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draw at any early date (and the Pres­
ident has spoken about the possibility 
of withdrawal before the end of Janu-

ibe^ative organs of
i, in both executive 

George F. Kennan is author most 
recently "Around the Cragged Hill”

hope of coming to terms with any of 
those situations. If we are to with-

i- I
fore. The marauding bands and indi­
viduals will resume their activity, 
and in the absence of any strong 
foreign military force there will be no 
stopping them.

Beyond that, the problem of starva­
tion is one that reaches much farther 
than the aggregations of people we 
have seen on television. As one of the 
nurses pointed out, these wretched 
people are among the more fortunate, 
as is shown by the fact that they were 
able to walk to the places where they 
are collected. There are presumably, 
further afield, even greater numbers 
of people who never showed up there 
because they were too weak to walk at
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______ _ ______ deeper 
problem ine idea seems to be that 
when we have made possible the orig­
inal delivery to the collection points of 
the food that has already been 
shipped or is being shipped to Soma­
lia, our forces will be withdrawn, and 
the United Nations, using other 
forces, will assure the further supply­
ing of these people.

This last seems to me_______ highly uncer­
tain. and even doubtful The situation 
we are trying to correct has its roots 
in the fact that the people of Somalia 
are wholly unable to govern them- 

~ selves and that the erillre terrltoryis 
“simply without a govemmeptTTie 

starvation that we are seeing on tele­
vision is partly the result of drought 
(or so we are told), partly of overpop­
ulation, and partly of the chaotic con­
ditions flowing from the absence of 
any governmental authority.

What we are doing holds out no

it intermittently for most of 
my fife. I have left it unedited, exactly

hen I woke up 
this morning,
1 found the 
television
screen show­
ing live pic­

tures of the Marines going ashore, in 
the grey dawn of another African day, 
in Somalia. It is clear that with a very 
large part of the American public, but 
particularly with that part of the pub­
lic that speak or writes on public af­
fairs, and — not last — with the politi­
cal establishment, there is general 
support for this venture.

There was no proper public discus­
sion, not even a Congressional discus­
sion, of this undertaking before the 
President, only a few days ago, an­
nounced his intention to launch it. It 
would be idle for me or for anyone 
else to come out publicly at this point 
with a questioning of the wisdom of 
this intervention. The action is al­
ready in progress.

Anything that might be said in criti-. 
cism of its rationale would have no 
practical effect in any case, and, to 
the extent that it attracted any public 
attention, would be received as some­
thing tending to demoralize the forces 
now in action by sowing doubt as to 
the worthiness of the effort in which 
they are now involved. I see, there­
fore, no advantage to be gained by 
trying to say anything publicly about 
what is going on.

On the other hand, 1 regard this 
move as a dreadful error of Ameri­
can policy; and I think that in justice 
to myself I should set down at this 
point, if only for the diary, my rea­
sons for this view.

The purpose of this exercise is, we 
are told, to take charge of the chan­
nels of transportation and to assure 
the movement of food to certain ag­
gregations of starving people. The 
reasons why we must do this are, in 
the official and widely accepted view, 
that the people ore starving; that this 
is outrageous and intolerable; but 
that food cannot be brought to them in 
adequate amounts because the sup­
ply lines by which it would have to be 
delivered are subject to harassment 
on the part of armed bands and indi­
viduals along the way, as a result of 
which much of the food is plundered 
and lost before it can reach its desti­
nation. How many of these congrega­
tions of starving people there are, and 
where they are situated, seems not to 
have been clearly explained; perhaps 
our people do not even know.

Why, then, is our action undesir­
able? Firsi because it treats only a 
limited and short-term aspeettif what 
is really a much wider and~

A 1992 diary 
entry anticipates 

a quagmire.

American interest is involved —"this 
obviously is something thai the 
Founding Fathers of this country nev. 
er envisaged or would ever have ao. 
proved. II this is in the American 
rradinoh, then it is a very recent 
tradition, and one quite out accord 
with the genera) assumptions that 
have governed American public life 
for most of the last 200 years.

1 have already pointed to the ab- 
ary), these determining conditions sence of any prior discussion in Con- 
will remain exactly as they were be- gress of this undertaking. This raises 

the question, Why. then, so suddenly 
and without any preparation in public 
or political opinion? If the President 
thought it wise to use our armed 
forces for this purpose, why did he not 
say so weeks or months ago and lay 
the question squarely before Con­
gress and public opinion? The answer 
is obvious: the paralysis of govern­
ment that has existed for the last six 
months — before and after the elec­
tion. This is in itself significant.

But an even more significant ques­
tion is that of the reason for the 

general acceptance by Congress and 
. the public about whai is being done. 

There can be no question that the 
reason lor tms acceptance lies Pri­
marily with the exposure of the So­
malia situation by the American me- 

"Bia, above all, television. The reaction 
would have been unthinkable without 
this exposure. The reaction was an 
emotional one, occasioned by the 
sight of the suffering of the starving 
people in question.

That this should be felt as adequate 
reason for our military action does 
credit, no doubt, to the idealism of the 
American people and to their ready 
sympathy for people suffering in an­
other part of the world. But this is an 
emotional reartinn nm a thnuohtfuJ 
or deliberate one. It is one which was 
not under any deliberate and thought­
ful control — one that was not really 
under our control at all.

But if American policy from here 
on out, particularly policy involving 
the uses of our armed forces abroad, 
is to be controlled by popular emo­
tional impulses, and particularly ones 
provoked by the commercial televi­
sion industry, then there is no place — 
not only for myself, but for what have 
traditionally been regarded as thd 
responsible delil
our government,
and legislative branches.

By George F. Kennan Sf
f--------

Princeton. N.J.
The following is an item, dated Dec. 

in my personal diary, which I

all. They, of course, are not touched by 
our actions.
r The fact is that this dreadful situa­
tion cannot possibly be put to rights 
other than by the establishment of a 
governing power for the entire terri­
tory. and a very ruthless, determined 
one at that. It could not be a demo­
cratic one, because the very prerequi­
sites for a democratic political 
system do not exist among the people 
/in question. Our action holds no prom- 

<ise of correcting this situation.
The upshot of all this is that what 

we are undertaking will assure at 
best a temporary relief for those peo­
ple who are gathered together in the 
camps, and probably a relief that will 
not be completed before our own de­
parture, unless we propose to keep 
our forces there for many months, if 
not years, in the future.

Secondly, this is an immensely ex­
pensive enort. .What we are pouring 
into it must Tun, in the monetary 

sense, into hundreds of millions, if not 
billions, of dollars. This comes at a 
time when our country is very deeply 
indebted and where it is not even able 
to meet its own budget without fur­
ther borrowing. This entire costly 

venture is then, like so many other 
things we are doing, to be paid for by 
our children — the coming genera­
tion. Meanwhile, there are many 
needs at home, particularly in the 
condition of our cities and of the phys­
ical infrastructure of our society, 
which are not being met, ostensibly 
for lack of money.

All this being the case, one is 
moved to inquire into the inspiration 
and rationale of this enterprise.

On Mr. Bush’s part, one must_
sume that the reasons lay largely in 
his memories of the political success 
of the move into the Persian Gulf, and 
in the hope that another venture of this 
nature would arouse a similar public 
enthusiasm, permitting him to leave 
his Presidential office with a certain 
halo of glory as a military leader using 
our forces to correct deplorable situa­
tions outside our country. The action, 
taking during the interregnum be­
tween two administrations, obviously 
saddles his successor with the task of 
completing it. albeit without responsi­
bility for its origin.

The dispatch of American armed 
forces to a seat of operations in a 
place far from our own shores, and
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1, To the military, it’s like, 'You got your $7. Now 
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des of military families.
Instead, the women are 

ibbying Washington, distrib- 

Jee FORT DRUM, A19,CoLl

their anger." He said the commanding general did 
not want the media to hear those concerns. 

‘ Today, in the DeGrace’s tidy living room, the 
women seemed surprised at their anger. They told 
proud stories of relatives who died in Vietnam, an 
uncle still listed as missing in action there, a fa­
ther-in-law who survived the Battle of the Bulge. 

„ They expressed concern that their new-found 
activism might tarnish their husbands’ careers. 
_>ut, DeGrace said, “We’re doing this for them 
___ mse we love them, we’re proud of them and 
we want them home."

DeGrace has drafted an open letter seeking 
public support, and the wives plan to distribute 
copies in parking lots, grocery stores and malls in 
nearby Watertown.

“Why should we feel pity for these people when 
they rejoice over our dead?" the leaflet asks.

“The mission they went there to do is human­
itarian," Galloway said, “not to go over and set up 
a government and patrol the streets as police, like 
in Vietnam.”

When DeGrace wore a T-shirt on base with a 
slogan comparing Somalia to Vietnam, she said, a 
man scolded her for endangering morale. Un­
daunted, she plans to paint signs and plant them in 
front yards with the simple message: “Bring our 
soldiers home.”

Galloway said she will be there too with the 5- 
month-old daughter who she fears may never 
know her father. She considers herself a patriot 
but she finds that being tested. “If anything hap­
pens to my husband in Somalia," she said, “I’ll tell 
you what I’d be the first to burn the American 

: flag."

By Tamara Jones 
Wuhingtoo Pm Staff Writer

FORT DRUM, N.Y., Oct 
7—Maria DeGrace dissolves 
in tears when she glimpses 
the crayon drawing taped to 
the living room wait It is her 
6-year-old daughter’s crude 
picture of two Somalis danc­
ing over daddy’s body.

But daddy is not dead, and 
DeGrace, 27, constantly re­
assures her four children that i 
their soldier father is just 
fine, that Operation Restore 
Hope will end soon, that he 
will return home and that 
everyone can be happy again.

But as American losses 
mount in Somalia, DeGrace 
tas become one of the un- 
xranted casualties of the far- 
i way conflict.

“We restored their hope," 
he said angrily today. “Now 
vho’s going to restore ours?" 

Drawn together by fear, 
rustration and pure, raw 
age, DeGrace and several 
ither military wives at this 
krmy post near the Canadian 
order no longer are willing 
o play the role of the good 
oldier’s wife.

Terri Galloway, 24, of 
lannsville, N.Y., whose hus­
band, Andy, went to Somalia 
uly 28, expressed disgust 
nth “bowling parties and 
ake sales,” traditional activ-

GI Wives Al

Speak Out 
In Anger 
Activist Women 

On Army Base

______________ FORT DRUM, From Al

uting bracelets at malls and taking a very public 
stance against the U.S. role in Somalia.

“Women are more willing to speak out now than 
during Vietnam because the role of the wife, 
whether civilian or military wife, is a lot different

now," Galloway said.
Sophisticated technology and telecommunica­

tions also mean that the military wife has become 
far more informed about her husband’s mission and 
political issues surrounding it. Besides watching
C-SPAN to follow legislative debates on Somalia, 
the wives can use electronic mail to stay in more 
immediate touch with their husbands.

Questions these women ask go far beyond, 
“When can my husband come home?”

' Today, they demanded to know who is funding
Somali warlords, why Defense Secretary Les Aspin 
refused a general’s request for more armored sup­
port there and why President Clinton, in De- ;
Grace’s view, “cared more about his health plan
than about his soldiers in Somalia." i

“The thing that bothers me is that we cut the ■{
military budget, and now we’re paying 'with sol- gy* 
diets'lives," said Eileen Lynch, 31, whose husband 
just returned from Mogadishu. “There’s no excuse 
for these men to be pinned down 16 hours. Where

was our armor?”
The wives also charged that military cutbacks

have forced families to dip into personal savings to 
supply soldiers with such basics as aspirin, antifun­
gal cream and even sneakers.

“They go through tennis shoes like crazy over 
there," said DeGrace, who said she has had to fend

off bill collectors because of expenses incurred sup­
plying her husband.

Lynch recalled a long shopping list that her hus­
band’s unit distributed before its deployment last
December. “I spent over $200 on supplies the
Army was supposed to supply," she said. The Army 
win not reimburse them, she said.

“If President Clinton is going to keep them
there, then, by God, he should give them every-

ammitnifion *

Lynch said.
After taxes, according to DeGrace, her hus­

band’s combat pay amounted to “$7-a-month extra.

shut up.”’
The seeming futility of Operation Restore Hope 

has persuaded Lynch’s husband, a career soldier, 
to quit after 10 happy years in the service, she
said. Although the family is returning to civilian life 
in her native Emmetsburg, Iowa, in December,
Lynch said she would continue protesting U.S. in­
volvement in Somalia.

“I may be leaving here," she said, “but I’m taking 
a yellow ribbon with me and dipping the ends in red 
for the blood of soldiers who have been killed there. 
When we pull out, we should destroy every building 
we’ve built for these people. We should destroy 
every water hole we dug for them. Leave them 
nothing. Let them go back to starving."» 1

Tonight, about 70 Fort Drum wives gathered at 
a base chapel for a briefing about the Somalia mis­
sion. R.D. Murphy, the base’s civilian public affairs 
director, ordered a reporter to leave the family 
support meeting, saying:

“These females’had come, in part, “to vent
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Friday, October 8,1993New Jersey Senator Also Says NAFTA Is Vital to U.S. in Context ofChanging Global Scene

L
By Dan Balz

must help alleviate the economic
anxieties of American workers

change. ‘ 1 ■■

9

CO

transformations occurring simulta* 
the end of the Cold War; an 
i in world markets; the

knowledge revolution; and the drain 
of the mushrooming national debt.

