangement was included as well

New Initiatives, $75 million:
« "youth retention and attraction strategy" to recruit young workers to jobs
e measures to persuade nursing and medical students to stay after graduation
e 352 million in spending on new equipment is targeted toward cancer detection
and treatment

The above was reported in St. John’s Newfoundland, not, Augusta, Maine, this spring.

Newfoundland’s extraordinary progress was largely due to the steps it has taken to drill





for oil and natural gas on the Grand Banks over the last forty years.
I guess you can drill your way out of the problem.

There’s more. Newfoundland expects to receive $1.7 billion from its oil royalties in 2008.
Over the last ten years they have extracted over 700 million barrels of oil and estimate
that another 2.7 billion barrels remain in the Hibernia Field, not to mention 10 trillion
cubic feet (tcf) of natural gas.

On August 20, 2008, Newfoundland announced a contract to tap the Hebron field
(estimated to contain 400 million to 700 million barrels of oil). This contract is expected
to provide 3,500 new jobs, $20 billion of oil royalties and an 4.9% equity interest in the
deal.

Now that’s creative.

Five days earlier, Governor Baldacci’s Pre-emergency Energy Task Force announced
$12.5 million in spending to forestall the possible freezing of Mainers this winter saying,
in effect, “There’s nothing we can do.”

This summer Maine has lost over 500 more jobs from paper and manufacturing. If the
voters had followed different policies over the last forty years, it is probable we’d be
enjoying a better state of economic affairs too.

Nova Scotia, our mutual neighbor, expects to receive over $514 million from natural gas
royalties from wells off Sable Island, where they have discovered over 50 trillion cubic
feet (tcf) of natural gas and over 4.5 billion barrels of oil.

Economic benefits studies by Nova Scotia Department of Finance concluded: “The actual
impacts of Nova Scotia offshore activities and related activities...exceeded the expected
impacts in all cases.”

Nova Scotia is using its royalties to locate wind turbines, cover the province with
broadband internet, improve schools, hospitals and roads, reduce taxes and increase
higher education spending.

They are also exploring putting turbines in the Bay of Fundy to harness the tidal flow to
produce electricity. They are testing the geologic formations in the Bay of Fundy for oil
and gas as well.

Now that’s progressive.
Nova Scotia has allowed 200 wells to be drilled over the last 40 years without

environmental damage! The same can be said of Newfoundland on the Grand Banks—
the largest fishery in the western Atlantic.





Studies by independent researchers at the International Ocean Institute and others at the
Sable Island offshore oil and gas sites have concluded in July 2005

e No oiled seabird carcasses found on Sable Island have contained hydrocarbons
traceable to the operations.

e Whales, dolphins and seal species observed from the platforms showed no
obvious avoidance of the operations.

e Tests done on fish local to the operations showed no adverse health effects.
Additionally, no taint was found in naturally occurring fish species tested.

Now, that’s green.

The same geologic formations off Newfoundland and Nova Scotia are off Maine, and all
the way down the eastern seaboard to Florida.

Nova Scotia estimates that on their side of the Georges Banks some 5.3 trillion cubic feet
of natural gas and over one billion barrels of oil wait to be found and extracted.

Democrats and their environmental lobbyists are so busy bashing “big oil” and
‘speculators’ and “minimizing unnecessary energy production, distribution, and use,”
they refuse see the reality of the economic prosperity and the environmental truth just
across our border with Canada.

Energy policies of Maine Democrats, and Maine Environmental lobbyists have been very
successful in ‘causing' poverty.

John Baldacci, Tom Allen, Ray Michaud, and Barak Obama, the Democrats have all
expressed strong opposition to drilling offshore.

John Frary, Susan Collins and John McCain, the Republicans favor offshore drilling.

You can drill your way out of the problem. Our neighbors Nova Scotia and
Newfoundland are proving it. And, it can be done without environmental harm.

To drill or not to drill, that is the question. | think the answer is clear.

J Dwight is a Registered Investment Advisor, living in Wilton, Maine. He is a former
member of the board of the Maine Audubon Society, former President of the Friends of
Rachel Carson National Wildlife Refuge and former President of the Kennebunk Land
Trust.
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Our energy sky is not falling

By J Dwight , Populist Economics
Sunday, June 22, 2008

Current "balance” in the world oil market favors high costs. Policies that have
restricted clean technologies, carbon emissions and better methods of oil recovery
are now preventing lower prices.

Americans have the ability to change the supply and demand balance. We just need
the freedom to do so.

But what is the next "sky is falling" excuse "Chicken Littles" of the environmental
lobby will use to stall and stifle the development of alternative energy sources?

I do not know, but I'm sick of hearing them. Environmentalists have used fear, guilt,
and anger to gain political power, which has prevented important, necessary and
timely energy projects during the past 30 years.

Now we're reaping the harvest of action manipulated by emotion: higher costs. A
broader vision is required to solve the people's need to communicate and live.

How does America meet growing energy demand, in an environmentally acceptable
manner, with secure sources, at the lowest cost, and in a timely fashion? Which
technologies offer a strong foundation and strong advantages, and can continue to
improve life? These are the questions we should ask.

Instead, we wonder, "Is the world coming to an end because of carbon dioxide?" The
answer is no.

Catastrophic global warming predictions are based on climate modeling, but
empirical evidence - measurements of the Earth's temperature and climate - shows
no manmade warming trend. While carbon dioxide levels have increased - primarily
because of solar activity - the environmental effect has been benign.

Or we ask, "Are we running out of oil?" Again, no.

Proven world oil reserves total 1.3 trillion barrels. The U.S. Geological Survey
estimates the world's remaining conventional resources are 2.6 trillion barrels.
Canadian tar sands boost this estimate to 3.3 trillion. Other estimates even put it
double that level.





Yet the environmental lobby has helped place 85 percent of America's proven oil
reserves off-limits, amounting to almost one trillion barrels of oil, enough to power
the country for more than 100 years without importing a drop.

In Maine, Chicken Littles have thwarted windpower developments, liquefied natural
gas projects, hydropower proposals and coal gasification efforts. Reducing the supply
of energy sources seems to be their purpose in life. Their political clout increases our
costs.

How often have the Chicken Littles been right calling for the "end of the world" in the
last forty years? Zero.

How often have risk-takers brought technologies, engineers and businessmen
together, and been able to address problems and move solutions to the marketplace

despite bureaucratic hurdles? Too numerous to count.

The problem of growing demand for energy and cost can be solved in many ways.
Each has four characteristics:

e A strong foundation in technology.

= Technological advantage over alternatives.

e They are profitable.

e They are from multiple sources.

These problems offer the problem-solver an incentive of creating wealth. They can
stimulate enormous interest, attract capital to the sector and lure talented people to
bring solutions to the market.

It's happening now. Several new technology companies have been formed and
funded for solar, coal gasification, geothermal electricity and wind power.
Hydropower and nuclear power are exhibiting improved environmental awareness
and engineering. These hold great promise to bring non-oil energy sources into clean
cost-effective use.

Talented engineers and businesspeople enter the field, new companies form, and
change occurs. This is exactly what must be done. Problems. New ideas. New
investments. New companies. Solutions.

This process offers hope of reliable energy sources at reasonable cost.

Only, however, if we stop listening to those who insist the sky is falling.

Response to Rep. Marley:





After my column of May 28, Rep. Boyd Marley, D-Portland, the House Chair of the
Legislature's Transportation Committee, engaged in a time honored Democratic
tactic of "shooting the messenger." | found it ironic a politician criticized a non-
politician for being political. But his response (June 1) failed to add anything of
substance. So | will.

Marley wrote, "While [Dwight] notes that Maine's gas tax is higher, he fails to
mention that Maine has twice the miles of roads as New Hampshire and yet gets the
same level of federal funding based on an antiquated federal formula....The
difference in federal dollars per mile of road between Maine and New Hampshire
equals the difference in the states' gas tax, in effect negating the difference.”

Determining federal funding for highways comes from a state's total vehicle miles
(which factors linear miles of road, lane miles of road, traffic patterns and usage),
the gasoline tax collected by each state and sent to the Federal Highway
Administration and old-fashioned (but unquantifiable) political clout.

According to the FHA, Maine has 12,273 vehicle miles, and New Hampshire has
11,835.

In 2006, Maine received more than $202 million in FHA funds, while New Hampshire
received $184 million. In fact, Maine has gotten more than New Hampshire from the
FHA the last five years, a total of more than $59 million.

It was incorrect for Marley to insinuate Maine suffers against New Hampshire for
federal dollars, and claim this accounts for why Maine must charge a higher gas tax.

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Entering 'Jurassic Market'

By J Dwight , Populist Economics
Sunday, August 17, 2008

The credit crisis was likened to "Jurassic Park™ at a recent economics and market
conference at Leen’'s Lodge in Grand Lake Stream.

In the Jurassic Park of credit, the "smart guys" thought it cool to create new
investment animals from the DNA of ancient beasts. First they started easy, you
know, with duckbills and the like. They were able to control these new beastly
creations.

Then, pointing to their success controlling the innocuous investment herbivores,
these smart guys made more aggressive, risky contraptions, kind of like, oh,
velociraptors and tyrannosaurus rex.