These changes, he said, have 
produced substantial economic dis­
location in this country even as they 
offer the possibility of dramatic eco­
nomic growth in the future.

Airport Study Still OniX 

■ The House yesterday de­
feated an attempt by Rep. 
James P. Moran Jr. (D-Va.) to 
block a Clinton administration 
study of the airline slot system 
at National Airport.

National is one of four U.S. 
airports in densely populated 
areas at which takeoffs and 
landings are controlled by res­
ervations, or slots. The slot sys­
tem, in effect since 1969, dis­
tributes aircraft among the re­
gion’s three airports, reduces 
jet noise in residential areas and 
controls traffic congestion. '

The Clinton administration is 
reviewing the slot system to 
determine, among other things, 
whether additional slots would 
stimulate competition in the air­
line industry. The other airports 
with slots are La Guardia and 
Kennedy in New York and 
O’Hare in Chicago.

Airport anti-noise activists, 
many of whom live in Moran’s 
congressional district, say ad- 

di^onal slots at National Airport 
would lead to more noise.

Bradley said the country would 
be foolish to resist the changes, 
adding that he would assign “abso­
lute priority” to approval of the 
pending North American Free _ _________ _______
Trade Agreement (NAFTA) with trapped in the currents of global

“To pass NAFTA is to take the « To ease the transition, Bradley

Union Official Indicted \/
■ The president of the union 
that represents uniformed Se­
cret Service employees has 
been indicted on federal charges 
of illegally working at a second 
job while on sick leave from the 
agency, authorities said. 

Peter W. England, 48, pres­
ident of the 400-member Uni­
formed Officers Association, is 
due to stand trial Dec. 8 in U.S. 
District Court in Alexandria. His 
lawyer, Steven A. Allen, con­
tended yesterday that England is 
being prosecuted in retaliation 
for union activities, a statement 
disputed by investigators.

England is accused of making 
at least $2,500 in the second job 
while on sick leave from October 
1989 until his retirement in De­
cember 1991, despite Secret 
Service rules barring such work. 
Another former officer, Theo­
dore T. Rybicki, 43, was indicted 
on similar charges involving out­
side work allegedly done while be 
was on a 23-month sick leave 
that began in October 1990.

Authorities said England and 
Rybicki worked on construction 
jobs and had pay checks issued to 
Rybicki’s wife, Karen, 43, who 
also was indicted. England and 
the Rybickis pleaded not guilty to 
the charges on Monday.

tank. teed health care coverage, lifetime
“I cannot help but see NAFTA as education and training and guaran- 

the test case of whether we hold on teed pension benefits upon retire­
ment/.

The ecoot

best hopes for creating jobs in the ited” because of the size of the na-
next few years. tional debt and his fear that too

But Bratpey said the government much government would dampen 
the dynamism of the marketplace.

The “narcotic <rf debt” Bradley 
said, requires that government must 
spend less money and with new pri­
orities: less to income transfers un­
related to need and more to invest­
ment, infrastructure and education.

Bradley, a senior member of the 
Finance Committee, said he would 
begin hearings later this year on the 
pension issue, but refrained from 
offering specific plans for health 
care or education.

He said his purpose of his speech 
was to provide a larger context for 
a number of policy debates already 
underway and to help the adminis­
tration sharpen the focus of its 
agenda to stress that economic se­
curity was a goal it could accom­
plish during President Clinton’s 
first term.

'Bradley Pushes Economic Security Plan for Workers
C____ Xz.- C___ _ A R TZ’x-J TT 0 S’*__ a x ZZYL____ ?. _ 1. J 0

and lose or transform and win,”
Bradley said. "To pass NAFTA will The economic security platform, 
improve the chances for more jobs he said, calls for a limited govern- 
in American and a stronger econ- ment role: It is not a slippery slope 
omy to deal with the real threats to back to expanded government en- 
American jobs coming from Europe, titlements. It does not attempt to 
Japan and China.” avoid all risks. It does not guaran-

NAFTA’s defeat, he said, would tee income or prevent failure or 
doom any hope for a GATT agree- oversee how people live.” 
ment later and said the loss of both He said the scope of benefits 
treaties would cost the country its were “strictly and intentionally lino-

j Warning of the inevitability of 
global economic and political 
jchange, Sen. Bill Bradley (D-NJ.)
yesterday offered the Clinton ad- ■„ Mexico and Canada.
ministration the blueprints for an . . .
"economic security platform” to challenge head on,” he said in a called for the creation of an “eco-
iprotect American workers without speech before the Center for Na- nomic security platform” that would

ing the federal treasury. tional Policy, a Democratic think provide all Americans with guaran-

In broad strokes, Bradley 
'sketched out a country caught in 
;tbe confluence of four fundamental

neously:t 
explosion
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Intervened in Ethics Panel’s Review of Louisiana Law Firm
r

The RTC staff complaints about Tate areunideni

revious- 
Ued the

ing.

case.

with the RTC.
At the meeting, Tate criticized the proce­

dures the committee had followed in decid­
ing to prohibit the New Orleans law firm of 
Bryan, Jupiter, Lewis and Blanson from han­
dling RTC legal work. The committee last 
summer ruled the firm should be prohibited 
from doing such work because it had alleged­
ly violated the agency’s ethics standards.

Tate’s participation prompted several ca-

The Washincton Post

Friday, October 8,1993

The executive, Stanley Tate, has yet to be 
confirmed as head of the Resolution Trust 
Corp, and has no authority to make decisions 
for the S&L cleanup agency. But he showed 
up uninvited last month at a meeting of a 
special RTC committee that deals with con­
flicts of interest and ethical matters, accord­
ing to members of that committee, who

........................................................ ■ records involving a friend of his who has 
precedented,” the Associated Press quoted a been sued by the agency.

Earlier this year, three top officials in the 
Treasury Department met with representa-

C Nominee
__ /

By Kenneth J. Cooper 
Washington Post Staff Writer

The second-ranking Republican in the House, Rep. 
Newt Gingrich (Ga.), yesterday announced his candi­
dacy to move up a notch and promptly declared the 
four-day race to succeed retiring Minority Leader Rob­

ert H. Michel (R-Ill.) all but over.
Gingrich, a House member since 1979 and Repub­

lican whip since 1989, said that 106 of 175 GOP law­
makers have pledged to vote for him in December 
1994. All that stands in the way of Gingrich’s ascent, 
according to this accounting, are voters who will decide 
whether to reelect him and his supporters to serve in 

the next Congress.
If elected Republican leader, Gingrich dispelled any 

doubt that he would continue his confrontational style 
when he directly questioned the military competence of 
President Clinton and Defense Secretary Les Aspin 

because of their handling of Somalia.
Gingrich specifically questioned whether Clinton con­

trolled the chain of command and criticized Aspin’s re­
jection of a field commander’s request for additional 
armored vehicles. He called for the Democratic-con- 
trolled Congress to hold public hearings to determine 

Whether or not American field commanders are being 

Treasury officials said the meeting was a 
routine session, like those set up by many 
members of Congress whose constituents 
have a problem dealing with the govern­
ment. But career RTC employees said no 
other contractor seeking work with the 
agency has been able to take a case to such a 
high level in the administration.

Jefferson said he did nothing improper in 
offering to help his former law firm.

Jefferson also has tried to help Tate get a 
job at the RTC, sources at the agency said. 
In June, Jefferson was one of 25 members of 
the Congressional Black Caucus who signed 
a letter urging the appointment of Tate to be 
president of the RTC. Tate’s support by mi­
nority members has weakened since then, 
however, as the result of an attack on his 
nomination led by the Rev. Jesse Jackson.

Johnson (Conn.), Robert S. Walker (Pa.), John R. Kasich 
(Ohio) and Tom DeLay (Tex.), secretary of the Repub­

lican Conference.
Several women, a Hispanic, an Asian and an African 

American Republican stood front and center around 
Gingrich in an overwhelmingly white male crowd.

Later, DeLay announced his candidacy for Gingrich’s 
job as whip. Walker, Gingrich’s chief deputy, also is con­
sidering running for the post. Gingrich said he would 
not endorse candidates in contested leadership races.

Much of Gingrich’s announcement speech resembled 
what has become familiar campaign rhetoric from the 
conservative Georgia Republican, including his decla­
ration that the welfare state had failed and had to be 

replaced with “an opportunity society.”
Gingrich denied his reputation as a partisan bomb 

thrower meant he was destructive, and he defended his 
aggressive criticism of House scandals, noting that the 
two officials who were responsible for the House Post 
Office and the now defunct House Bank recently 
pleaded guilty in federal court. He also cited the res­
ignations of former speaker Jim Wright (D-Tex.) and 
former Democratic whip Tony Coelho (D-Calif.) follow­
ing reports about questionable financial dealings.

“1 was a truth thrower and in this town, the truth is a 

bomb,” Gingrich said.

By Jerry Knight 
Wohngtoo RM Sotf Writer

A Florida real estate executive, after be­
ing nominated by President Clinton to run 
the savings and loan cleanup, intervened on

ly attended meetings of the panel, called the! I 

Outside Counsel Conflicts Committee, the| 
committee members said. The committee 

behalf of a New Orleans law firm that has makes decisions, which are supposed to be 
previously sought political help in getting nonpolitical, about whether law firms and 
government contracts with the cleanup other contractors are eligible to do business 
agency, according to officials involved in the

given the support they need in a timely manner by ci­
vilians who frankly don’t know what they’re doing.”

"This is not partisanship. The commander in chief 
has an obligation to be militarily competent,” Gingrich 

said at an outdoor news conference where he was sur­

rounded by 74 applauding supporters.
As an avid student of military history, Gingrich, 50, 

has been a frequent commentator on defense matters. 
But, like Clinton, he also did not serve in the military 
and took a student deferment during the Vietnam War. 
His father was a noncommissioned Army officer and 
once at yesterday’s news conference Gingrich de­
scribed his criticisms as those of “an Army brat.”

Joining Gingrich was a cross-section of House Repub­
licans that leaned toward newer members. There were 
second-term Reps. John A. Boehner (Ohio), Jim Nussle 
(Iowa), Rick Santorum (Pa.) and John T. Doolittle 
(Calif.), surviving members of the "Gang of 7” backben­
chers. Rep. John Linder (Ga.) said 40 of 48 freshmen 

Republicans endorsed Gingrich.
“We standing here today see Newt as the next gen­

eration of Republican leaderhsip in the House,” Boe­
hner said in one of several speeches given by support­
ers. He predicted that Gingrich would “build an action- 

oriented team.”
More senior supporters included Reps. Nancy L.

discuss his role. from government contracts.
Tate was not at his temporary office late z~>The meeting with Treasury officials was 

yesterday and RTC officials said they did not I arranged by Rep. William J. Jefferson (D-La.) 
have his phone number since he has not yet \ who was previously a partner in the law firm, 
been confirmed. Supporters of Tate’s nomi- IJefferson received more than $100,000 last 
nation said he had been advised not to dis- J|year from his former partners, who have 
cuss matters that might affect his upcoming ^agreed to buy out his interest in the practice 

confirmation hearing. * over several years.

spoke on condition that they remain
tified. i - ........

No top official of the agency had previous^ I was a second attempt to use political influ- confirmation by the Senate Banking Commit-

| reer officials of the RTC to complain to news

organizations about what they contended expected to add to his difficulty in winning

ence to benefit Bryan; Jupiter; ' tee, a congressional source said. Tate al-
"This is supposed to be an independent ready was under fire for asking to see RTC

process. This kind of thing is absolutely un-

member of the conflicts committee as say-

The AP said Tate confirmed that he had fives of Bryanjupiter to disoiss the firm’s 

participated in the meeting but declined to complaint that it was unfairly being cut off
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NAFTA and Trade Are Tiny Parts of a Job Revolution

s, BIG LBIGW

THE WASHINGTON POST

What’s significant to critics of

and Canada that will lower tariff 
barriers and help the United

OCCUPATION
Computer analysts, programmers

Data processing equipment repairers 

Social workers

Airplane pilots

Veterinarians

Police and detectives

Designers
Accountants and auditors

College, university teachers

Registered nurses
Food counter workers, short-order cooks 

Textile sewing machine operators 

Timbercutting and logging workers 

Private household cleaners, servants 

Farm workers

Garage and service station workers 

Garbage collectors

Typists

SOURCE: Bureau of Labor Statistics 

jobs in the United States increased 
by 16 million, or 16 percent. Even 
this year, with a sluggish economy, 
employment is up by a million.

But judging from news media 
reports of layoffs and shutdowns, 
you would hardly know it. The 
proMem is that the net gain is not 
spread evenly across the economy. 
While the number of computer 
analysts and programmers almost 
doubled between 1982 and 1991, 
sectors like textiles and logging 
suffered serious declines.