These investments were really cool and were soon all over the place. The smart guys
were patting themselves on the back and raking in the money. But, then the animals
stopped behaving like they thought they would - which justified their lax security -
and then guess what.

The power went out.

So now, the market is in the middle of rounding-up these credit beasts and either
killing them off or restricting them significantly. It is painful and messy. There are
casualties and unforeseen consequences and setbacks.

The pain hit Maine in the form of the state treasurer David Lemoine's ill-considered
investment of $20 million into the now-collapsed structured investment vehicle -
read genetically engineered monster - Mainsail 1l. Despite repeated claims of "no
subprime,” the filings of Mainsail clearly showed subprime assets in its portfolio.

Merrill Lynch, which sold Maine into Mainsail, just liquidated similar assets for 22
cents on the dollar, which is about the same ratio velociraptors liquidated the human
population of Jurassic Park.

A recent report by RealtyTrac noted the number of Mainers facing foreclosure

increased by over 2,000 percent in the second quarter of 2008, compared to the
same period in 2007. However, the sample size is small. Compared to the overall
number of households, Maine's troubled are less than two tenths of one percent.





But, wealthy homeowners are having trouble securing mortgages to complete multi-
million dollar homes on the coast of Maine, according to some. Normal sources,
markets and products of capital are gone.

Err, extinct. (Those darn velociraptors again.)

At the end of the day, though, we cannot escape by helicopter, like in the movie.

We have to do the difficult work of fixing what the "smart" people unleashed upon
the market.

View from the lodge

This year's group at Leen's Lodge was larger than years past (the conference has
been held annually since 2002).

Thirty-four people attended, including a television crew from CNBC. This small,
diverse group provides a great chance to learn - and argue - with wide-ranging
opinions.

Attendees included: two senior economists from major banks, seven well-known
market commentators, four investment managers, three hedge-fund managers, one
Federal Reserve member, one international interest rate economic commentator, one
think-tank economist, two commodities traders and one agriculture market
economist, three fixed income portfolio managers, a collateral-debt-obligation
manager, hedge-fund lawyer and a well known bank analyst who advises the Federal
Open Market Committee.

The consensus at Grand Lake Stream was that inflation unemployment and interest
rates would increase over the next year. Trouble spots are deteriorating home
values, automaker woes, further bank failures, concerns about home equity losses
still to come, the federal budget, energy prices and the prospect of unemployment
above 6 percent and perhaps 7 percent before this cycle ends.

I'm in the high 6 percent camp and had plenty of company at Leen's Lodge.

- Maine-based banks are strong and conservatively underwritten compared to others
across the nation. Even so, they likely cannot avoid having their operations affected
by national upheaval. The Federal Reserve has an official list of 90 "troubled" banks,

but unofficially, according to experts, the number is actually more than 700.

It seems like bad news. Yet in the banking crisis of the early 1990s, about 2,500
banks failed.

- Last year, at this time, a barrel of oil was about $67. As of this writing it is $115.





I'm on record saying the upward slope for oil is over, for now, and | believe the price
it will drop below $100. (But we'll see; last year | bet it would be below $66.50. One
can only hope.)

I burn heating oil, like most of Maine, but it's clear more wood be used this winter in
the furnace. This might be difficult to gauge in the suburbs and cities, but trust me,

rural Maine is switching to wood. The buzz of chainsaws is as common as the whine

of mosquitoes. Behavior is changing in response to higher prices.

It just takes longer than one would think.

But that also sums the Maine economy in a nutshell.

Maine economic indicators lag, so its problems seem to last longer than the national
situation. The state didn't participate much in the recent upswing, so it probably

won't be hurt too much in this downdraft.

Unless there's a T-Rex out there we don't know about.

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Now, that's a government

By J. Dwight , Populist Economics
Sunday, September 14, 2008

"We have lived for 400
years with the
problems of poverty,
and | wouldn't mind
looking forward to a
couple hundred years
of prosperity ..."

"The government
announced that it
finished the fiscal year thumbnails | gallery
with a surplus of $1.4
billion, which was $1.1
billion more than it
projected in last year's budget ... and it expected a surplus of $544 million for the
coming fiscal year..."

"Unprecedented ... an outstanding turnaround in four short years. Economic
prospects have never looked better. This turn of fortune has not happened by
accident. It has happened by design ..."

These above lines are from news articles this spring, about a government that cut
taxes by $180 million, invested $673 million to improve programs and infrastructure
and $75 million in new economic and health initiatives.

Now that's a sustainable economy.

Too bad this story was reported in Newfoundland, not Maine.

Newfoundland's extraordinary economic story stems from its drilling for oil and
natural gas on the Grand Banks during the last 40 years.

There's more. Newfoundland expects to receive $1.7 billion from its oil royalties in
2008. Over the last 10 years, the province has extracted more 700 million barrels of
oil and estimates another 2.7 billion remain in the Hibernia Field, not to mention an
additional 10 trillion cubic feet (tcf) of natural gas.

And on Aug. 20, Newfoundland announced a contract to tap the Hebron field, which



http://www.sunjournal.com/index.php?t=4&storyid=282892&priority=1

http://www.sunjournal.com/gallery/gallery_view.php?storyid=282892&priority=1



is estimated to contain 400-700 million barrels of oil. This contract is expected to
provide 3,500 new jobs, $20 billion of oil royalties and an 4.9 percent equity interest
in the deal.

Now that's creative.

Five days earlier, Gov. Baldacci's Pre-emergency Energy Task Force announced
$12.5 million to forestall the freezing of Mainers this winter, which said, in effect,
"There's nothing we can do."

This summer, Maine has lost more than 500 jobs from paper and manufacturing. If
voters had demanded different policies over the last 40 years, it is probable we'd be
enjoying a better state of economic affairs too.

Nova Scotia, our mutual neighbor, expects to receive more than $514 million from
natural gas royalties from wells off Sable Island, where they have discovered over 50
trillion-cubic-feet of natural gas and 4.5 billion barrels of oil.

Economic benefits studies by Nova Scotia Department of Finance have concluded:
"The actual impacts of Nova Scotia offshore activities and related
activities...exceeded the expected impacts in all cases."

Nova Scotia is using its royalties to locate wind turbines, cover the province with
broadband internet, improve schools, hospitals and roads, reduce taxes and increase
higher education spending.

They are also exploring putting turbines in the Bay of Fundy to harness the tidal flow
to produce electricity. They are testing the geologic formations in the Bay of Fundy
for oil and gas as well.

Now that's progressive.

Nova Scotia has allowed 200 wells to be drilled over the last 40 years without
environmental damage. The same can be said of Newfoundland and the Grand Banks
- the largest fishery in the western Atlantic.

Studies by the International Ocean Institute and others at Sable Island offshore rigs
concluded, in July 2005:

- No oiled seabird carcasses found on Sable Island have contained hydrocarbons
traceable to the operations.

- Whales, dolphins and seals observed from the platforms showed no obvious
avoidance of the operations.

- Tests on fish local to the operations showed no adverse health effects.
Now, that's green.

The same geologic formations off Newfoundland and Nova Scotia are off Maine and
the entire eastern seaboard to Florida. Nova Scotia estimates on their side of





Georges Bank, some 5.3 trillion-cubic-feet of natural gas and more than one billion
barrels of oil wait to be found.

Democrats and environmental lobbyists are so busy bashing "big oil" and speculators
and "minimizing unnecessary energy production, distribution, and use,"” they refuse
see the reality of the economic prosperity and the environmental truth just across
our border with Canada.

You can drill your way out of the problem. Our neighbors Nova Scotia and
Newfoundland are proving it. And, it can be done without environmental harm. To
drill or not to drill, that is the question.

| think the answer is clear.

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He is a former board member of Maine Audubon, president
of the Friends of Rachel Carson National Wildlife Refuge and president of the Kennebunk
Land Trust. He lives in Wilton. E-mail jdwight@gwi.net.






SunJournal

Our energy sky is not falling

By J Dwight , Populist Economics
Monday, July 14, 2008

Mainers should take the ‘Quality of Place’ idea to heart—and move to New Hampshire.

In a recent study by CNBC that scored the 50 states, New Hampshire ranked 2" for
Quality of Life, upstaging Maine which ranked 14" out of 50. CNBC used several
factors, including local attractions, the crime rate, and health care to rate Quality of Life.

States also received points based on their rankings in 40 other metrics. CNBC then put
those metrics into the ten broad categories. The results are on CBNC’s website under
‘America’s Top States for Business 2008’

Overall, Maine rated in the bottom ten at 44", while our neighbor held position at 27",
Well, I guess New Hampshire can’t win them all.

Maine scored relatively poorly in seven out of ten categories, ranking in the bottom ten in
Transportation (40™), and Access to Capital (40™), Technology & Innovation (41%), Cost
of Business (43™), Overall (44"™), Economy (44™), and Workforce (45™).

In other words, the Maine Government is incompetent in seven out of ten categories.