A single company— 
Wal-Mart—now has 490,000 
employees, up from just 64,000 in 
1984, but the Big Three 
automakers employ just 436,000 
production workers, down a third 
in a decade.

Examine the Labor 
Department’s almost absurdly

See BIG MONEY, G2, CoL 3

1991 
1,321

152 

603

101

51
870

527 
1,446

773 

1,712

411
676

80

403 

883
207

43
591
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1987-1991 period were in 
manufacturing.

Manufacturing is dearly 
important, but in the minds of 
NAFTA critics—and particularly 
in Ross Perot’s influential book, 
“Save Your Job, Save Our 
Country"—it acquires an almost 
holy aura. (Someone should 

1982 
719

98

407
69

36

645 
393 

1,105

606

1,372 

419

806

96
512 

1,149

293
63

906

r
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Between 1982 and 1991, the 
number of garage and gJis station 
workers fell by 29 percent, a loss 
of 86,000jobs.

Not even Ross Perot can blame 
the loss of those jobs on 
foreigners. How many Americans

for the same reason—its ability to
produce more goods with fewer 
people. In 1900, more than 
one-third of American workers 
were employed on farms. Today, 
the figure is about 2 percent, but 
because of brains, machines and .
fertilizer, that 2 percent feeds this fake an example doser to home: 

the gas station. The clever idea 
that drivers could pump their own 
gas allowed stations to cut back 
on employment in a highly

CHANGE IN EMPLOYMENT BY SECTOR, IN THOUSANDS

PERCENT 
CHANGE 

84% 

55 

48

46
42

35

34
31

28 

25 

-2 
-16
-17 
-22 

-23
-29 
-32 
-35

NAFTA has become the target-- 
of frustration and anger over lost 
manufacturing jobs, but trade has 
played only a small role in the 
recent upheaval, just as trade 
played only a small role in cutting 

remind Perot that he made his $2 n"mKpr farmorg  
The “culprit^ arip

and brainpower. Manufacturers— 
spurred by foreign and domestic 
competition, as well as by their 
shareholders’ healthy hist for 
profits—have learned to make 
things more cheaply. Frequently, 
that means making things with 
fewer workers, since workers— 
especially in an age of rising 
benefit costs—are an expensive 
part of the production process. 

Look at industries that the 
United States has tended to 
protect from foreign comiietition, 
and you’ll see that the trend 
toward stagnation in

BIU MUNtY______________
Employment's Winners, Losers

BIG MONEY, From G1 

detailed list of occupations, 
including such categories as 
“Hunters and trappers” (1,000, as 
of 1991) and “Elevator operators” 
(just 7,000 left). You’ll find that 
winners vastly outnumber losers, 
and that, despite the conventional 
wisdom, we’re not simply 
replacing good jobs with bad. 

Take “hamburger flippers.” 
That condescending term, which I 
found in a Nexis search was used 
in at least 158 news stories in the 
past year, denotes the dead-end 
jobs that are supposed to be 
sweeping the nation. But, in fact, 
between 1982 and 1991, 
employees in the Labor 
Department category 
“Short-order cooks” fell from 
93,000 to 82,000, while “Food 
counter, fountain, and related 
occupations” rose just 1 percent, 
from 326,000 to 329,000. 

Among the Mg gainers were 
electrical engineers (up 25 
percent), airplane pilots (up 46 
percent), college teachers (up 28 
percent), a highly desirable 
category called “Writers, artists, 
entertainers and athletes (up 27 
percent to a remarkable total of 2 
million), and practically any job 
that involves protection or health.

Still, the plight of losers in this 
dramatic job shift is genuinely 
heart-wrenching; many don’t have 
the skills or education to move to 
one of the new, better jobs.

Between 1987 and 1991, about 
5.6 million American workers 
were “displaced,” meaning that 
they lost their jobs because their 
plant or company moved, shut 
down or reduced its work force.

When they were interviewed 
by the Labor Department in 
1992, one-third of these displaced 
workers said they were still either 
unemployed ot had left the labor 
force, and only 27 percent had 
full-time jobs that were the same 
or better than the ones they lost

What’s significant to critics of 
the North American Free Trade 
Agreement is that 35 percent of 
the displaced workers in the 

nation and sells $39 billion in
exports to the rest of the world. 

Much the same phenomenon is
happening in manufacturing, and,  „  ,
despite the often-grubby nature of competitive business. The result 
both endeavors, we are just as 
sentimental about the vanishing 
production-line worker as we are
about the vanished family farmer.

Sentimentality has its Mace, but
not when it affects important 
public policy dedsious—like a _
free trade agreement with Mexico gotoMexicotobuy theirgas?

billion fortune in the 
quintessential non-manufacturing 
business: selling computer 
senicests governments and large 
corporations.)

We do have fewer 
manufacturing workers than we 
had in 1965—about 18 million— 
but they produce far more. 
During the 1980s alone, in 
constant-dollar terms, total 
manufacturing output rose 38 
percent

Some lower-wage jobs indeed 
have moved to foreign countries, 
but that shift has contributed to 
the productivity that has kq)t 
American manufacturing alive and 
profitable. The profits get 
invested in expansion—or they 
finance pensions or go to 
shareholders who put them into 
new ventures, which hire new 
workers.

In fact, manufacturing, like 
agriculture, is one of the great 

manufacturing gm plgymenthas 
little to do with trade/THelVork 

force in the steel industry, for 
jercenttetween

. steel 
it over 

imports

exam;  
1982 and 1990.16015 

production rose 45 percent 
toe same period whilennpc 
fctax^l thesame: —

By James K. Glassman 
Specal to The Wutaijun Po«t

Behind the bitter debate over 
vhether NAFTA will cost jobs for 
American workers lies a jobs 
•evolution that already is raging 
icross the country, helping many 
workers and hurting some others. 
MAFTA is getting caught in the 
noss-fire.

Over the past decade, the nature 
of the American work force has

dSly.fothe 

United States today, there are far 
more accountants and auditors 
than auto workers. There are 
more social workers than 
metalworkers, more data 
processing equipment repairers 
than miners and oil workers.

Overall, the employment news is 
good. Between 1982 and 1991,

aygthesame.
The main reason for this 

miracles of the U.S. economy , and restructuring was the growth nf

mini-mills, which employ fewer 
workers and use less energy and 
capital

Similar changes are occurring, 
almost unnoticed, across the 
spectrum of American industry.
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Belet Weyne

I IM

■' It is, to be sure, a small 
country, but it is perhaps no

I

Indian
Ocean

fl Mogadishu

ice 
where primary-school children attend 
classes reopened by Somali volunteers, 
where well-baby clinics are actually full of 

des, a placewhere hope has

DJIBO

0

Mites

Clinton Seeks Support 
President Clinton appealed for support 
for an increase in U.S. military force in 
Somalia before a withdrawal within six 
months, but he still faces pressure to exit 
earlier. Defense Secretary Les Aspin has 
emerged as the lightning rod for criti­
cism over the U.S. military mission. Arti­
cles on pages A3 and AIS.

is hardest to draw.

Late at night, after the electric genera­
tor has shuddered into silence, aid workers 
sit in the dark of their U.N.-guarded 
compound here and argue over the mean­
ing of the word “success.”

The accents are different: German.
This week. 14 U.S. soldiers were killed I Scottish and French. And. so are the 

in the bloodiest fighting since U.S. forces i opinions. “If I dig a well and three people 
arrived in December. In response. Presi- i are using it. that is a success," says Klaus 
dent Clinton yesterday ordered reinforce- i Peters from the German charity Caritas, 
ments sent to Somalia. The U.S. forces i But a water engineer has a different 
would be withdrawn in six months, he
said.

From the air over the northern sub­
urbs - where rocket-propelled grenades
are rare-Mogadishu looks like a well-laid-
out town of neat red-roofed bungalows. But
as the plane heads toward the south and
banks and lowers in evasive landing ma­
neuvers. the terrible, gnawed truth of the
place is disclosed.

Here, everything salable has been
stripped and sold. Looters have chipped
away tiles, pulled out copper wire - and
chopped down urban shade trees to make /
charenal At nitrht thp constant rlattpr of xcharcoal. At night, the constant clatter of 
helicopters and bursts of gunfire make 
sleep difficult.
Gloomy Mood

In the U.N. compound, rubble from 
mortar rounds that have hit their marks 
mingles with dusty, new building materi­
al as the U.N. struggles to move its huge 
population out of matchstick-frail prefabri­
cated dwellings to those under concrete

eets
and
t on

On Wednesday night, nerves in the 
compound were so frayed that rumors of 
an infiltrator sparked a firefight between 
the Americans and the various other na­
tional armies camped in the compound. 
Nervous U.S. soldiers burst into the rooms 
of African U.N. personnel, shoving guns in 
the faces of senior staffers they thought 
might be the intruder.

Although the U.N. officially states that 
the emphasis has shifted from the search 
for Gen. Aidid, a section of the southern 
suburbs was thrown into turmoil yesterday 
by an apparent exercise of U.S. psychologi­
cal warfare.

Causing Confusion
Residents say they found leaflets 

printed on one side with a warning that 
anyone who didn’t vacate a large area 
of southern Mogadishu would be deemed a 
militia member and an enemy of the U.N. 
command. The leaflets caused confusion in 
a population - about one million of Soma­
lia's 7.1 million people live in the capital- 
where less than half is literate and few can 
read a Western-style map.

Aid workers say women and children 
could be seen leaving the area heading out 

■xof the city to destinations where food and

' Continued From First Page
warlord Gen. Mohamed Farran Aidid is
misguided. “When you came nere you I workers that the balance between where 
saved a lot of life. Now in this fighting, j they have succeeded and failed in Somalia 
people are dying that you saved before," I
says Dr. Tahlil. “It’s better to seek a i
political solution so that you can collect the
fruits that you already planted."

While the U.N. says it is de-emphasiz-
ing the manhunt for Gen. Aidid. there is j
little evidence of that in the southern i
suburbs of Mogadishu.

bridg^yi
oL^ogatk

St!

By Geraldine Brooks
Staff Reporter of The Wall Street Journal

BELET WEYNE. Somalia - Sitting at a 
tidy desk in his freshly painted office. Dr. 
Tahlil Farah puts the final touches to 
a report on the network of health clinics he 
manages.

His report begins: “Now that the emer­
gency is over and security improved, we 
need to move to preventive care. ..."

Outside, in a makeshift market beneath 
a row of eucalyptus trees, a teenage ciga-

THF PRFS1DFNT HAS SEEN
shelter would be uncertain.

It is for the few remaining foreign-aid 

definition: "Success will be when one 
subcian will agree with another about 
where to put the well and whose camels 
can drink from it. There’s no success in 
Somalia."

But for Somalis like Dr. Tahlil the 
calculus is far less difficult. He looks up 
from examining a five-year-old boy, 
stunted from the famine he survived. “He 
is small alittle^buLheJrilUiemi." the 
doctor saVSl ____
-^^fhe child will survive because\tiie' 
Americans came, and only if they do not 
leave."

rette seller bops to the beat of Somali pop 
music coming from a battered, much-re- 
paired Walkman. A UnUed Nations contin- 
gem^flknSmsolSersTrraFraQred person-

this
lersTrr&T

iarriers still guarda-tfie
i, about 200 miles north 

but there are Somali police on 
as well. Their presence, in navy ben 
^eH-tend£d_uniforms, adds to the 

nohna lcyherer=—
This place, too, is Somalia: a

famine and disease _______
>■—In 1990, just two yeai^ouFTirmedkaE 

school. Dr. Tahlil became a flight surgeon 
in the forces opposed to Siad Barre, 
Somalia’s former dictator. “It was enough 
experience of war. Guns can’t solve any- 

says------------------------- ——'
He supports the U.N. presence, if not all

U.N. soldiers’ actions. "Now we are a free 
I people. If something is wrong, we can say 

Ito the U.N. soldiers] we can’t accept it. 
Before, you couldn't talk to the gunmen.” 

He believes the U.S. Army's pursuit of 
Please Turn to Page A8, Column I

The mood inside is gloomy as nonessen- ! 
tial personnel depart for Nairobi, Kenya. 
Those left behind resign themselves to a 
bunker-like existence in a security situa­
tion that makes it extremely difficult to 
meet any of the Somalis they are ostensi­
bly trying to help.

Adm. Jonathan Howe, the once-ebul- 
lient representative of the U.N. secretary­
general has become paler and subdued. 
“It’s been a terrible week," says Andrew

less I Maner, the retired U.S. admiral’s assis- 
ileal of the whole than that othebsmall I tant. “The last three mornings have been 
Her. the southern suburbs of Mogadi- i spent at funerals.”

lich the U.S. has al
message thar'alkhopein Somalia is/how j
lost in vicious killingaffltdespatrr^

If anything, it is 35-year-old Dr. Tah­
lil who represents the character and mood 
of Somalia - not the grotesque youths 
glorying in dismembered corpses. Dr. Tah­
lil could have left his country as did many 
others with his qualifications. Instead, he
stayed to battle the deadly troika of war, ;

Far From Fighting 
In Mogadishu, Hope
Is Being Restored .

* * # f'*

In Town of Belet Weyne, Chaos 

Has Given Way to School. 
Well Babies and Dr. Tahlil^
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Clinton Abroad

THE PRESIDENT HAS SEEN

At Home

I

0

Potomac Watch
By Paul A. Gigot

j fight to get Mr. Clinton to pay attention to

■
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President Clinton

While Mr. Clinton personally chose 
even sub-cabinet officials on the domestic 
side, at State and Defense he delegated the 
job. So Messrs. Christopher and Aspin, 
two men Mr. Clinton had only just gotten 
to know, picked their own friends for the 
key posts.

Somalia, I am reliably told, was barely 
• on Mr. Clinton’s calendar. Anthony Lake, 
i his national security adviser, still has to

Amid testimony about Bosnia by Assis­
tant Secretary of State Stephen Oxman 
this week, a Senate aide slipped his boss a 
note: “Do you get the feeling you’re throw­
ing pitches at a plate with no batter .’"

Similar questions are being asked all I 
around Washington, in a week that re-

Resembles Bush

foreign matters that aren’t yet crises. His 
advisers even had to
coax him into attend­
ing the G-7 Tokyo 
summit, which no
president has ever

<' missed.
This instinct is

only reinforced by
the fact that this
White House is even
more poll-driven
than George Bush’s.
Pollster Stan Green­
berg has the run of
the West Wing for a reason. His polling on 
Mexican trade, which showed voters cared 
more about health care, is the real reason 
Mr. Clinton stayed out of the Nafta fray for 
so many weeks.

the presidency than Medicare. On the 
same day that Mr. Clinton was giving 
every answer on health care in California. 
Mr. Oxman was giving his non-answers on 
Bosnia, and Secretary of Defense Les As­
pin was showing he had absolutely no an­
swer on Somalia. Speaking to 200 edgy 
members of Congress, Mr. Aspin asked for 
ideas, which is like asking the Pamplona 
bulls for tourist directions.

“An unmitigated disaster.” says 
Richard Lugar, the usually mild-man­
nered Indiana Republican, describing that 
Aspin session. “They had no plan, so they 
had no advocacy.”

In fact, he and Secretary of State 
Warren Christopher had no clue. “There 
is a sense of almost incompetence.” Mr. 
Lugar says. “It’s pretty clear that this 
crew is just not up to the job. They ig­
nore problems and kind of hope they will 
go away.”

Mr. Lugar isn’t just another bull in 
the cut-and-run stampede. He wants 
America to be engaged in the world. 
He’s a Republican who would be happy 
to support a Clinton Somalia policy, if he 
could find one. His worry now. shared 
privately by Congress's cooler heads, 
goes beyond the Somalia fiasco to a gen­
eral incompetence that could ignite the 
very isolationism that our president 
claims to want to resist.

Such worry is justified, because the 
causes of Desert Two (Desert One was 
Jimmy Carter’s Iranian failure) spring 
from the character of this presidency. Mr. 
Clinton has a George Bush problem, only 
in reverse. If Mr. Bush was bored by do­
mestic issues^ Mr. Clinton’s interest flags 
at the water’s edge. He may pay less at­
tention to foreign policy than any presi­
dent since Coolidge.

-

But such results measure opinion be­
fore anv public education or debate. So 
while Mr. Clinton dodges hard foreign is­
sues because of the polls, he gives himself 
little chance to influence the polls. Much 
as Mr. Bush ceded the domestic debate to 

 his adversaries. Mr. Clinton has done the
minded Bill Clinton that there's more to | same on Somalia to the likes of Sen.

Robert Byrd.
The other root cause of the Somalia 

failure is Mr. Clinton’s woolly-minded- 
ness about the United Nations. Indeed, 
we now know Sunday’s deadly firefight 
might never have happened if Mr. Clin­
ton hadn’t put U.S. forces in the service 
of the U.N. The U.N.’s American liaison 
on Somalia, former Admiral Jonathan 
Howe, quietly won a fight inside the Clin- . 
ton administration this summer to dis­
patch elite Army Rangers to pursue war­
lord Aidid. He had to overcome then-Gen. 
Colin Powell to do it. 

Yet those Rangers were cut up last 
weekend because they had no armor 
backup; would an American have commit­
ted troops in such a situation? As Lewis 
Libby, a defense planner under George 
Bush, says, “International bureaucrats 
will tend to spend blood the way other bu­
reaucrats spend money—much too
freely.” 

Mr. Lake, the Clinton security adviser, 
said recently that U.S. military support 
for U.N. humanitarian “peacekeeping” 
around the world can “nurture the Amer­
ican public’s support for our engagement 
abroad.” Somalia shows otherwise. Inter­
ventions that are mishandled, especially 
when no national interest is at stake, 
only make it more difficult for a presi­
dent to rally support when such interests 
are on the line. 

Yesterday Mr. Clinton tried to regain 
control of his Somalia policy, but it’s clear 
he is now in Congress’s hands. He will win 
a vote in Congress next week, if only be­
cause Congress never likes to take respon­
sibility. But his Somalia policy, and indeed 
his policy on “peacekeeping” in general, 
will only go as far as the senior members 
of the Senate allow.

 Mr. Clinton’s foreign disengagement
has damaged his own credibility, not just 
at home but abroad. The Europeans, for 
example, will now understand that Mr. 
Clinton will never be able to deliver one 
of the promised 25,000 American troops to 

 enforce a “peace” in Bosnia. On the

other hand, judging from events in So­
malia. this may be the one silver lining to 
come from Mr. Clinton’s first hard edu­
cation in global politics.
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THE WHITE HOUSE

WASH I NGTON

: 17
October 2, 1993

I

[COMMENDED TELEPHONE CALL \

MoynihanTO: Senator Daniel Pat:

\

RECOMMENDED BY:

TOPICS OF DISCUSSION:

2.

3.

DATE OF SUBMISSION: October 2, 1993

ACTION:

That you recognize that upstate New 
York lost two Military Bases.

DATE: Saturday, October 2, or Sunday, October 3

Paul R. CareyT^

2 p{

CONTACT PERSON AND
TELEPHONE NUMBER(S): White House Operator

1. That you are aware of the Senator's 
interest in this decision and wanted 
to call personally before making the 
announcement.

7^

J

PURPOSE: To give the Senator advance notification that the "B” 
Factory will be awarded to Stanford rather than Cornell and that 
you will be announcing the decision on Monday in California. He 
has already been informed of this by his staff, but I feel a call 
from you will help to ease the blow considerably.

BACKGROUND: The "B" Factory is a high energy physics project that 
will be funded by the Department of Energy. Both Stanford and 
Cornell had proposals and Stanford was selected as the best site. 
This decision was made by the Secretary of Energy with the 
concurrence of Dr. Gibbons and OMB.

Senator Moynihan feels that the decision was based on 
politics rather than science, particularly in light of the fact 
that Cornell's proposal was more than $100 million less than 
Stanford's. DOE and Dr. Gibbons have both briefed Senator 
Moynihan's staff and emphasized that cost was only one factor in 
the decision. Dr. Gibbons, who is a physicist, feels that 
Stanford is a better choice based on a combination of scientific 

and technical factors.

That you understand that it is 
important to Senator Moynihan that 
Rome Labs remain open, now that Rome 
Air Force Base is being closed and 
that someone on your staff is looking 
into it.

> i
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Secrets and More Secrets y
calls a drop-dead date. But the pro- some valuable improvements It 
posed implementing language sets would eliminate the presumption that 
that date at 40 years — with excep- any national security information is 
tions for even longer withholding. classified; establish a GovernmAm.

Washingtoi

H

Steven Aftergood heads the secrecy
and government project of the Feder-

S®
need to know.” □*

1

( 
r*

By Steven Aftergood 
and Tom Blanton

What happened to 
Clintons promise 

of openness?

ists cheered last 
April when Presi-

L
r

By contrast, in his 1972 executive 
Istorians and journal- 111 order President Nixon set a drop- 

'dead date at 30 years, and in 1978 
President Jimmy Carter chose 20

I dent Clinton ordered I years. And this summer former Sec- 
a sweeping review of I retary of State Lawrence Eaglebur- 

the cold war rules
for Government secrecy. Headlines
predicted the imminent release of
millions of classified documents,
some dating back to World War I. But 
in crucial respects, the first draft of 
that review, which leaked out in
Washington this week, does not even
meet the formal standards of open­
ness set by President Richard M.
Nixon at the height of the cold war.
“"The draft proposal — the work of a
task force of career secrecy bureau-
'rote ___ . . ..

tt claims credit for setting a “maxi­
mum life span” for classified infor­
mation — what the archival world

classified; establish a Government­
wide database of declassified docu­
ments; and penalize abuse of classifi­
cation, whether negligent or willful. 

But the contradictions overwhelm 
the reforms. The draft order would 
allow — but it would not require — 
Government officials to consider the 
public’s need to know when they de­
cide whether to classify documents. 
And the order would perpetuate an 
unrealistic aspect of the old system: 
all agencies would be required to 
conduct systematic review of classi­
fied documents older than 25 years — 
something that has never worked in 
the past and will not work today, 

ger told a group of historians that 11 is imPractical, perhaps even im- 
fc - ------------- most secret documents could be re- Possible, to review all of the countless
o th ~7S , °f rhetorical nP service leased within 10 years without dam- documents.that are over 25 years old.

it ofJ)pe/nness- F_or example, agmg the national security. Without real change, taxpayers will
Presidents Nixon and Carter also wind UP spending millions of dollars

formulated better “sunset” stand- for page-by-page reviews and still
ards — setting a date at the time of suffer an enormous bottleneck of
classification for the automatic re- dusty secrets. And without real
lease of the document. The draft pro- change in this draft proposal, secrecy
posal says new top-secret documents reform will never fulfill even this

x.
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peacekeeping in Somalia — and in general. Humani-

i

r .
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And it relied mainly on diplomatic pressure to curb 
human rights abuses.

Like the Khmer Rouge, General Aidid reneged 
on his commitments to cooperate with the U.N. And 
since June he has orchestrated attacks on peace­
keepers within his south Mogadishu stronghold. But 
there’s one critical difference between Cambodia 
and Somalia. Successive U.N. Security Council reso­
lutions this year have called explicitly for disarm­
ing warlords in Somalia and prosecuting people 
responsible for attacks on peacekeepers — good 
ideas in principle, but a prescription for military 
confrontation in the country’s present confusion.

That overambitious mandate has effectively 
denied Adm. Jonathan Howe, who heads the U.N. 
Somalia mission, the kind of diplomatic flexibility 
that proved so crucial to Mr. Akashi’s success.

A restless Congress has set a Nov. 15 deadline 
for deciding the future of U.S. military participation 
in Somalia. That may be enough time to shift 
toward the more successful Cambodian model, per­
haps by relocating U.N. units outside south Mogadi-' 
shu. As Mr. Akashi has demonstrated, knowing how 
to evade destructive confrontations may be the 
surest path to peacemaking success.

THE NEW YORK TIMES, THURSDAY. SEPTEMBER 30, 1993

Somalia: Learn from Cambodia
Finally, the Clinton Administration has gotten

the message: Reports of U.S. and civilian casualties
are threatening to sink public support for U.N.
peacekeeping in Somalia — and in general. Humani­
tarian relief has degenerated into a turf war against
one holdout warlord, Mohammed Farah Aidid.

Now Washington is demanding that U.S. forces
no longer be used on patrol missions in the Aidid 
stronghold of south Mogadishu, and is seeking a
redirection of the mission toward diplomatic and
political reconstruction of a Somali government.

With those goals in mind, useful lessons can be
drawn from the just-completed operation in Cambo­
dia, where, against long odds, the U.N. achieved its
main goals on schedule and is now withdrawing.

The two biggest challenges for Yasushi Akashi,
who headed that U.N. mission, came from the
Khmer Rouge, which abruptly withdrew from the
peace agreement, and hard-line elements of the
Vietnamese-installed Cambodian Government,
which intimidated and murdered political oppo­
nents virtually under the eyes of U.N. peacekeepers.

Mr. Akashi understood the difference between
peacekeeping and partisan engagement. The U.N. 
did not try to disarm the Khmer Rouge forcibly.
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I CURRENT DEVELOPMENT

I Poverty Rate Increases to 14.5 Percent
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During 1992, 14.5 percent of Americans lived in 
poverty, up from 14.2 percent in 1991. Real median 
household income fell 0.8 percent. The chart shows 
how the poverty rate for children has increased 
substantially since the early 1970s, while the rate for 
the elderly has fallen since the 1960s. The poverty 
rate for female-headed families was 34.9 percent in 
1992; the rate for black female-headed families was 
49.8 percent.