In three out of ten categories Maine scored relatively well, ranking in the top ten in only
one, Education (8"), which arguably has to do with its three ‘lvy League’ private
colleges. Maine scored 14™ in Quality of Life, given the incredible beauty that is the State
the government can take little credit for it. In Business Friendliness it ranked 23".

We don’t hear our Democrat-dominated legislature, or the Baldacci administration
proclaiming some “crisis” and announcing some great government program to improve
Maine’s economy. Given Maine governments’ propensity for malignant incompetence, |
find that good.

Malignant incompetence is a phrase | heard on a local radio as a way to describe the last
thirty years of Democrat rule in Maine. It is an unusual phrase.

Incompetence is often used to describe that which is just bumbling, like nincompoop.
But “‘malignant incompetent’ means that the perpetrators are not nincompoops, but
purposefully, passionately, and relentlessly malevolent. This is hard to accept, but not to
see.





Here are several areas of legislative and administrative malignant incompetence:

e Electric Utility costs in Maine are 30% to 50% higher because of laws passed by
the Legislature amounting to an extra cost to Mainers of $1 billion annually.

Prior to 1979 Maine’s private utility industry had developed a diversified utility
production base 20% hydro, 40% nuclear, 20 % Canadian, and 20% oil. Maine
has increased its dependence on oil to almost 60% today. And, we are tearing out
hydroelectric dams that will further worsen the situation.

e Maine’s transportation infrastructure and schools are crumbling. Despite the
second highest level of real estate taxes nationwide and higher per gallon taxes on
fuel than all other New England states but one. Plenty of money, no competence.

e During the last eight years the Democrats and the Baldacci Administration have
lost over $100 million: $20 million in ill fated sub-prime backed commercial
paper, $30 million in the corrupt PinRX program, $50 million in a botched
computer upgrade. Additionally, Maine’s debt to hospitals of $430 million and
the $30 million owed to the Feds go unpaid. Not to mention, that almost $1 billion
in unfunded liabilities to the state’s pension system goes un-addressed. These are
only the money problems we know about, that have been reported in the
sympathetic press. What would be found if we really went digging?

e Despite massive and endless “‘entitlement’ programs in Maine to ‘relieve the
plight of the poor’ Maine’s poor population keeps getting larger. Over one third
of Maine families receive some sort of ‘public’ assistance today, versus less than
ten percent at the beginning of the seventies. The best ‘welfare program’ is a
good private sector job, which the legislature has done its best to rid Maine of.
Quality of place when you can’t find a decent job?

e The response to the recent energy crisis is typical: force utility producers to 40%
‘renewable’ power up from 30%, which is 10 times more than the average. But
exclude hydro as a renewable source?

e Despite repeated warnings and that polices being put into place over the last thirty
years that would lead to the worsening of the economy and lifestyle in Maine, and
despite warnings of the same today, Maine policy makers continue down the same
path.

It is hard to admit, but the problem is really us. We keep voting these people into office,
and allowing bureaucratic malignant incompetence to go unchallenged. 1 fear that things
will have to get worse, a lot worse, before they get better.

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Maine's gouging gas tax

By J. Dwight , Populist Economics
Sunday, May 25, 2008

We all complain about
the increasing cost of
gasoline, and wonder
why it's so high.

"Those greedy oil
companies are making
huge profits,” some
say. Others blame their
local gas station for
gouging consumers.
They prompt the
attorney general to
investigate. He did, and
found no evidence of

gouging.

thumbnails | gallery

Others point to demand from "emerging markets" like India or China. And, of course,
there are the evil commodity speculators. (Which are not stereotypical rogue traders,
operating for individual profit. University endowments, for example, are now major
commodity investors.)

But which one, among all the forces, is making the most money on the gas Maine
consumers put in their tank?

Actually, none of them. The biggest profiteer on gasoline prices in Maine is state
government.

Surprised?

The state gets 27.4 cents per-gallon as its gasoline tax (28.4 cents for diesel). To
add insult to injury, this tax is scheduled to rise July 1, to an estimated 28.5 cents
per-gallon. The federal gasoline tax is only 18.4 cents. State government rakes in
about $151 million from fuel taxes, according to the Office of Fiscal and Program
Review.

Meanwhile, a major Maine gas station owner tells me their company lost money on
each gallon sold during the last month. This is how it worked as of May 23:
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» This company buys gasoline from terminals in Bangor or Portland, and trucks it
around the state. In Bangor, gas was purchased from the Bangor Mobil terminal for
$3.6893 (which includes 27.4 cent tax, transportation and credit card fees) and was
sold at the company's Bangor location for $3.869 per gallon.

A loss of 0.023 cents per gallon! (Before other expenses, of course.)

» The same company also purchased gasoline at the Portland terminal at $3.92
(again including the tax, etc.), and sold it at their Augusta location for $3.839 per-
gallon, a net loss of 0.081 cents.

The reason this company sells at a loss is competition holding the price down, and
that gasoline is a "loss-leader" that brings traffic to their retail stores, which actually
make a profit.

As Mark Twain says, "It is no wonder that truth is stranger than fiction. Fiction has to
make sense."

Now, compare Maine's per gallon tax to what our neighbors pay as state gasoline
taxes: New Hampshire (19 cents), Massachusetts (21 cents), and Connecticut (19
cents), Vermont (20 cents), and Rhode Island (31 cents).

Most are lower, while one is higher. But the key difference is all of the other states’
fuel sales taxes are not scheduled to increase. Only Maine indexes its tax according
to inflation.

This is why, on July 1, the state's gasoline tax will automatically adjust upward about
1.12 cents per gallon (about 4.1 percent). The Maine Turnpike Authority may as well
put banners on the York toll booth telling tourists, "Warning: you are entering a high
gas-tax zone."

If Maine cut its gas tax to the average of the three lowest New England states, to
about 20 cents per gallon, and stopped indexing to inflation, Maine taxpayers would
save an estimated $47 million per year.

Additionally, lower gasoline prices could encourage out-of-state tourists to come to
Maine rather than visiting, say, New Hampshire or simply staying home. So, while
it's easy, it's unfair to accuse local gasoline stations of gouging.

It's really state government doing that.

There's another problem too. It's unclear where this tax revenue is going.





Transportation officials all, exactly how much revenue MDOT received, from what
sources, and how much this revenue is spent on Maine roads. None could give me a
clear answer; the best | got was the state spent $365 million on state agency roads
in 2007.

Before going any further (and since this is my first column), let me introduce myself.

My day job is as a registered investment advisor, so I'm accustomed to reading and
understanding corporate annual reports and financial statements. | abide by a rule
about financial statements: if | can't understand them, | do not buy shares of the
company, or, if a client already owns the stock, | sell it.

This rule saved me - and my clients - from owning Enron.

Maine's financial reporting reminds me of Enron - simple conclusions from muddy
financial machinery.

By comparison, New Hampshire is like, say, Berkshire Hathaway - consistent, clear
and candid.

The New Hampshire Department of Transportation publishes an annual report
detailing sources and expenditures. The Granite State spent $627 million on its roads
in 2007. The latest report is available on the Web site of NHDOT - just click on media
publications. Annual reports since 2001 are also easily accessible.

A similarly transparent report of revenues and expenses is unavailable from the
OFPR, the state treasurer's office, or MDOT. One might conclude they like it that
way.

But such obfuscation amounts to lying to the people of Maine.

Regardless of reason, this lack of clarity only underscores why Maine's fuel tax
should be reduced to around 20 cents per gallon, and indexing should suspended.
There must be better accounting of how much revenue is being generated from the
fuel tax.

And, most important, how it's being spent.

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Malignant Incompetence

By J Dwight , Populist Economics
Sunday, August 17, 2008

“Malignant incompetence” is an unusual phrase | heard on local radio to describe the last
thirty years of Democrat rule in Maine.

Incompetence is oft used to describe bumbling, like what a nincompoop would do, but
“malignant incompetence”? Nincompoops, sure, but purposefully, passionately,
relentlessly, malevolent nincompoops?

Maybe this concept is hard to accept. But it’s not hard to see. This is not good.

A recent CNBC study ranked the 50 states on dozens of metrics, which were then
condensed into 10 broad categories. The results are on CBNC's Web site under,
“America’s Top States for Business 2008”

Maine rated 44 overall, while our neighbor, New Hampshire, held position 27. (I guess
the Granite State can't win them all.)

Maine scored poorly in seven of 10 categories: ranking in the bottom 10 in transportation
(40), and access to capital (40), technology & innovation (41), cost of business (43),
overall (44), economy (44), and workforce (45).

In “quality of life,” the current answer to every economic question from the Democrats,
second-ranked New Hampshire more than upstaged Maine, which was a faraway 14.
CNBC used several factors, including local attractions, crime rate, and health care to rate
QoL scores.

Maine did score well in three categories — quality of life, business friendliness (23) and
cracked the top 10 in education (8), which reflects Maine’ spending, class sizes, and test
scores for K-12 schools, plus the presence and availability of secondary education. NH
scored seventh.

In fairness, though, the CNBC evaluation of Maine is dismal. While Maine is arguably
“business friendly” and a nice place to live, its business environment (transportation,
technology, cost of business, workforce, etc.) is quite unfriendly.