Analysis. The poverty rate both moves with the 
business cycle and has long-term 
trends.

x'
-------------------------------'

• During recessions poverty 
increases. The chart shows small 
upticks in poverty at or following 
troughs of the recessions in 1970, 
1975, 1982, and 1991. The 
poverty rate should fall 
somewhat during the current 
recovery, but not by enough to 
reverse the upward shift since the 
late 1970s.

V.
\ _ 

 ■••..65 years and over

• The decline in wages of the 
lowest paid workers over the last 

decade is the largest factor contributing to 
increased poverty and decreased income of the 
poor (see "Chart of the Week"). Increased, 
supply and decreased demand for low-skilled 
workers are the main reasons for the decline of 
wages of low-income workers^

• The decreased poverty rate for the elderly is ,
accounted for by improving Social Security and 
Medicare benefits. The increased poverty rate of 
children arises from both the declining wages of 
parents and the increase in households headed by 
single individuals.
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lowest in seven years.
Moreover, the Commerce Dept, said second-quarter 

profits were stronger than originally reported. Commerce 
revised the quarter’s growth in real gross domestic prod­
uct up slightly, to 1.9% from 1.8%, and it also said the 
quarterly gain in corporate operating profits was more 
than twice as large as first reported, up 6% instead of 
2.6%. Operating earnings were up 113% from a year ago.

THAT OOMPH YOU HEAR 
IS IHTEREST RATES KICKIHGIH

■ AUTO
I DEALERS
I MEED________________________________ _________

I INVENTORY investment in new equipment at such a 

rapid pace—fastT enougn to account for one-tnird of the 
economy’s growth during the past year. And that thrust 

seems likely to continue right into 1994.
New orders for capital goods, excluding military hard­

ware, jumped 6.3% in August, to $32 billion. Such book­
ings have been volatile in recent months because of large 
swings in new orders for aircraft, but the three-month av­

erage remains in a solid uptrend (chart).
Capital goods have been a 

mainstay of manufacturing out­
put in recent mbnths, even as
demand elsewhere provided little 
support. But because of lower 
rates, that may be changing..
Overall orders for durable goods 
rose a healthy 2% in August.
Again, aircraft have muddied the 
trend, but excluding the trans­
portation sector, bookings for
durable goods through August
are well above their level in the second quarter.

The growing suggestion of an autumn pickup in manu­
facturing is echoed in a new index. The Business Outlook 

Index, compiled by the American Production & Inventory 
Control Society and Evans Economics Inc., says conditions 
in the factory sector improved in September after dete­

riorating in July and August. g
The APICS survey, which reports actual inventory levels, | 

concluded that September stockpiles had fallen below the - 
desired level. That suggests production increases in the

Lower debt, new equity capital, and bet­
ter cash flow are the reasons why Corpo1 
rate America has been able to increase its

T.nuzpr rafpg akn vr-a

profits^ Through the second quarter, corporate interest 
costs Already were down by $16 billion over the past 
three years, and the decline will continue in the second 
half. Two years ago, interest soaked up nearly 32% aL

now down to under 24%—the

The best sign that lower long rates are fi­
nally having an impact: Bank lending is 
picking up. After two years of no growth?

BY JAMES C. COOPER AND KATHLEEN MADIGAN

I CASH IS
I FLOWING
I FREER

I THESE DAYS ’ ]oans at commercial banks have jumped 

by $50 billion since April (chart). Personal borrowing and 
rpal loans account for much of that rise.

Business borrowing remains down, but many companies 
are tapping the equity market for funds as they continue 
to swap debt for equity. Corporations raised $8 billion 
through new stock issues in the second quarter, up from 
$6.7 billion in the first quarter, which was up substantially 

from the quarter before that.

HOT DEMAND FOR
CAPITAL GOODS

Wnanw; nfiuDiNG ' 1
31

%n
a
uMI - ■

JAB 'n AUG. '33
A BILUOHS, TMIEMMUmi MOVING MUGE 

tWICOMMEKEOErt.lUSINESSWEEK

t’s hard to be optimistic about an economy that has

disappointed so many for so long. Even two years
into the recovery, growth in the first half of 1993 

slipped back into the doldrums, and layoff announcements
are unrelenting. But if there’s any reason to be upbeat _ ______________
about the next few quarters, it has to be the recent porate cash flow. That’s 
signs that lower interest rates are finally working their _
magic across a broad swath of the U. S. economy.

It shouldn’t be too surprising
that much of the good news of 
late is coming from the pcnnn-
my’s interest-sensitive sectors,
including homebuilding, autos,

and durable-goods manufactHr-
-ing. The rate declines in recent
weeks will continue to lift de­
mand well into next year and
will allow further reparation of 
the balance sheets of business­
es, consumers, and even the fed­

eral government (page 30).
The big downshift in long-term rates is the key. Despite

the Federal Reserve’s massive cut in short-term rates
over the past four years, from 10% to 3%, stubbornly
high long rates largely thwarted the stimulative power of 
the Fed’s actions because most borrowing is long-term.
Now, a lot of that liquidity is finally working its way

into the economy.
The powerful bond-market rally that took the rate on

30-year Treasury issues below 6% still seems to be going
strong. After backing up a bit, to above 6% in mid­
September, the rate fell through that mark once again on
Sept. 27 on news that the Fed had voted on Aug. 17 to 
rescind its policy bias toward tightening. The new neutral
bias implies that the Fed no longer is worried about an

imminent flare-up in inflation.

BANKS LOANS ARE
GROWING AGAIN
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The Honorable William Jefferson Clinton
President
United States of America
White House
1600 Pennsylvania Ave.
Washington, D.C.
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REPRESENTATIVE EDWIN E. GARCIA 

FOURTH DISTRICT
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f

On behalf of my constituents

d to our members during your visit to the El Mercado Rally.

Si/c QAy, ,

O Printed on recycled paper

of QInmwrttntt
HOUSE OF REPRESENTATIVES

STATE CAPITOL
HARTFORD, CONN. 06106-1591

REPRESENTATIVE EDWIN E. GARCIA
FOURTH DISTRICT 

66 VAN BLOCK AVENUE 9F
HARTFORD, CONNECTICUT 06106 

TELEPHONE
HOME: (203) 525-2883 

CAPITOL: 240-8585 
TOLL FREE: 1-800-842-8267

MEMBER
PUBLIC HEALTH COMMITTEE

FINANCE, REVENUE AND BONDING COMMITTEE 
SELECT COMMITTEE ON CHILDREN 

SUB-COMMITTEE ON BONDING

i in the Fourth General Assembly 
District, I hereby extend an invitation for Mrs. Clinton and you to 
tour two important community projects.

The Honorable William Jefferson Clinton
President
United States of America
White House
1600 Pennsylvania Avenue
Washington, D.C.

6^—

EWin E. Garjzla
State Representative

THE PRESIDENT HAS SEEN

Dear Mr. President: 

In conclusion, I hope that you accept our invitation to visit the 
first and only political subdivision of the City of Hartford which 
endorsed your candidacy and worked toward an upset victory. We are 
still awaiting your invitation to the White House which you 
extended to our members during your visit to the El Mercado Rally.

Your continued efforts in health care reform and community 
empowerment are at the heart of these projects. The first is the 
site of the proposed South Green Community Health Clinic, Inc. 
which is modeled along the lines of primary and preventive care as 
stressed by Hillary. Second is a tour of the Latino-American small 
business area located on Park Street where I previously hosted you 
during the Connecticut Primary.
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^lohabet has a numerical value, vhe
Dear Mr. President

two letters, CHES and YUD, which add up to

healthful andtoday signify for you a long, a

•jtsrs =."s= s.“s»«ss#—
issues.

I respectfully hope that you

aAd President Reagan’s reactions—ten

6^9 98U1

Respectfully

Trude B. Feldman

here
herein and

this vital distraction to your

often mention the

Feldman
2020 F Street N.W. 
Washington DC 20006

Phones: 202 638-30U8

positive rilles. With the palFyTar on.

problems—

-ta last Sunday's paper-said, of her condition. •! iofed witti 
___ U V.OT.O until thev found a cure for this....It is sucn

(2)3 THE P^S’OENT has seen A

CxMjeZ^JJA

each letter of the alphabet has a , ruAI—
18, also add up to the word CHAI

th article, based on your Septembergl992 
!— i on California

^s^ r e^.andotoueh.d, -onloally, on

Will NOW take the time to read and dlgg^jgg 
--------- -----------r—j also trust you will mjw

year ago. They were then designed to PREVENT AND Dblttt your

which are festering.
my doctor thatV wold be here until they found a------------

prevalent disease.” ago) that I would be

_____ CHOU, XX WUXUMXU-J J 

goals—begging the question, "What about a CHANG__ 

in ’mentality' ? p—dv Bill, vou may want to read my eye-witness
aooou^0^: S SX "unSl^his Resident Reagan'. r.actlons-t.n 

years later.

In the Hebrew language,

■— —
which means LIFE.

May your 18th wedding anniversary
a happy life together.
And may God bless you and the First lady with many, many more joyous and 

successful days and years.
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Dear John:

Best regards,

P. O. Box 77

Greencastle,

Indiana 46135-0077

317-653-3333

Fax: 317-6 53-4631

Yesterday was clearly the best day I've had since becoming 
national FOI chairwoman for the Society of Professional Journalists a 
year ago. For the first time in more than a decade, a president clearly 
understands that government information belongs to the people. I hope 
you were able to celebrate also.

Those of us close to FOIA issues understand and appreciate the 
effort you made conveying our thoughts and ideas to the administration. 
Thank you.

Enclosed are copies of letters to the president and attorney 
general, along with a press release issued yesterday afternoon. I look 
forward to meeting with you again soon on one of my periodic trips to 
Washington.

Mr. John Podesta
Assistant to the President and Staff Secretary
The White House
Ground Floor, West Wing
Washington, D.C. 20500

Direct address: First Amendment Center, 1222 16th Ave. S., Nashville, 
TN 37212. Phone: (615) 321-9588.

Founded 

in 1909

as Sigma Delta Chi

Society of

Professional

J O URNALISTS

■3 All:
October 5,1993

Lucy Danish

Chairwoman
Freedom of Information Committee
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Dear Mr. President:

Best regards,

r. O. BOX 77

Greencastle,

Indiana 46135-0077

317-653-3333

Fax: 317*653-4631

Lucy Dalglish
Chairwoman
Freedom of Information Committee

On behalf of the Society of Professional Journalists, thank you 
for making it clear to your agency and department heads that you value 
open government. Your memorandum issued yesterday regarding the 
Freedom of Information Act made it clear that government operates on 
behalf of its customers — the people.

We realize complying with FOIA often is a burden on 
government agencies. Society members are pleased to provide 
assistance to all agencies and departments as they implement your order.

The Society, the nation's oldest and largest journalism 
organization, has long crusaded for access to government information. 
As you know, the previous two administrations were not friends of 
FOIA. Thus, the American people frequently did not have the 
information they needed to be participants in our democracy. Let us 
hope your action signifies a new era in citizen participation in our 
government.

IN 1909 

as Sigma Dclta Cni

Mr. William J. Clinton
President of the United States 
The White House
1600 Pennsylvania Avenue 
Washington, D.C. 20500

Society of

Professional

Journalists
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Dear Ms. Reno:

Best regards,
i

P. O . Box 7 7

Gbeencastli,

35-0077

317-653-3333

Fax: 317-653-4631

On behalf of the Society of Professional Journalists, thank you 
for your memorandum issued yesterday directing all agency and 
department heads to adopt new standards for openness in government. 
Your directive makes it clear the Clinton Administration is committed to 
the principles espoused in the Freedom of Information Act.

As your memorandum acknowledges, compliance with FOIA 
often is not easy. For this reason, Society members are pleased to 
provide assistance to all agencies and departments as they implement 
the president's order.

The Society, the nation's oldest and largest journalism 
organization, has long crusaded for access to government information, a 
necessity for an informed electorate. The previous two administrations 
were not friends of FOIA. Thus, the American people frequently did not 
have the information they needed to participate in our democracy.

IN 1909 

as Sigma Dilta Cbi

Ms. Janet Reno
Attorney General of the United States
Department of Justice
Constitution Avenue and 10th Street Northwest
Washington, D.C. 20530

Lucy Dalglish
Chairwoman
Freedom of Information Committee

Society of

Professional

J OURNALISTS
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—PRESS RELEASE—®

P. O. Box 7 7

Clinton and Reno rescinded a 1981 ruled that encouraged federal 
agencies to withhold information whenever there was a "substantial 
legal basis" for doing so. In its place, Reno said in a memo to federal 
agencies that a "presumption of disclosure" should be applied.

"We are thrilled that President Clinton is continuing his plans to 
revitalize American democracy by requiring the federal government to 
provide information to the public so that free and informed debate can 
occur," said SPJ President Georgiana Vines. Vines is assistant managing 
editor of the News-Sentinel in Knoxville, Tenn.

In January, a coalition of journalism groups, including SPJ, 
published a position paper, "Maintaining an Informed Democracy," that 
asked the president and attorney general to call for just such a 
presumption. In addition, a group of Society leaders visited White 
House officials in February and asked that the president write a simple 
memo to his agency and department heads putting them on notice that 
the Freedom of Information Act was important and that he expected 
them to comply with it.

GREENCASTLE, Ind.------ The Society of Professional Journalists
praised actions taken today by President Bill Clinton and Attorney 
General Janet Reno to increase the amount of government information 
that is made available to the public.

"After more than a decade of having administrations that went 
out of their way to thwart FOIA, the Clinton Administration's actions 
today are refreshing and very welcome," said Lucy Dalglish, national 
FOI chairwoman for SPJ. "The Society is eager to provide assistance to 
all agencies and departments as they try to comply with the 
administration's orders."

October 4,1993
For more information contact: 
Lucy Dalglish, Chairwoman
National FOI Committee
(615) 321-9588 or (615) 662-9057

Society of

Professional 

J O DRNALISTS

FOVNDID

in 1909

AS Sicma Delta Cai

The Society is the nation's oldest and largest journalism 
organization. Its members include professional and student journalists 
and journalism educators from across the country. For a copy of the 
position paper, "Maintaining an Informed Democracy," call Lucy 
Dalglish at (615) 321-9588.317-653-3333

Fax: 3 1 7-6S3'463 1

Gbiencastle,

Indiana 46135-0077
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Says Dennis: "All in all I felt 
the report was as balanced and 
as objective as 1 could make it

Tobacco anu ruvai..— —- 
Feb. 28 sparked a 51-day stand-

fncluding expanding the FBI’s "J^ce op­
role in similar incidents ^SSra^mmand center.

But criUcs complain the re- Je FBloom to
that as a result of these actions, 
the Davidians concluded that

I
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dependent review. mhtak« and lied to the but the report says "it is unlike-
The 600-page Justice Depart- theirj haonened ly that the lack of more acces-
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DeGuerih says: "I think this 
was a terrible mistake made 
by men with good intentions.
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From: Secretary of Labor Robert B. Reich

I thpught you should see this.

/

1

I

z

UNITED STATES DEPARTMENT OF LABOR 

OFFICE OF THE SECRETARY

X 
\

I
I
I

THE PRESIDENT HAS SEEN

The



Briefing Paper
1730 Rhode Island Ave., NW • #200 • Washington, DC 20036 • 202/775-8810

STILL NEGLECTING PUBLIC INVESTMENT

V

Introduction
There is broad agreement that the relative low level of public investment has 

had a major impact on U.S. productivity and competitiveness. President Clinton 

made raising the level of federal domestic investment a central theme of his 

campaign, even to the point of insisting that our investment deficit is as important 

as our fiscal deficit. In his first budget, however, investment has been sacrificed for 

the goal of deficit reduction. As a result, the share of the economy devoted to 

federal investment programs will be lower in FY94 than in FY93.

This decrease follows four consecutive annual increases; since FY89, the 

share of the gross domestic product (GDP) earmarked for federal investment has 

grown by about 18 percent. By contrast, the investment share of GDP in FY94 will 

decline from that of FY93 by roughly 2-3 percent. The pattern of investment 

stagnation is roughly similar when investment is measured in real dollar terms or 

as a share of total federal outlays. '
This decline will be concentrated in the human capital area, with the share_of 

GDP devoted to education and training programs falling by about 6 percent. In 

addition, the share of the economy channeled into civilian research and

development (R&D) will decline roughly 3 percent, and that spent on physical 

capital will be more or less unchanged.

The stagnant/falling level of domestic investment spending in FY94 has three 

primary causes: the modest amount of new investment proposed in the original

economic
Policy
Institute

THE FY94 BUDGET OUTLOOK
by Todd Schafer



Clinton budget, the failure of the stimulus package and the investment outlays it 

contained, and investment cuts now being made during the appropriations process 

as Congress brings spending levels into line with the requirements of the Budget 

Enforcement Act (BEA) of 1990.

This paper tracks the fate of public investment as the administration shifted 

its focus toward deficit reduction during the debate over its first (FY94) budget.

1 These include outlays related to agricultural and petroleum commodity 
inventories and miscellaneous physical investments for conservation programs and 
assets acquired and sold as collateral on defaulted loans.

2 See Faux and Schafer, 1991, for an earlier examination of projected investment 
trends under George Bush.

Defining Investment
Investment outlays, defined by the Office of Management and Budget (OMB) 

as "those that yield long-term benefits," include expenditures for physical capital, 

research and development, and education and training. They may be financed by 

grants to state and local governments" df'direct expenditures at the federal level. 

Since the passage of the Federal Capital Investment Program Information Act of

1984, these expenditures have been tracked in a special presentation section 

included in each annual budget.

As in past EPI budget analyses, we have modified the OMB investment 

categories slightly by excluding investment expenditures for military purposes and 

those identified by OMB as "generally unrelated to improving government 

operations or enhancing economic activity."1 Therefore, unless otherwise noted, 

the definition utilized throughout this paper includes non-defense expenditures for 

physical capital, education and training, and research and development only.

Also, as in past analyses,2 we consider an alternative definition of investment 

that includes selected children’s programs - including immunizations, Hea±§tart. 

and child nutrition programs -- that are known to provide long-term benefits. As 

many of these programs have enjoyed relatively favorable treatment in the budget 

process, their inclusion in the definition of investment renders a slightly less 

jpessimistic result. However, by no measure does the application of this broader
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definition alter the overall conclusion of stagnant/declining investment in FY94. 

Nevertheless, wherever the application of this broader definition offers a different 

FY94 outlook, it will be so noted. Appendix tables A and B present public 

investment trends over FY93-94 using both definitions.

J

Historical Context: 1966-89
As a share of GDP, federal investment outlays have varied markedly over the 

last 30 years — from a high of over 2.8 percent in FY76 to a low of 1.7 percent in 

the late 1980s. While this variation features several peaks and valleys, a definite 

downward shift occurred in the 1980s. The same trend holds true for investment 

as a share of federal expenditures, indicating a shift in budget priorities away from 

investment. In fact, the FY82 break from earlier investment trends was so dramatic 

that, by either measure, the worst year prior to FY82 is better than the best year 

since (see Figure I).

Civilian
R&D

*

Figure I

FEDERAL INVESTMENT SPENDING
1966-1994

I
’82 ’84

sift

76 78

Fiscal Years

—3] Educations J
__ J Training 1

Source: Author** c*lcuWon« ualng OMB end Houm Appropri«tion» Committoe ctoto.

'86 ’88 ■90 '92 '94



As % of GDP

Source: Author’s calculations using OMB data, 1993.
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2.6%
2.7%
1.9%

13.2%
12.3%
8.1%

1966-1974
1975-1981
1982-1989

As shown in Table 1, the late 1960s and early 1970s was a period of strong 

public investment — roughly 2.6 percent of GDP annually and about 13 percent of 

each year’s federal budget. Spending focused on the federal highway system, space 

K&D, and the launch of various education and training programs. The second half 

of the 1970s built on this foundation but replaced some highway outlays with 

funding for sewage treatment plants and shifted the focus of R&D expenditures 

away from NASA and toward energy, transportation, and health. Combining 

increases in education and training expenditures, investment outlays grew to about 

2.7 percent of GDP annually in the late 1970s.

Beginning with the FY82 budget (Ronald Reagan’s first), however, a major 

downward shift began in public investment. With cuts occurring in every category 

(and especially in education and training), the share of GDP devoted to investment 

fell to 1.7 percent by the end of the decade. This decline occurred at a time of 

growing federal expenditures for defense and entitlements, resulting in a major shift 

in the budget’s priorities. By the late 1980s, less than 8 percent of the budget was 

earmarked for investment.
This shift away from investment caused the U.S, to fall increasingly behind 

Jts international competitors. For example, in the 1960s, the U.S. public sector 

(federal, state, and local) invested 2.9 percent of the nation’s economic output in 

Table 1
Federal Investment Outlays, 1966-89

As % of Total
Federal Outlays
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1.6

1.6

4.8

5.4

Source: Bank for International Settlements, 1991.
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2.9
2.0

6.2
6.3

5.8
6.0
4.4

3.7
3.9
3.6

0.6
0.3

4.3
5.7
5.7

2.7
2.8
2.6

5.5
3.7

United States
1960-69
1970-79
1980-89

physical capital. By comparison, Germany and Japan invested 5.8 percent and 4.8 

percent, respectively. By the 1980s, the disparity had worsened substantially: U.S. 

1.6 percent, Germany 4.4 percent, and Japan 6.3 percent. Comparisons of net 

investment levels - that is, accounting for depreciation of each country’s capital 

stock — reveal an even larger investment gap. Table 2 offers a decade-by-decade 

comparison in both gross and net terms.

Japan
1960-69
1970-79
1980-89

Germany
1960-69
1970-79
1980-89

G-7 Average
1960-69
1970-79
1980-89

Table 2
PUBLIC INVESTMENT GAP - INTERNATIONAL BASIS 

(Investment in Physical Infrastructure as a Percentage of GNP)
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Current Trends: 1990-94
Partly because of pressure from the Democratic Congress, the budgets during 

the Bush years reversed the downward trend. From fiscal years 1990 through

1993, investment increased substantially each year, although investment in FY93 

will still fail to reach the levels achieved prior to the Reagan cuts.

The FY94 investment level will halt this positive trend. While, by most 

measures, the FY94 level will represent only a small decrease from FY93, the 

absence of a substantial increase is a disappointment. The hopes raised during the 

campaign for closing the investment gap between the U.S. and its international 

competitors will be entirely unsatisfied.

1

Investment in Real Dollars

Following eight years of stagnation in real dollar investment levels, the 

budgets of FY90 to FY93 included substantial investment gains. Real dollar 

investment levels grew roughly 4 percent per year for the first three years of the 

Bush presidency and jumped more than 8 percent in FY93. Over this four-year 

period, annual physical-capital investment outlays grew by nearly $8 billion, 

annual education and training expenditures grew by $7 billion, and annual outlays 

for R&D grew by over $3 billion. Children’s programs also grew by about $3 billion. 

In FY94, real dollar investment levels will stagnate once again. Due largely to 

a $1.4 billion decline in real outlays for education and training programs, real 

dollar investment levels will fall by nearlv l nercent tsee Figure II). Including 

outlays for children’s programs, which will grow by about $1.3 billion in FY94, real 

outlays fnr investment will rise by about the same percentage.



120

80 -

1990

7

Physical

Capital

1994
(pr°l)

1991

. > Duagets negoiiaiea De tween me eungicso cum u.^ xjuoh --------- ---------------

^vTiri).lliese increases closed nearly 40 percent of the Reagan-era investment gap and

resulted in over 2 percent of GDP devoted to investment in FY93. These 

improvements occurred in every investment category, with the physical capital and 

education and training areas benefitting most. Including children s programs, 

expenditures for which increased markedly under Bush, the investment level grew 

from 1.9 percent of GDP in FY89 to 2.3 percent in FY93.
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Source: Author’s calculations using OMB and House Appropriations Committee data.

Figure II

INVESTMENT IN REAL DOLLARS
1990-1994
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Investment as a Percentage of GDP
Investment increased relative to the size of the economy in each of the four 

budgets negotiated between the Congress and the Bush administration^(see Figure 

| 100
a 

hill
40 —i:H



2.5

2 -

tl

s

1

1990

R&D

7*^ more in investment outlays would be needed to maintain the FY93 level of

8

CL 
Q 1.5

0

The share of the economy devoted to investment in FY94, however, will fall by 

about 3 percent (2 percent including children’s programs). This decline primarily 

will be concentrated on education and training expenditures, while outlays for 
/ physical capital and R&D will remain relatively stable. Overall, roughly 34 billion

Jayestment as a share of GDP. More strikingly, roughly $40 billion more would be 

needed to reach the pre-Reagan investment level.

1991

Physical 
Capital

1994
(proj.)

1992 1993
(•■Q

XI Education & pill] Civilian
Training

Source: Author's calculations using OMB and House Appropriations Committee data.

Figure III

INVESTMENT AS A PERCENT OF GDP
1990-1994
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j Because of the lack of an increase in investment in FY94, the share of the budget
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Figure IV 

INVESTMENT AS A % OF FEDERAL OUTLAYS 
1990-1994

Investment as a Percentage of the Federal Budget

As a share of total federal outlays, investment increased in each of the final 

three Bush years, rising from 7.7 percent in FY90 to nearly 8.6 percent in FY93. 

Given the substantial growth in overall federal expenditures over this period (due 

almost exclusively to growing Social Security outlays, health care outlays, and 

interest payments), this increase represented a notable shift toward investment.

devoted to investment will decline slightly, to 8.5 percent (see Figure IV). Including . 

children’s programs, the investment share of the budget will remain unchanged, at

9.7 percent.
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Source: Author's calculations using OMB and House Appropriations Committee data.
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Measured against discretionary spending — that portion of the budget over 

which restraint is more easily exercised -- the shift toward investment under Bush 

was more pronounced. Due to declining military outlays and the investment 

✓increases described above, investment grew from 19.2 percent of the discretionary 

budget in FY90 to 23.0 percent in FY93. Because of the shrinkage of defense 

spending in the FY94 budget, the share of discretionary outlays devoted to 

investment will increase by default — to about 23.8 percent.