This makes me think Maine government really has been malignantly incompetent —
despite claims of improving the economy, the government’s chronic ineptitude has done





much more to stifle it.
Here are a few examples:

* Residential electricity costs in Maine are up to 50 percent higher than the national
average, because of laws passed by the Legislature, which costs Mainers approximately
$1 billion annually, according to former Bangor Hydro executive Carroll Lee.

* Lee also notes that prior to 1979, Maine's private utilities had a diverse electricity
production base: 20 percent hydropower, 40 percent nuclear, 20 percent Canadian (mix of
hydro/nuclear/coal), and 20 percent hydrocarbons.

Now, Maine’s dependence on oil/natural gas for electricity is almost 80 percent.

» Maine's transportation infrastructure and schools are ‘underfunded’, despite the second-
highest level of real estate taxes as a percentage of per-capita income, according to the
Tax Foundation, (New Hampshire, interestingly, is the highest).

Maine also has higher taxes on fuel than all other New England states but one. There is
plenty of money, little competence in using it wisely.

* During the last six years, the Democrats and Baldacci administration have lost more
than $100 million: $20 million in an ill-fated, subprime backed investment; $30 million
in the corrupt PinRX program; and $50 million in a botched Department and Health and
Human Services computer upgrade.

Additionally, Maine's hospital debt of $430 million, and $30 million owed to the Federal
government go unpaid. There’s almost $1 billion in unfunded liability to the state's
pension system that is un-addressed.

And these are only the money problems we know about, which have been reported in the
sympathetic press. What would be found if we really went digging?

* Despite massive entitlement programs, Maine's poor population keeps getting larger.
More than one-third of Maine families receive some sort of public assistance today,
versus fewer than 10 percent at the beginning of the 1970s. The best welfare program is a
good private sector job, which the Legislature has done its best to eradicate in Maine.

What is “quality of place’ worth, when you can't find a decent job?

* Responses to this energy crisis is typical: force utilities to increase its renewable energy
production from 30 percent to 40 percent, even though Maine’s mandate was already 10
times higher than the mandated national average for renewables. And, we are removing
the lowest cost renewable: hydroelectric dams. This will further increase energy costs in
Maine.





These are just a few citations. But government isn’t totally to blame. .

The problem is really us. We, the voters, keep putting these people into office, and
allowing bureaucratic malignant incompetence to go unchallenged.

It seems voters can be incompetent, too. Fortunately, that incompetence is curable.

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Choppy Waters Ahead for Maine's Ship
of State

By J Dwight , Populist Economics

Published: Dec 20, 2009 1:39 am

Maine’s Ship of State has an unsound hull and a weakened engine, being steered by captain
and crew on a course of charity, promises and hopes, rather than strong engineering and
sound navigation.

The truth is Maine cannot pay all of its own bills.

The formerly proud and self-sufficient people of Maine have been reduced to being dependent

on a spendthrift uncle, named Sam, to keep their boat afloat.

The difficult fiscal waters of 2008 and 2009 were navigated by using State cash reserves (from
a lucky year) and money from Federal Government Stimulus Funds (spendthrift Uncle Sam).

Over the next several years Maine’s legislature, and Maine’s people are faced with difficult

fiscal and financial facts.

In the immediate waters of 2010, two fiscal subs--revenue shortfalls and no cash reserves--
lurk.

Two financial icebergs on the horizon--large pension fund liability payments in 2010, and the
end of Federal Stimulus money in 2012--loom.

The Center for Budget and Policy Priorities, a liberal Washington, D.C. think-tank, noted in a
November 19, 2009 report, Maine’s shortfalls were estimated at $1 billion in 2010.

The mid-year 2010 gap is estimated at $384 million, as Governor Baldacci announced in his

December 5% radio address.





Maine does not have the reserves or revenues to cover the expected $384 million deficit.

| hate to point out the comparison to our neighbor New Hampshire, but that state does not
have a mid-year shortfall, according to the Center for Budget and Policy Priorities study sited
above.

Their economy, though more cyclical, seems healthier and better able to adapt to and sustain
through the business cycle than Maine’s, because of fewer regulations and taxes and
dependency programs.

General Purpose Aid to Education and Mainecare, are ready to be dumped overboard, by
Captain Baldacci and crew during the upcoming legislative session.

Mutiny could be caused by offloading the toxic cargo to school boards and hospitals, by
making cuts to General Purpose Aid to Education, or cutting reimbursements to Mainecare
providers.

Captain Baldacci could help the ship by cutting crew (staff) or their ‘grog’ (benefits), but this

captain doesn’t have the stomach for it.

And, of course, counter measures like increasing fees, and taxes, or tax rates could be used to
deter or drive off the lurking subs, but a it would be worthless gesture, as such will come too

late, and miss their target.

State tax revenues (the fuel that runs the ship) have not met expectations since 2005.

And, because of the recession, tax revenues have declined to such an extent they are not
likely to return to the previous high set in 2008 for four to six years (that is, 2014 to 2016),
according to the Revenue Forecasting Committee and the Office of Fiscal and Program Review.

Yet, Captain and crew have ignored warnings of the passengers and people leaving for better

lead and managed ships of state.

Worse, the pension iceberg awaits ahead, behind the subs.

The mid-year gap announced by the Captain, does not include a pension liability payment due
June 30", 2010 estimated at $200 to $400 million. The exact amount will not be known until
after the legislative session is over.

Passengers should beware of an ‘emergency session’ in May or June to pass new bonds and
issue bond anticipation notes to cover the pension fund liability, in order steer past the near
2010 iceberg.





The Demo-crew and Captain Baldacci can only hope for a fast recovery in the economy and
revenues to buoy their boat into port by November 2010.

Or perhaps, minor budget cuts, and money from Uncle Sam’s recently passed Federal
Omnibus Spending Bill may coast the Ship past the deadly subs and perhaps the first iceberg.

In either course, Captain Baldacci and the Demo-crew will claim they ‘rescued the people of
Maine’ and made difficult decisions while keeping a bold and fiscally responsible face for the

media and the public to see.

But, in truth, the ship will just make it to port for Captain Baldacci’s shore leave, and a
rumored ‘greener’ pasture in the environmental or wind power industry.

The next governor-captain will be left to overhaul the ship, if he can contain potential mutiny.

J. Dwight is a SEC registered investment adviser and an advisory board member of the Maine

Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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The state's crash diet

By J Dwight, Populist Economics
Sunday, January 18, 2008

Gov. John Baldacci's administration recently announced budget cuts and reorganizations
by effectively saying, "I'm going on a diet. I'm going to order less food!"

Diet and exercise experts across the state (AKA fiscal conservatives), praised the effort as
finally getting "serious.” But, they noted that it came as a result Maine's economy being
unable to provide the selections previously available, not because the governor decided to
order less.

It is a move in the right direction, but it is hardly a diet, when it is due to "circumstances
beyond our control."”

Baldacci also announced, "A continuation of the current strict hiring freeze while
ensuring appropriate positions are filled regardless of funding source.” I'm confused.
Freezing hiring, but still hiring? George Orwell, move over, there is a new "lean™ double-
speak.

He further claims that, "The number of state employees will be at its lowest level since at
least 1983." According to the Bureau of Labor Statistics, the number of state employees
in November 2008 was 28,400. In 1983 the number of state employees was 23,900.

You be the judge. Perhaps we need some new auditors, independent of the Blaine House.

The Baldacci administration also announced the elimination of 219 positions - 80 vacant
jobs and 139 layoffs. This will "save" about $11 million per year, but it's rumored that
this "saving" will pay for raises for state workers this year, and cause other areas of
spending to be curtailed further and fees and taxes to go up.

Wage, salary and benefit growth has outstripped private sector growth as well, rising at
an average annual rate of 6.7 percent since 1997. State union employees are due for four
percent raise this year. Are you going to get one?

Over the last 10 years, the number of state employees has risen 13.2 percent, while the
population and non-farm private sector workers has increased by 4.1 percent. If the state
had followed the same trend, its employees should number only 26,139, some 2,270 less.

A new report says we actually have 4,497 state employees too many. The report, by J.





Scott Moody of the Maine Heritage Policy Center (on whose advisory panel | serve), also
compares compensation and staffing levels among all the states, using their statistics.

It helps us see where the fat is housed in the body of Maine's state government, which is
being overfed. The state over-consumes wages and benefits by overpaying employees
$245 million, compared to nationwide state employee averages.

The total price for the over-employment and over-compensation combined is
"'staggering,” reports Moody. It is about half-a-billion dollars.

That is about $855 per-non-government worker in Maine per year. This burden puts our
workers at a disadvantage to the average U.S. worker. It also reduces their ability to pay
debt or save.

The largest area of over-staffing and over-compensation is in the Department of Health
and Human Services, primarily from expensive Medicaid and Temporary Aid to Needy
Families programs (which in Maine should be re-named to Permanent Aid to Needy
Families).

The report goes on to detail that the department is ranked second highest in the nation in
over-compensation and over-staffing, compared other state governments.

Several other areas are in the top 10 as over-staffed or over-compensated compared to the
nation: Financial administration, health, hospitals, higher education, natural resources and
parks and recreation, according to Moody.

The conclusion? Maine's government is overdue for diet and exercise, after gorging on
our tax dollars. The economic downturn has hastened the process.

And like an obese person, whose weight can spur more serious health problems, Maine's
spending has gotten so big that it hurts the economy, by crowding-out private investment
and destroying incentives for individuals to take care of themselves and plan for the
future.

Diet and exercise, however, takes commitment and restraint, which are two features
Maine's government haven't displayed. The slimming is only coming because the money
IS running out.

Pushing yourself away from the table is not the same as exercise.
An empty cupboard is not the same as a diet.

And thinning state government only when forced to do so is not the same as exercising
fiscal responsibility.

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Debt is runaway train

By J Dwight , Populist Economics

Published: Nov 22, 2009 1:25 am

"The current path of indebtedness shows a permanent venture into economically unfavorable
territory,"” says John Silvia, chief economist for Wells Fargo Securities. "It feels like we are on
a runaway train where the engineer, conductor, brakeman, and some of the passengers are

drunk on power and speed."

He's not alone among economists questioning the wisdom of high deficit spending, coupled
with high and rising debt and policies that worsen these problems.

The United States now faces the highest deficit in its history — $1.4 trillion. This is 13 times
the number of people who have ever lived, or $4,500 for every person living in the U.S. (Silvia
pointed these numbers in a Nov. 5 commentary titled "Did the Nation Overdose on Debt?"
published on wachovia.com.)

The amount of debt as a percentage of Gross Domestic Product is the most since just after
World War Il. Wartime debt is normally a temporary problem and has not historically damaged
a country's ability to grow. But the trajectory of trillion dollar deficits for years to come, total
debt approaching $13 trillion and accelerating and looming policies like cap and trade and
health care reform pose a real concern for citizens.

As well as worry investors all over the world.

Yes, short-term deficits due to the collapse in the mortgage and housing markets, and the
subsequent layoffs and unemployment, have contributed to the current debt and deficit
problems. But we're looking now at long-term problems. When other countries have lived with
heavy debt loads, problems only worsen and accelerate the longer the country remains in

deep indebtedness.

In fact, recent studies released by the Congressional Budget Office show that without policy
changes, the annual deficit will reach about 10 percent of gross domestic product within fifteen

years. This is unsustainable.





The primary driver of federal spending for entitlement programs — Medicare and Social
Security — are also poised to accelerate. Such programs are the major component of larger
deficits. Even without the repercussions of cap and trade or health care reform, this growth
alone may derail our national train.

Here are the problems: spending is growing faster than revenues, and foreign investors
finance the growth in debt.

News stories have emerged recently saying that America's vaunted AAA rating and reserve
currency status are in jeopardy. Losing these will affect every state and local rating, increasing
borrowing costs for everyone. If most of our debt were financed by savings of people in the
United States, this would be less of a concern, but 50 percent is being carried by people in
foreign countries, most notably China, Japan and the middle east.

The current administration’'s and Congress' proposed policies create doubt in our ability to
repay our existing debt. Our financiers should be worried.

Half of U.S. debt is owned, and being bought, by investors who should have fewer and fewer
reasons to believe that the U.S. is going to be as reliable a debtor as the past. These concerns
weigh on the dollar and buoy the price of gold.

The Federal Reserve's low interest rate policy may help stock prices increase. Their relative
attractiveness, especially for dividend-paying stocks compared to zero interest on money
markets, is driving their prices higher, not the prospect of a better economy or a more
confident consumer. It's a measure of greatest avenue for profit, not overall consumer
confidence.

In one way, the American already people get this. They have increased their savings and been
paying down debt. The savings rate of the United States has been increasing sharply since the
financial crisis began, after decades of decline. This may help in the long-term.

But, there is a major change in investor habits going on. Fewer and fewer believe that America
is the best place in the world to invest. More and more people are shifting to overseas and
commodity-based investments. This will counteract any benefit from better savings habits.

The country's runaway deficit and debt train must be stopped. Less spending and growth in
the private sector that increases growth in tax revenues is the only way to do this. At some
point, something has have to change. The current trends are disastrous.

Maybe the engineer, conductor and some of the passengers on this train will begin to sober
up.





Or, maybe the people running the railroad will have to be replaced.

J. Dwight is a SEC registered investment adviser and an advisory board member of the Maine
Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Woe, the dismal scientists

By J Dwight , Populist Economics

Sunday, Aug 02, 2009 05:00 am

Well, it seems the "dismal scientists," otherwise known as economists, weren't
pessimistic enough last summer.

Every year, leading economists gather in Grand Lake Stream, for fishing and idea-
exchanging. After last year's confab at Leen's Lodge, | noted in a column called "Entering
the Jurassic Market," they identified these trouble spots: "deteriorating home values,
automaker woes, further bank failures, concerns about home equity losses still to come,
the federal budget, energy prices and the prospect of rising unemployment."

They were generally right, but, only a few predicted the situation would get as bad as it
did.

At one point in mid-September 2008, it looked like the banking system would collapse,
taken down by the so-called ‘toxic mortgages', those ‘velociraptors' and ‘T-rex's' | wrote
about. The Fed and the Treasury acted to stabilize the banking system. They were
successful.

Those mortgage creatures have been killed off, and the labs they were made in effectively
destroyed, but we are still dealing with after-effects: a stalled economy, high and raising
unemployment, and diminished credit availability.

Alan Blinder, former vice chairman of the Federal Reserve Board, argued last weekend
in an op-ed in the Wall Street Journal that the economy has bottomed and there is a
"reasonable chance-that the second half of 2009 will surprise us on the upside...Three
percent [growth in Gross Domestic Product] is eminently doable. Four percent is
possible." That was Blinder's good news.

"That brings me to the bad news: The U.S. economy is bottoming...Layoffs
abound...Companies go bankrupt...Tax receipts plunge...Jobs will take longer, perhaps
much longer, to revive...it's a long, uphill climb to get out," he concluded.

Last year, at this time, a barrel of oil was about $145; as of this writing it is $67. Qil
consumption worldwide has dropped by two million barrels between the summer of 2008
and the beginning of 2009; three million, since the summer of 2007. U.S. demand fell by
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1.5 million barrels-per-day from June to December 2008.

Some postulate that rising demand in Asia, and lower production worldwide, are leading
to higher prices. Chinese demand, some guess, is moving the price back up, unrest in
Central Africa and the Middle East continue to disrupt production, and declining
production in South America add to the upward pressure.

Demand for oil, and oil futures, as a hedge against expected resurgent inflation is another
reason. Fiscal deficits being minted by the Obama Administration and Congress have
increased federal debt to over $7 trillion. Some estimate the deficit will triple from 2008
by 2020 to $21 trillion; others think that level of crushing debt will be reached in less
than five years.

Also, worries that policies like cap and trade and health care reform are expected to
reduce economic growth and create massive dislocation in the workforce and economy.
The concern is that such policies add to deficits, and inflation will accelerate in future
years.

Paul McCulley, Managing Director of PIMCO, the largest fixed income manager in the
world, wrote recently the United States could pursue a course of massive inflation.
"America is in a liquidity trap, driven by private sector deleveraging borne of asset price
deflation ... the answer act irresponsibly ... | see no reason to die from orthodoxy-imposed
anorexia,” McCulley says.

John Silvia, Chief Economist of Wells Fargo Securities, argues that Washington has
"failed to recognize the structural changes in the economy and thereby continue to push
pro-cyclical economic policies in the world of structural change.”

Ideas like the "second stimulus™ are a prime example of misguided policies. Increasing
deficit spending along with proposals to radically alter health care, energy, trade and
workplace rules “create high levels of anxiety among employees and employers," argues
Silvia. More Keynesian-type spending and fiscal deficits also would "amplify the
economic cycle and create risks on the upside for interest rates and inflation."

Silvia also notes that officials in other nations have been increasingly focused on the
development of a currency alternative to the dollar. The dollar has declined since the
passage of the first stimulus, stated Silvia, and more stimulus "will raise further doubts,"
which will lead to more devaluation of the dollar and "possible loss of our near-exclusive
role as the world's reserve currency."

| agree with Silvia— we don't need more Keynesian-style irresponsible spending,
coupled with policies that will create further uncertainty and unemployment and
dislocation. There are four major reasons why | believe McCulley's position — more
spending — is wrong:

« Radically increasing the money supply will cause economic disruption not only in the
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U.S., but worldwide.

* The U.S. economy has bottomed without the aid of fiscal stimulus, much of which will
be spent in 2010. Don't add more.

* The banking intervention has worked to stabilize the system. Let it continue.

« If the policies of the Democrats pass, the structural economic dislocation that's
currently happening will not be remedied. Structural challenges are not solved by fiscal
stimulus; rather, these just prolong and exacerbate the dislocation of workers and the
economy.

The United States is at a crucial juncture for its recovery. Caution is warranted and
radical political policies, | believe, would not have the politically or economically desired
effects. There is much discussion about what else should be done.

Sometimes, doing nothing is the best choice. But then again, I'm just a dismal scientist.