The FY94 Investment Budget: Why It Stopped Growing

The outlines of the FY94 budget were released in February with the 

publication of A Vision of Change for America, and were followed by the release of 

the detailed budget in April. Both documents, as well as President Clinton’s State 

of the Union address, described a budget with three broad components: (1) a long­

term investment package to increase long-term productivity; (2) a stimulus package 

to create jobs immediately; and (3) a balanced deficit reduction plan.

The fate of these three components closely followed the three iterations of the 

FY94 investment budget: (1) as it was originally proposed by Clinton; (2) as it stood 

following the failure of the stimulus package; and (3) where it will likely end up after 

the appropriations process. Figure V depicts the FY94 investment level at each of 

these stages.
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Figure V 

INVESTMENT: PROPOSED VS. ENACTED 
1992-1994

The Investment Budget as Proposed

The FY94 investment budget as proposed by the Clinton administration 

would have resulted in investment outlays reaching $136 billion. This level of 

investment would have represented a real dollar increase of about 5 percent over 

the FY93 level3 and a very slight increase in the share of GDP devoted to 

investment. As we will see, however, this proposed increase was premised on an 

overall discretionary spending level in violation of the BELA spending caps. Since

c/>
cB

<8

co
O)



12

The Investment Budget Post-Appropriations

In President Clinton’s budget submission in April, the discretionary spending 

levels exceeded the spending "caps" laid out in the Budget Enforcement Act of 1990. 

Since the White House did not propose changing the BEA, additional cuts in 

domestic discretionary programs - including investment programs - had to be 

made. This task fell to the congressional appropriators and is still underway. (As

the administration chose not to break with the BEA, this investment level was, in 

practical terms, unachievable.

In its original budget submission, the administration appeared to propose an 

even more ambitious investment plan, totalling roughly $220 billion in new 

investment expenditures over the next five years (not counting investments 

included in the stimulus package). However, this total reflects a loose definition of 

investment that includes about $75 billion in tax breaks and another $35 billion or 

so in outlays for programs like food stamps and unemployment compensation that 

are not typically characterized as investment. In addition, the $220 billion figure 

reflects nominal increases only, ignoring inflation and a number of little-publicized 

rt/ts in investment programs, such as real reductions in expenditures for 

wastewater treatment grants and "low-priority" water and transportation projects. 

Accounting for the cuts, the proposed five-year real increase - by the definitions 

used here — would have amounted to more like $100 billion. In FY94 alone, after 

adding in the investment outlays spilling over from the proposed FY93 stimulus, the 

nominal investment increase would have amounted to about $10 billion.

The Investment Budget Post-Stimulus

With the springtime defeat of the administration’s $16 billion stimulus 

package by the Republican-led Senate filibuster, roughly $3 billion in FY93 

investment and $5 billion in FY94 investment was lost. Among the casualties were 

nearly $6 billion in infrastructure spending and nearly $2 billion in education and 

training spending for FY93 and FY94. As a result, the projected investment 

increase for FY94 dropped to about $5 billion.



percent in real terms. Physical capital investments will also improve, increasing by 

about 2 percent. Research and development outlays will be virtually unchanged.
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of the August congressional recess, the House had completed all of the 

appropriations bills containing domestic investment spending: the Senate had just 

begun.) Taking the House Appropriations’ levels as a proxy for the final outcome, 

another $3 billion in investment cuts is likely to occur. While it is possible that the 

Senate’s appropriators will resurrect portions of the investment budget, large 

increases are virtually inconceivable. Further, given the president’s eleventh-hour 

pledge to support additional spending cuts in the appropriations process — made to 

wavering senators during the recent budget reconciliation vote — it is safe to 

assume that the House investment levels for FY94 are, if anything, optimistic. 

Accounting for these adjustments, nominal investment outlays in FY94 will increase 

by only about $3 billion when compared with FY93 - nearly a 1 percent decline in 

real terms.
Examples of the initiatives being trimmed from the earlier proposals are: (1) 

| education reform - to be funded at about 20 percent of its proposed level: (2) the 

' National Institute for Standards and Technology (technology R&D) - to receive only 

about one third of its proposed increase: (3) student financial assistance - to 

receive less than 30 percent of its proposed increase; (4) the Job Training 

Partnership Act — to receive only a third of its proposed increase: and (5) Head 

^S£art — to receive only about a third of its proposed increase.

In addition, by limiting spending from the various transportation trust funds, 

the House appropriators have scaled back the FY94 levels of physical investment. 

These adjustments will reduce highway outlays by $1.2 billion, airport outlays by 

[ [ nearly $400 million, and high-speed ground transportation outlays by more than

I $100 millinn. In the process, the president’s major high-tech initiative - magnetic 

' levitation trains - will be all but zeroed out.

In the end, while real outlays for total investment will be stagnant, the 

fortunes of the various categories will vary. Children’s programs, despite the 

watered-down increase for Head Start, will fare best of all, increasing by about 10
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falling by less than 1 percent. Finally, education and training investments will 

decline by about 4 percent.

will also have to shrink over the period, falling from over 4.1 percent of GDP in 

FY93 to under 3.8 percent in FY98. Given the recent Pentagon rumblings about 

restoring $20 billion of its cuts, even this level of FY98 domestic spending — and, by 

implication, investment spending -- may be overly optimistic.

FY95 and Beyond

Only the expenditures for FY94 are locked in, but this budget promises 

further austerity in future years. With the passage of the budget reconciliation 

package. Congress and the president have agreed to freeze nominal discretionary 

spending — national defense, international affairs, and domestic programs 

including Investment - at its FY93 level through FY98. In fact, according to the 

House Budget Committee, outlays will fall below the estimated FY93 level in each of 

the following five years. Once one accounts for inflation, these caps will result in 

discretionary spending in FY98 at levels 10-15 percent lower than today.

Since defense outlays are projected to decline markedly over the next five 

years, there is, in theory, potential room under the spending caps to increase 

domestic discretionary programs. However, as shown in Figure VI, the caps are 

sufficiently tight that, despite the decline in defense outlays, non-defense outlays 



•*

<

10 I—

Spandng Cap

T8

-

2 1

f;

underinvestment, adding to the growing backlog of unmet needs. Unfortunately, as

15

&

0 ESS

1993
(eatj

1997
(proj.)

1998
(proj-)

Figure VI

Discretionary Spending in the 1990s
(As a % of GDP)

■■ta

we work to reduce the burden of budget deficits on future generations, we are 

neglecting the human, physical, and technological infrastructure upon which their 

' economic future depends. September 1993
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Conclusion
Despite the election of a new Democratic president who campaigned on a 

domestic investment platform, federal investment spending - by whatever measure 

and by whatever definition -- will stagnate or decline in FY94 and likely worsen in 

subsequent years. This is part of the price the American people will pay for the 

decision to make deficit reduction a priority over the nation’s need to invest in the 

future. This investment decline occurs on ttie heels of more than a decade of

...
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Appendix A

FY93 FY94

-4.06
-0.66
-0.12
-0.15

4 Net of the increases passed in the $1 billion version of the stimulus.
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56.37
44.70
27.86
16.68

54.61
43.62
27.70
15.90

61.60
45.57
28.80
18.61

57.26
43.00
28.24
18.01

APPROPRIATIONS CUTS
Physical Capital
Education & Training 
Research & Development 
Children

STIMULUS CUTS4
Physical Capital
Education & Training 
Research & Development 
Children

ACTUAL LEVELS
Physical Capital
Education & Training 
Research & Development
Children

PROPOSED LEVELS
Physical Capital
Education & Training 
Research & Development 
Children

Note: Proposed levels reflect the projections included in the Historical Tables of the FY94 Budget. 
Stimulus cuts reflect the outlays implied by the proposed stimulus as detailed in a computer 
printout provided by OMB. Appropriations cuts reflect the outlays Implied by the House 
Appropriations Committee cuts as detailed in a computer printout provided by CBO.

FEDERAL INVESTMENT OUTLAYS - BY CATEGORY 
(Billions of Current Dollars)

-1.76 
-1.08
-0.16 
-0.78

-0.28 
-1.91
-0.44
-0.45
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Appendix B

FEDERAL INVESTMENT OUTLAY TOTALS

% ChangeFY93 FY94

Note:
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100.76
113.48

1.975
2.252

+2.0
+3.3

100.13
114.17

8.579
9.662

-3.2
-2.0

-1.3
-0.1

-0.6
+0.6

125.93
141.83

2.040
2.297

128.50
146.51

REAL (1987) DOLLARS
OMB Definition
Broad Definition

8.471
9.657

AS A % OF FEDERAL OUTLAYS
OMB Definition
Broad Definition

CURRENT DOLLARS
OMB Definition
Broad Definition

AS A % OF GDP 
OMB Definition 
Broad Definition

Real dollar values were calculated using the Composite Deflator provided in Table 1.3 of the 
Historical Tables of the FY94 Budget Projections for GDP utilized are those provided in 
Table 1.2 of the Historical Tables. Projections for federal outlays were provided by the House 
Budget Committee following the passage of the Budget ReconciliaUon package.
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THE PRESIDENT HAS SEEN

THE WHITE HOUSE

WASHINGTON

7 p7: 07

•RB^MEMORANDUM FOR THE PR: IDENT

FROM:

Secretary Reich Memo on Dislocated WorkersSUBJECT:

Attachment

October 7, 1993

The attached memorandum from Bob Reich reflects a lengthy 
discussion among the core members of the NEC and your internal 
political advisers, e.g., Howard Paster and George Stephanopoulos 
(I think David Gergen was there, although I am not absolutely 
certain).

/>/

-j i

All who participated in that discussion agreed with Bob’s 
recommendation regarding a NAFTA-specific dislocated worker 
provision. Some, including me, agreed with his recommendation 
with regard to how and when to deal with the comprehensive 
dislocated worker initiative. Some felt, however, that the 
general discussion should be delayed until after a NAFTA vote in 
Congress, their reasoning being that the more comprehensive 
initiative might adversely impact NAFTA with regard to some 
Republican votes. My view, having listened to the discussion, 
was to agree with the recommendation contained in the attached 
memorandum from Bob.

\ '% V/y A

ROBERT E. RUBIN
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MEMORANDUM TO THE PRESIDENT " ■ p3:07' i

Date: October 7, 1993

This would help NAFTA, and also lay groundwork for the 
comprehensive dislocated-worker legislation to follow. The other

johs i nRt pay—a iiV'nfj wage y gxic f \
susmirity regardless of employment > and (c) hel£ing_ all__workers 

t’ _ _ _ j" .e j _Tj ' ri ——..4. I +• rrc>+- -brin cnarifir a nOU
prepare----- ---  .
the third leg but express your commitment to comprehensive

U.S. DEPARTMENT OF LABOR

SECRETARY OF LABOR 

WASHINGTON, D.C.

From: Labor Secretary Robert B. Reich

A As you know, this legislation can11 be introaucea u.
|. after the narta yote? A NAFTA-specific dislocated worker

RE: The Workforce Security Act

Attached is the summary of a comprehensive approach to 
helping workers find new jobs. For now we're calling it the 
Workforce Security Act — implying that in order to embrace 
change, American workers need employment security rather than job 
security; they need help in moving easily to new work rather than 
being wedded to old work. Employment security goes hand in hand 

with health security.

i As you know, this legislation can11 be introduced.until
after thp narta vote? A NAFTA-specif1c dislocated worker 
provision within the NAFTA bill will sunset upon enactment of 
this comprehensive legislation.

Your advisors are of two minds about how specific you should 
be in discussing this comprehensive approach to employment 
security prior to the passage of NAFTA. One side argues that by 
outlining the program even before NAFTA introduced (perhaps in a 
speech in October or early November) you can put NAFTA into the 
broader context of helping all American workers gain better jobs.

side argues that doing so could complicate passage of NAFTA by 
eliciting criticism from conservatives who don't want to pay for 
any such broader program, and might even jeopardize the 
comprehensive program itself by revealing it prematurely without 
first establishing its necessity.

My recommendation would be a middle ground: Give a speech 
prior to NAFTA about why Americans need the kind of security that 
enables us to embrace the new global economy without fear, 

""security for change, not security against change: (a) ^ensuring^, 
that pay a living wage (the EITCJ, (b) providing heaTt^ 

security regardless of employment» and (c) helping _all__wprkers 
propaVp. for and find the next job. Don't get too specific ^Eout 
the third leg but express your commitment to comprehensive 
legislation that identifies permanently, dispLaC£d_WQ.rkprs ear 11^ 
q-jvpq them co’msoi i ngr hplps match them with available jobs, and, 
whoro nopdori. places them in community colleges or other forms of 
1 nng-torm educat-ion and training — all at one stop, and 
regard! of •'-he of jnb loss. Say "you1 re* working on it
right now and aim to introduce it early next year.

This way you can help NAFTA and lay the groundwork for this 
legislation without attracting criticism on the specifics.