J. Dwight is a SEC registered investment adviser and an advisory board member of the Maine
Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Enough debt, already

By J Dwight , Populist Economics
Sunday, April 12, 2009

Maine's government is ignoring the problems of working families when it puts more debt
on their backs. Mainers are struggling to find jobs, decrease their debt and increase
savings.

So why is the state floating proposals to massively increase the public debt now?

Various legislators and the governor want to add $300 million in general state obligation
debt, which would bring that total to $775 million, up from its current $475 million.

That is a 63 percent hike in one year! Increasing public debt is in a recession, some
would argue a depression, with unemployment approaching nine percent is
irresponsible.

Already, the total public liability for state, local governments and state agencies - not just
the Legislature runs a tab for the taxpayers to pay - is near $13 billion, or a $22,000
obligation for every working family in Maine to pay back.

If taken as a 15-year mortgage at 4.5 percent, the payment would be $160 per-family,
per-month. (On top of mortgages, car payments, student loans, credit cards, etc.)

This means further borrowing on the state level (especially given the spending and debt
financing emanating from Washington) should only be done for exceptionally good
reasons.

I'm still waiting for some.

For example, should Mainers borrow $27 million to make downtowns and historic
buildings look and feel better? Local Maine-based banks are ready to loan to viable
private projects "to improve depressed downtowns and fix up historic buildings" in our
communities.

Affordable housing vacancies are rampant across the state - adding $200 million worth,
as proposed by Senate President Libby Mitchell will glut the market. Should we borrow
to build cheaper housing, so to further depress the prices of our homes and businesses?

What about adding more buildings to the University of Maine?

New buildings look pretty and make professors and students feel good, but they rarely
cause better educational outcomes. Adding buildings to the campus of the University of





Maine will not improve the state's ability to keep graduates here, or bring needed private
sector jobs.

Moreover, less than 60 percent of the graduates leave the University of Maine system
with private sector jobs, and even fewer with jobs in-state. (This is even after a 50
percent drop out rate.) More buildings for this result not a good investment. Improve the
outcomes first.

Let us take up the $80 million "Land for Maine's Future" proposal. Should Mainers
borrow so the environmentalists and tourists can have a better view? Or should those
who want it, pay for it? Gov. Perceivably Baxter built the entire 200,000-acre park that
now bears his name with private money. What is wrong with that model now?

Almost four million acres of Maine's twenty-two million acres are already preserved,
almost 20 percent. This investment costs Maine a significant amount of tax revenues -
an estimated $220 million in revenues annually, if these lands were held by private
hands.

Further diminishing the state's ability to collect revenue by taking more land out of tax
circulation is not a good idea. Adding to the state's debt burden to do so is frivolous.

Buying more land will not save Maine's future. Less public debt, however, will.

Public bonding is like credit card debt, backed only by the state's economic ability to
repay it. If the state defaults, bondholders cannot request the State House, the Blaine
House or Baxter State Park as collateral.

So let's ask: What is the current ability of the economy and people to repay this debt?
With over 90,000 families now receiving food stamps and near 9 percent unemployment,
Maine's ability to pay its debts is increasingly in doubt.

In total, there is almost $4 billion of future liabilities owed by the people of Maine just to
the state, including the unfunded portion of the state employees' pension system
stemming from past borrowing to balance budgets.

Add the estimated $6 billion now borrowed by county, municipal and local authorities
brings the total liability to $10 billion. All of the state agency borrowings add another $3
billion. This brings the total to $13 billion, or that $22,000 per working household.

Hey Augusta - isn't this enough?

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Is there a doctor in the house?

By J Dwight , Populist Economics
Sunday, February 15, 2009

In "Jurassic Market" and "Assigning Blame for the Bailout," two of my previous
columns, I described the mating of new mortgage creations with bad lending practices to
create the Subprime Mortgage Monster that Destroyed America.

This beast has been running around the financial landscape, creating havoc. It is larger,
more destructive and more difficult to control than first thought. Millions of jobs have
been lost and we have yet to pen this beast and figure out how to control it.

However, we are trying our level best to ignore it.

Here is the problem: about $1.5 trillion of subprime mortgages were issued during the
recent real estate bubble. These were put into pools by brokerage houses, who created
new mortgage securities (derivatives). These were sold in strange pieces to banks and
insurance companies.

About $452 billion of mortgages tied to these creations are thirty days past due,
effectively in default. Some $948 billion in mortgages are current, but are marked-to-
market at less than fifty cents on the dollar. No one is willing to trust what's in them. The
complex structures of the mortgage-backed securities prevent it. The only way to trust
these complex structures is to re-finance the original mortgages. That is not easy to do.

Because of this overhanging problem, the secondary market for new mortgage issue is
not working. It is severely hobbled and effectively closed. Most of the talk and walk by
the Treasury and Federal Reserve has centered on trying to revive this market, without
success.

I believe we are not making the same mistakes that were made in the Great Depression:
over-tightening interest rates, letting the banking system fail, increasing taxes, imposing
tariffs and not allowing wages to decline. But we are making mistakes nonetheless. One
of the mistakes is to overspend on programs that have little or no impact on private sector
growth or stability.

Like trying to stabilize a patient in the emergency room after a car crash, ER doctors
must quickly and accurately diagnose the injuries, and move to stanch the flow of blood,
reduce shock, and stabilize the primary systems.





Yet instead, all we heard from the newly appointed government ER docs were complaints
about how the patient binged on alcohol, the cops didn't do their jobs, the doctors
previously assigned were incompetent, and this is "the worst situation since the Great
Depression."

They were running around the ER yelling that the patient is going into cardiac arrest, and
that they are the only ones that could "jump-start™ him to recovery. So they decided to
administer an immediate prescription of a cocktail of stimulus drugs in a drip bag.

This cocktail includes inducements to improve his reliance on government programs,
appetite suppressants to reduce the patient's dependency on fossil fuels, a mainline of
broadband in rural areas to improve delivery of media and propaganda, potent
hallucinogenic mixtures designed to have the appearance of economic growth by adding
new government buildings, schools and 'rural development projects’, and drugs of old
weatherization programs designed to ‘put on more sweaters' on the patient's home.

None of these drugs had anything to do with addressing the ‘root causes' of the problems
bedeviling the patient: The dead secondary market for mortgages and their derivatives.

Many of these stimulus drugs won't take effect for several years and may at best work
against better homebrewed remedies the patient can self-administer.

Additionally, the side effects of these drugs could cause an inflationary fever to grip the
patient, causing other problems as yet unforeseen.

The patient, meanwhile, was still breathing and trying to fend off well-meaning nurses
and volunteers and government representatives ready to ply him with lollipops and cups
of water.

Dusting himself off, the patient should have looked around, seen his family in the waiting
room, and through all of the hubbub, just walked out of the hospital and resolved to "not
do that again™ and rebuild his life in the real world.

He knows the damage he caused and knows that some pain is involved in the
rehabilitation. He just wants to 'get on with it and is not afraid of doing the hard work, if
the well-meaning interns and nurses would just get out of the way.

Unfortunately, when it was asked, "Is there a doctor in the house?" the answer was yes.
(And it was the least funny of the Marx brothers who happened to answer: Karl.)

But stay tuned anyway for upcoming episodes of "E.R. Washington D.C."

How will it end? Probably the patient waking up to find out his new doctors were not up
to the job, and prescribed the wrong medicine.

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Nothing to feaf, but uncertainty

By J Dwight , Populist Economics
Sunday, March 15, 2009

Uncertainty and fear about the future sparked the worst financial start to a year
ever.

The market was down over 24 percent as of March 6. Investors passed a resounding
vote of no-confidence in the current policy choices of the political party in charge.

The vote was significant. Of the estimated $19.6 trillion of stock holdings, 61 percent
are held by households and mutual funds - the public, in other words. Stock markets
matter.

Yet it is difficult to be anything but pessimistic about the prospects for the economy
or the market. The Obama administration seems intent on repeating mistakes
Hoover and Roosevelt made during the Great Depression:

n Increasing taxes at the wrong time. "Cap and trade" taxes on carbon emissions are
estimated to be a annual minimum burden of $5,000 per-household in America.
People fear the cost of electricity rising.

n Fiddling while the banking system burns. No concrete proposals have come from
Congress or the Obama administration to address the banks, which is increasing
uncertainty and fear.

Other mistakes are being considered:

n To nationalize, centrally direct, and impose price controls on a major employer,
health care. This would create more uncertainty.

n To institute irresponsible ongoing budget increases to already large entitlement
programs, doubling the national debt. This would create more fear of crushing debt
and inflation.

n Increasing wages. Card-check unionization will drive wages and hurt the economy,
which would injecting fear into businesses and families nationwide.

Is this hope and change? It sounds more like fear and uncertainty.
Last week, two important business and financial leaders reiterated their belief in the

long-term strength of the American economy, but they indicated Obama and the
Democrats were on the wrong path, which is creating fear and uncertainty.

Warren Buffett, chairman of Berkshire Hathaway, believes it is the job of both parties





to focus on the "Economic War" before all else. He says the majority party has the
responsibility to not propose "inflammatory polices and spending,” if it wants unity
with the minority party during a time of crisis.

Buffett voted for and often advises President Obama, but he still says, "l think card-
check is a mistake. | am against card-check to make it perfectly clear."

He urged President Obama and Congress to pull back from the new policies and
massive spending proposed in the budget, to focus on reviving the economy first.

Since the near-collapse of the worldwide financial system in September, Buffett said,
people have been in a self-perpetuating cycle of fear and uncertainty.

He noted it occurred during the changeover of administrations and the lack of clarity
and unity of purpose in political leadership. Now it's being exacerbated by polices
and spending that provoke backlash from the minority party and the public.

The Democrats must focus on the economy, reduce uncertainty, reduce
irresponsibility, and communicate unity of purpose on needed economic policies and
actions. Reduce uncertainty, fear will subside and the economy will revive.

Ben Bernanke, chairman of the Federal Reserve, then spoke calmly about stabilizing
and reviving the banking system on March 10, in a pivotal speech at the Council on
Foreign Relations. The speech touched on global nature of the problem and need for
a comprehensive global reform. Bernanke even contends that 'stimulus’ isn't
necessary, repair the banking system, things will take care of themselves.

In answering, "Since the end of the Cold War ... haven't we been witnessing
democratic capitalism sowing of the seeds of its own destruction?" Bernanke
responded this way:

"We have to remember, first of all, that capitalism, broadly construed, has been an
enormous success. In various forms it has been responsible for essentially all of the
remarkable growth in the world economy in the last 150 years ... Capitalism is easily,
to my mind, the only real alternative to organize economies, if our goal is to increase
the living standards of average people.”

With clarity and hope, the markets rallied over six percent the day of his reasoned
speech. His firm confidence in the ultimate resolution of the crisis helped settle
jittery nerves.

Politicians in Washington, D.C., here in Maine and all those in between and far
beyond need to listen: irresponsible policies, reckless spending and crushing debt are
not the answer.

The message needs to be real action.

We have nothing to fear, but uncertainty itself.

J. Dwight is a SEC registered investment advisor and an advisory board member of the
Maine Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Peering down the barrel

Sunday, May 10, 2009 05:00 am

Over the past several months, the Baldacci administration has announced cut after cut in state
spending to deal with dropping revenues. Maine has experienced a decrease in annual state-
generated tax revenues of $315 million - over 10 percent, a shortfall that is not expected to
recover for four or five years.

I think the administration and majority Democrats haven't been clear about the troubles facing
the state. Even the Republicans have not come out strongly enough to reveal the significant
problems facing the state government regarding state tax revenues.

The problem has been glossed over by a bailout of the state by federal stimulus money, which
has made it appear that the drop in revenues will not be as difficult to handle as it really is.
And despite announcements to the contrary, the governor is not seriously considering
structural changes that will help put Maine on a more sound financial and economic footing.

The state has been incapable of making structural cuts in programs or spending, while instead
passing the problem onto school systems and local governments, and to citizen paychecks and
savings accounts. Broad-based tax increases are coming. In fact, they are inevitable.

The Maine Center for Economic Policy, a fond supporter of the state workings, has said the
only alternative to cope against dwindling revenues, is, you guessed it, "to raise taxes."

In a recent paper published April 30 by MECEP, the organization states the only way to help
Maine out of the recession is to "Preserve State Spending.” The way to do that is increase
taxes. This is not surprising, as 60 percent of MECEP's funding came from state agencies over
the last 10 years.

MECEP proposes increasing taxes on those earning over $250,000, hoping that it will make up
the revenue shortfall without impacting overall demand. But, since few in Maine earn over
$250,000 annually, I don't believe this strategy will work well here. Many Mainers with such
incomes (and estates to match) have moved, or are moving out of state, because of Maine's
comparatively higher income and estate tax levels.

It is well known that L.L. Bean's founder died a Florida resident, because of Maine's tax





policies.

For years, state and local spending has increased faster than Maine's economic growth.
Legislators and policymakers like to ignore the structural problems caused by this fact. This
has led to years of over-regulation and over-taxation, which are problems that will take

structural change to rectify.

To balance the budget, cuts in education funding and revenue sharing are moving through the
Legislature, along with administrative moves to decouple Maine further from indexing and
reducing the standard tax deduction for Mainers. These moves will increase the state's take of
your income. Expect real estate taxes and income taxes (unless cut in a reform bill) to go up,
since almost no real cuts are being made at the state level.

The Legislature and the governor are literally ‘passing the buck’ to local and county
governments and school systems and blaming changes in the federal tax code for their
problems. This is not being clear about Maine's problems.

They hope that as the economy recovers revenues will return to more "normal” levels soon,
but that is unlikely to happen. A return to normalcy after the cataclysm in the markets in

years away, not months. Mainers, however, will consider taking action this fall.

Two proposals are before Maine voters this November: TABOR (Taxpayer Bill of Rights) Now:
An Act to Provide Tax Relief; and More Green Now: An Act to Decrease the Automobile Excise
Tax and Promote Energy Efficiency. These citizen's initiatives are a response to a failure of
policymakers to rein in spending, and do nothing about an unfair tax on Maine's vehicle

owners.

TABOR, a spin-off of the bill of the same name defeated in 2006, would limit increases in local
and state spending; voters would have approve increases. It would limit increases in the gas
tax, which is indexed to inflation. It would limit state spending to population growth plus
inflation, and local spending to increases in personal income. And it provides mandated

transparency so that you can see where the money is being spent.

The More Green Now initiative may save average Mainers around $1,000 in taxes over the
lifetime of a car by reducing auto excise taxes by 50 percent, eliminating the sales tax on new
hybrid and energy efficient vehicles and the first three years of excise tax on new such
vehicles. This is intended promote cleaner air and greater fuel efficiency.

The issue facing the administration and Legislature is this: dropping revenues are forcing
structural changes to spending which they are either unwilling, or unable, to take. Raising
taxes, as some like MECEP argue, just isn't an option.





The state has to bite the bullet. Otherwise, come November, they might end up taking two of
them.

J. Dwight is a SEC registered investment adviser and an advisory board member of the Maine
Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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Stop the turbines

By J Dwight , Populist Economics

Published: Sep 27, 2009 1:14 am

"You begin to feel like you're being used," a long-time Maine Audubon supporter and state
legislator told me about the wind power movement in Maine. "There seems to be no real

benefit to the people or communities of Maine."

What? We are being used? No benefit to the people of Maine? Won't wind power decrease
carbon dioxide emissions and fossil fuel use, increase employment, while sending millions of

dollars to the state government in taxes?

Nope. Nope. Nope. And, well, nope. Here's why: Not one of those high-minded objectives has

been achieved by installation of over 35,000 wind-turbines in Europe.
Why do we think it will work any better here?

For Maine, wind turbines are imported from other states and countries, financed by shadowy
hedge funds and private equity firms, and buoyed by national debt financing. If turbine farms

were solely privately funded projects, they wouldn't be so bad.
Instead, they are built on the backs of the taxpayers, to benefit wealthy corporate interests.

There are four subsidies for the wind power industry: 1. direct grants (of which already $1
billion has been awarded this year alone); tax credits (30 percent to developers when the wind
farm is 'turned on'); a subsidy of 13 cents per kilowatt-hour produced from federal
government in the form of direct cash payments and carbon offsets; and 'First in line' status
for every kilowatt-hour produced.

The immense subsidies more than offset any public financial benefit from their existence. So
turbines offer the prospect of receiving little or no return, while destroying scenery and killing
tens of thousands of migratory birds. To me, this sounds like corruption.

Why is the combined power of environmental groups, lobbyists and financiers coming to bear
on the citizens of Maine without so much as a "by your leave?"





Money. Lots of it.

I want to prosper just like the next guy, but not on the backs of the workers and teachers, or
our children and grandchildren. Getting rich from subsidies given away by politicians to save
us from "climate change" or to create "energy independence" just doesn't seem honest to me.

Former governor Angus King has been involved in this from the beginning. His company,
Independence Wind, has received a permit to install 22 turbines in Roxbury. King has said he
wants to leave a "legacy to the people of Maine" in the form of dozens of wind turbines and

farms.

Opponents are saying that King's company stands to generate almost $100 million from this
project alone. Yet given the subsidies, this and other wind farms will contribute little or
nothing to the revenues of the communities in which they are placed, or the depleted coffers
of the state of Maine.

All the benefits are mitigated by the giveaways.

The only tangible benefit, Independence Energy's offer of subsidized electricity to residents of
Roxbury, amounts to nothing more than a bribe.

Why should Mainers pay for the electricity produced by wind farms at all? We should get it for
free, and the state should get royalties from wind farms.After all, we are paying through our
taxes and the additional debt issued by the federal government to pay the subsidies to these
projects.

Why should we pay twice?

Worse, a report was filed in August with the Ocean Energy Task Force, a state committee that
advised the Legislature and governor on offshore projects like wind, on the subject of
instituting lease fees and royalties to site offshore wind projects, but our elected officials,
bureaucrats, and environmental groups seem keen on giving away this potential revenue.

Other states do not. Why should Maine?

Too many questions still linger on wind power. No wonder people in Maine are questioning
motives of wind power advocates, including environmental groups who now support it, after
years of opposition. Even prominent Maine ornithologists are willing to accept the slaughter of
tens or hundreds of thousands of birds to spare us climate change.

Is the premise behind wind power development even valid?

The sky will not fall. The seas will not rise to strike the unfaithful. Neither will the earth
crumble beneath the feet of the unbelievers, nor, for that matter, the believers, if we do not





build windmills.

Maine, and every state in the Northeast, should put a moratorium on granting new permits
until the details of wind power are worked out.

J. Dwight is a SEC registered investment adviser and an advisory board member of the Maine
Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.
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The long view on energy

By J Dwight , Populist Economics

Published: Oct 25, 2009 1:21 am
Short-term thinking on energy is going to cause some long-term problems

Ask Paul Edmonds, vice president of National Semiconductor in South Portland. In August, he
wrote in the Portland Press Herald, "An inefficient regulatory system and lack of long-term
energy strategy are conspiring against Maine citizens and businesses."

I was intrigued. So | called him. He told me, "High electricity costs are a threat to
manufacturing competitiveness in Maine."

His points should be well-taken. National Semiconductor employs are over 450 full and part-
time workers at their plant in South Portland. So, is it time for Maine to wake up and re-think
what its elected representatives and state government are doing?

Maine already pays on average 40 percent more than the national average for electricity. The
policies being pursued by our legislators and the governor will only make that problem worse.

Current policies may provide short-term employment to heavy construction companies and a
few permanent jobs, but they threaten sustainable, permanent, high-paying, high-tech jobs in
Maine. For example: only one permanent job was created for every 38 construction jobs on
the Kibby Mountain windfarm, according to numbers cited by the governor's office.

Edmonds makes a point of hiring graduates from the University of Maine's school of
engineering, he told me in an interview. About 50 percent of the plant's employees have
undergraduate degrees for better. The remainder are high school graduates that are hired and
trained by the company.

These jobs are directly threatened by short-term, shortsighted energy policies.

Here's what | mean:

= Sources of electric power in Maine already exceed the statutory 30 percent renewable and
efficient standard by 140 percent. An enviable 42 percent of power produced and supplied in





Maine comes from co-generation, biomass or hydro. We have enough power generating
capacity.

= Maine has an excess of power supply. Maine can produce over 3,200 megawatts, but uses
only 900 on an average day. The New England grid has 33,000 megawatts of capacity and

uses, on average, about 16,000. According to a report issued by Goldman Sachs on October
11, New England has an electricity overcapacity of 15 percent to 20 percent until after 2020.

And New England already has the transmission lines and location to produce an additional
1,200 megawatts of power for only $500 million at Seabrook Station in New Hampshire,
according to Lisa Linowes, an energy analyst from Windaction.org, who spoke at a recent
public meeting in Rumford.

This power, she added, would last another thirty to fifty years. So why pay higher electricity
costs for power we do not need, when we are already exceeding renewable standards and
have more than enough capacity in the existing system?

= Central Maine Power is now owned by a Spanish utility, the conglomerate Iberdrola. CMP
wants to add $1.4 billion of transmission line to accommodate wind farms.

But in an Oct. 19 column in the Portland Press Herald, William Downes, an energy financier
from Cape Elizabeth, said, "Any and all costs incurred by a grid operator are passed onto
consumers in higher electricity rates, and any monies provided by the government must be
made up elsewhere in the form of higher taxes. So, either as a ratepayer or a taxpayer, all the
costs of wind power will be paid out of everybody's pocket."

What will all this investment really cost us?

* Qur fuel supplies do not come from overseas.

About 52 percent of Maine's electric power is fueled by clean natural gas, of which almost 100
percent comes from the Canadian Maritime Provinces and the United States. Eighty percent of
our heating oil comes from Newfoundland. Wind power will not reduce our dependence on
overseas energy sources - or our electric bill payments to Spain.

Edmonds, at National Semiconductor, advocates competitive measures like reducing
permitting processes for all power supplies, cutting ties with 1ISO New England, and
reconstituting a locally focused power company or companies like Kennebunk Light and Power.

If we again become independent and implement better policies, he argues, electricity charges
could drop to less than eight cents per-kilowatt. This policies would lower our light bills and
keep the money at home, where it is needed. Now that's sustainability.





Perhaps, if our elected representatives would listen to people like Edmonds, or Downes, or us,
the people that pay the light bill, we would have better energy policies.

It makes you wonder why they aren't.

J. Dwight is a SEC registered investment adviser and an advisory board member of the Maine
Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.






Sun”Journal

Turning ourselves green

By J Dwight , Populist Economics

Published: Aug 30, 2009 1:39 am

There has been much press and advertising lately about "green jobs" being, or about to be,
created by construction of wind farms and other renewable energy sources. President Barack
Obama, in fact, has used Spain as a model for pursuing sustainable energy projects.

But for every four green jobs created in Spain, less than one was made permanent, according
to a study released by Spain's Universidad Rey Juan Carlos in March 2009. Spain's experience
also shows for every permanent green job created, nine permanent jobs were destroyed.
Creating green jobs, then, is touted as a "Bridge to the Future," but it looks like a "Bridge to
Nowhere."

Maine faces a similar, if not more tenuous, situation than Spain.

A report released last week by the American Center for Capital Formation noted that Maine
could face an additional 6,000 to 9,000 job losses if federal "cap and trade" legislation is
passed, the mechanism by which many of these green jobs will be created. Cap and trade,
essentially, would tax emitters of carbon dioxide, and use the revenue — about $15 billion —
to fund renewable, sustainable energy development.

Maine's most recent unemployment figures say there are about 59,000 now, up from 37,000 a
year earlier. There are approximately 700,000 people total in Maine's workforce, for an
unemployment rate of around 8.4 percent. Passing cap and trade could drive Maine's
unemployment rate above 10 percent, adding about 7,500 to the ranks of the unemployed.

To do this in a deliberately destructive government policy would be simply unacceptable.
Cap and trade legislation that uses Spain as a model for the United States will be considered
this fall by the Senate. Reps. Chellie Pingree and Mike Michaud have already voted yes on

such legislation, earlier this summer.

Heavy electricity users like L.L. Bean, National Semiconductor, Fairchild, IDEXX, and others
could face steep increases in energy costs in the near future, if this legislation is passed. Their





employees would face further downsizing, or cuts in benefits, as new rules are implemented.

These companies already are dealing with higher than average electricity costs, because of
legislation like the Regional Greenhouse Gas Initiative passed a few years ago. The United
States could also face a situation where much of our steel, aluminum and metallurgy — which
takes a great deal of electricity — would be outsourced to countries like Brazil, China and
Australia, which are opting-out of such economically destructive policies.

The report on Spain's experience noted that tax credits, government debt, and electricity rate
increases were used to spur development of renewable or sustainable energy sources. This is
just like the Obama administration and organizations like the Natural Resources Council of
Maine are pushing in Maine.

The intentional misallocation of societal resources in the form of tax credits for construction,
higher utility costs, and government debt, have put Spain behind in the race for new and
innovative ways to solve the energy demand, and in the ability to recover from the current
recession.

For every megawatt of wind-power constructed, permanent back-up power sources are
needed. Wind and solar power are not reliable electricity producers. They are kind of like
alcoholics in the workforce — always calling in sick just when you need them, forcing more
reliable workers to pick up the slack.

Spain's experience also showed that spending societal resources on wind power actually
increased its carbon-footprint. Ironically, Spain's annual emissions of carbon dioxide have
increased by nearly 50 percent since the launch of the subsidized "green jobs" program, as
noted recently by the Institute for Energy Research, the U.S. Energy Information
Administration (EIA). Conventional fossil fuel energy sources were needed to keep electricity
flowing when the wind abated.

Groups like the NRCM claim, "Wind power emits no mercury, no air pollution, no carbon
dioxide, no need to mine coal, and alleviate the demand for natural gas!" But the experiences
of countries that have actually invested heavily in wind power like Spain, Germany, and
Denmark prove the opposite.

The National Post has reported, "Denmark, the most wind intensive country with 6000
turbines generating 19% of electricity from wind power, they have not been able to close one
fossil fuel plant and to their dismay, 50% more electricity was needed to cover wind's
unpredictability, and CO2 emissions rose 36%b."

"Niels Gram of the Danish Federation of Industries says, "windmills are a mistake and
economically make no sense.” Aase Madsen, the Chair of Energy Policy in the Danish





Parliament, calls it "a terribly expensive disaster."

"The German experience is no different,” reported the National Post. Der Spiegel reported that
"Germany's CO2 emissions haven't been reduced by even a single gram,” and additional coal
and gas-fired plants have been constructed to ensure reliable delivery."

So, if wind power does not decrease the use of coal or gas, does not decrease CO2 emissions,
does not produce permanent job gains, and in fact destroys jobs, increases electricity costs,
and increases CO2 production, what does it do?

One begins to wonder if cap and trade is the equivalent of economic self-mutilation.

J. Dwight is a SEC registered investment adviser and an advisory board member of the Maine
Heritage Policy Center. He lives in Wilton. E-mail jdwight@gwi.net.