1
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hadn1t worked for six months or longer — the second highest

■i

2

THE WORKFORCE SECURITY ACT:
BUILDING AN AMERICAN RE-EMPLOYMENT SYSTEM

I. The Growing Problem of Structural Unemployment

In recent years, intensifying global competition and 
rapidly-evolving technologies have altered the nature and 
expanded the scale of job loss. More and more Americans are 
losing their old jobs and forced to find new work. Many are 
having difficulty matching the wages and benefits of the jobs 
they lost. This underlying trend of structural unemployment will 
in all likelihood persist. As America opens foreign markets, 
shifts from military to civilian employment, and reforms health 
care, even more of us will need to change jobs.

Some pertinent evidence of the trend:

* Last year, over 75 percent of unemployed job losers_wer^

payroll taxes, have S22 billion annually (adjusted for
inflation) over the past 5 years. (Administrative costs add 

another $2 billion.)

* The federal extended benefit program for those who have 
used up their regular benefits commenced in November 1991 and has 
been renewed four times since then (not including the pending 
renewal) . Thn ront tn liate has been $25 billion.

* Lost wages, lost productivity, lost tax revenues.

gn permanent layoff — the highest rate of permanent jab logs 
since tracking;b^gah^in ‘I957T

* The length of unemployment spells continues to grow. 
Regular unemployment benefits extend up to 6 months-; In "the 
1970s, an average of 11 percent of the unemployed were out of 
work for six months or longer; in the 1980s, 15 percent; thus far 
in the 1990s, 16 percent. I.ast year. 21 percent of the unemployed 
hadn't worked for six months or longer — the second highest
annual level ."since* * the end ,of Wgrld_War__I^.

* Between 1984 and 1989, an average of 1.8 million full- 
time workers were displaced annually due to plant closings, 
production cutbacks, or layoffs^_In._1990J.,thP total -reached
million^, g year's total is expected jto bet he s ame, _a 1 though 
the economy is rebounding.

* Mnrp than half of all displaced workers are still/ z * Mnrp than half of all displaced worms are sliii
-i—( unemployed a year later, or employed_in. jobs paying. less_than_80 

X -Percent of their former wages.

The costs to society are mounting:

* Regular unemployment insurance benefits, paid^for^by

(Administrative costs add
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II. Proposed Solution: The Workforce Security Act

employment services

3

* In contrast to the old training system, comprising a large 
number of tiny categorical programs for small groups of workers 
who have lost their jobs for particular reasons, and which 
assumes that job retraining is needed for exceptional 
circumstances, the new system recognizes that large numbers of 
workers need to be prepared for new work. Job-retraining should 
be available quickly and efficiently, regardless of the cause of 
job loss. And research shows that often the most valuable job­
retraining lasts 18 months or longer.

* In contrast to the old information system, which relies 
primarily on help-wanted advertisements, the proposal creates a 
new national labor market information system to help workers make 
informed decisions about jobs, careers, education, and training.

1. How many workers need help? Of the roughly 2.2 million 
Americans who will permanently lose their job this year, an

mated 60 percent (1.3 million) would benefit from re- 
_ __________ ‘ Of thpc;pr -about one-third (400 , OOOJ^also

JZpuld benefit frpm long-term job retraining.

2. Who should be eligible? Under the proposed legislation, all 
workers who lose their job would be eligible, regardless of the 
cause of job loss.

3. What's the cost? Fully funded by 1997, these services would 
cost $2.07 bjj lion. f>nniintly (The current 1994 appropriation 
under the old EDWAATact is $1.1 billion.)

4. Should workers who need long-term job retraining receive 
income support beyond their regular unemployment benefits? Under 
the proposal, workers who need long term job-retraining and who 
have been employed for at least one year prior to losing their 
job could receive up to one year of extended benefits.

5. What's the cost of these extended unemployment benefits? Fully 
funded, income support would cost $1.4 billion annually.

The proposed response is a "re-employment" system to help 
workers prepare for and find new jobs.

* In contrast to the unemployment insurance system, which 
assumes that workers mostly need income assistance during 
cyclical downturns until their old jobs return, the new system 
recognizes that most old jobs won't return and that the central 
problem facing American workers is the transition to new 
employment. Re-employment services — early job counseling, job­
search assistance, and information on where new jobs can be found 
— are critical.



I

1

state and federal re-employment services. (This mandatory 
provision is contained in the pending federal extended benefit^

-

regular benefits run out,zwould roc 
is expected to cost aboutf $40 billi

4

* States would be required to identify unemployed workers who are 
unlikely to get their old jobs back, as early as possible after 
the workers file for unemployment benefits, and refer them to all

6. What about income support for workers who don't qualify for 
unemployment insurance but need job retraining? If they have not 
been employed long enough to qualify for unemployment insurance, 
they should be made eligible for income-contingent student loans 
and Pell grants.

7. How can these services be linked to all other state and 
federal unemployment, re-employment, and training services?

legislation.) V

* Every community receiving federal funds for these service's. C ( 
would be required to offer them, along with any state re- JU W. V 
employment services and with unemployment insurance, at "one-
stop career centers." Such centers also would determine which 
unemployed workers could benefit from job-retraining with 
extended income support, and would provide them with information^ 
about retraining programs.

* An additional amount of "venture capital" would be available, 
on a competitive basis, to a small number of states and 
communities wishing to charter one-stop centers offering re­
employment services to all workers, even those who had not lost 
their present jobs. These vanguard one-stop centers would be 
subject to competition or they would be accountable to local 
coalitions of business leaders, educators, workers, and community 

groups.

8. How can unemployed workers who are not in need of retraining 
be encouraged to get new jobs as soon as possible?

* Unemployed workers who find new jobs quickly, before their
* * gaivp bonuses. This provision 
billion annually^ (R^arch .shows 

that it reduces the duratioiTof unemployment.) ^<^7

* Unemployed workers who to seek to establish their own 
businesses could receive their regular unemployment benefits at 
longer intervals, in lump-sum payments. (This also reduces the 
duration of unemployment.)

* States would be permitted to pay pro-rated unemployment 
benefits to workers who had lost full-time jobs and were working 
part-time. (This helps maintain an attachment to work even while 
the worker is seeking a new full-time job.)
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Financing

Your February 1994 budget included $2.2 billion in 
assistance to dislocated workers for FY 1994, increasing to $2.8 
billion in FY 1998 and beyond. The five-year cost (FY 1995-1999) 
would have been $13,789.

Congress has appropriated $1.1 billion for FY 1994 (under 
existing program authority).

Under this proposal, discretionary services (job-search 
assistance, job counseling, a data bank on new jobs and job­
retraining, and job-retraining) would cost $2.07 billion when 
fully funded in 1997. The five-year (1995-1999) total would be 
$9,372 billion.

Income support (extended benefits for workers receiving 
long-term retraining who have run out of regular UI benefits) 
would cost $1,368 when fully funded in 1998. The five-year (1995- 
1999) total would be $4,367 billion.

Reforms of UI designed to hasten re-employment would cost 
$42 million when fully funded in 1998, for a five-year total of 
$180 million.

The total five-year cost of the entire program would be 
$13,919, of which $9,372 billion would be discretionary, and 
$4,547 billion mandatory.
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MEMORANDUM FOR THE PRESS(j!)ENT

FROM: ROBERT E. RUBIN

Treasury's Bank Policy MemoSUBJECT:

5Please let us know if you agree.

Attachment

The attached memorandum is in response to the conversation you, 
George and I had with respect to the effectiveness of your credit 
crunch policy, the possibility of changing the Basle agreement on 
reserve requirements, and an FDIC appointment.

Q
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As the memorandum states. Treasury needs your guidance on several 
important banking issues for Congressional testimony over the 
next couple of months. Certain of the issues on which Treasury 
provides recommendations are quite controversial, and I would 
suggest that this memo be used as the basis for a well-organized 
discussion with you of the pros and cons felatxhg to those 
issues. - —■—~
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October 7, 1993SECRETARY OF THE TREASURY

MEMORANDUM FOR THE PRESIDENT

FROM: LLOYD BENTSEN

Banking PolicySUBJECT:

Attachment

Bob Rubincc:

I understand that Bob Rubin will be arranging a time soon for 
Frank, Gene, Bob, Roger and me to meet with you on these issues, 
and we all look forward to discussing them with you.

The memo also provides background and an opportunity to settle on 
an appropriate nominee for Chairperson of the FDIC, the last 
especially important financial system appointment remaining to be 
filled.

DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

I believe it is important for our Administration to have such a 
comprehensive approach to banking system issues, and to state it 
publicly and carefully. The U.S. banking system is facing 
secular decline, with enormous potential implications for the 
economy. We have the opportunity to take actions to strengthen 
the system while simultaneously delivering benefits to a broad 
range of consumers and businesses. The approach described in the 
memo should expand productive lending, help distressed communi­
ties, increase U.S. competitiveness internationally, and improve 
the financial condition of the industry.

B

Attached is a memo prepared by Frank Newman and Gene Ludwig in 
response to your expression of interest in a range of banking 
issues. I believe the memo provides excellent background on a 
number of important matters that bear on the overall economy, as 
well as the banking system. I have worked with Frank, Gene, and 
Roger Altman on these issues, and support the recommendations. 
Frank and Gene have also worked closely with others in the 
Administration, particularly NEC and OMB, and the memo reflects a 
largely shared view of policy direction.
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MEMORANDUM

The PresidentTo:

i-i
From:

Re:

CC:

October 6, 1993Date:

INTRODUCTION

The banking and thrift industries in this country find themselves in the midst of a 
long term secular decline that worsened markedly in the last decade. Assets under 
managereignt nf hanks and thrifts fell a full 1_0S4> in the-last-decade from 58% to 4S% of 
total assets. This trend continues, but is temporarily overshadowed in the press by a 
cyclical upturn in profitability that in part reflects the interest rate environment but also 
reflects improvements to balance sheets as we have moved away from the depths of the 

last recession.

This secular decline results in part from anachronistic, inconsistent and frequently 
excessive legislative and regulatory restrictions on banks and thrifts. A perpetuation of 
such an environment will produce continued pressure for contraction of these industries. 
If the contraction results from regulatory inertia or excess, rather than economically sound 
rationalization, it could have a serious adverse impact on the overall economy. Banks and 
thrifts remain major sources of financing for consumers and businesses, and banks are 

This memorandum responds to Bob Rubin's request that we briefly outline for you 
(1) broadly, what we propose as the architecture of Clinton Administration depository 
institutions policy; (2) the progress of the Administration's credit availability program to 
date along with further actions that could stimulate bank lending; (3) our views on several 
pending legislative issues; and, finally, (4) our current thoughts on selection of an FDIC 

Chair.

Frank Nevymary Gene Ludwig ,

Credit Availability and Other Banking Policy Matters

Vice President Gore, Lloyd Bentsen, Bob Rubin, Roger Altman, Chris 
Edley, Ellen Seidman, Joe Stiglitz, Howard Paster
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critical elements of both monetary policy and the payment system. A disorderly, non- 
economically based contraction of the system would harm businesses, consumers and 
communities, both directly and indirectly.

The Clinton Administration has an opportunity-to-red

of these industries. To accomplish this requires a principled policy that is very carefully 
executed. Carelul execution is particularly necessary here because of the complex politics 
of the relevant committees in Congress, the 4 federal bank and thrift regulatory agencies, 
and the powerful special interest lobbies.

In our view, Administration policy with respect to insured depository institutions 
should emphasize two overarching themes:

lyce the layers nf inconsistent

We have also launched initiatives to end illegal lending discrimination and to 
gtherwise encourage the availability of credit to low ahdlUoderate income individuals and 
small and medium sized companies and farms.

However, there remain several critically important matters that must be dealt with 
by Congress. Several of these matters will be taken up by Congress within the next few 
months. Options on how to deal with these issues and our preferred legislative approaches 
are outlined below. We seek your guidance on whether to proceed with our approach or 
to follow another path.

In carrying out the policies we have outlined above, it will be necessary to have 
FDIC chairperson who, in addition to being competent on the issues, is loyal to your

• Steady and prudent regulation in the interests of solid, long-term economic 
growth and the prevention of further deposit insurance crises.

Main Treasury and the OCC, in cooperation with the other federal bank regulatory 
agencies (FDIC, OTS, Federal Reserve), have launched several initiatives that reflect these 
themes, promoting rrpHit Availability through the removal and reform of regulations that 
irrationally impede lending to various kinds of borrowers. We believe these measures are 
having a positive effect on bank lending and will have an increasingly positive effect in 
the months ahead. We will pursue several additional steps in the weeks and months 
ahead.

Access to credit and other financial services for all financially capable 
businesses and individuals through the eliminatiegLofnon economic barriers. 
including in particular those raised by regulation and discrimination; and
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Administration and its vision in this area, is a team player and does not detract from the 
Administration's ability to deal with Congress and the key Congressional committees. We 
have recommended Ricki Tigert for this position. However, as will be discussed in 
greater detail below, we believe that Bill Brandon would also be a fine candidate for this 
position, though his confirmation, and, if confirmed, his chairmanship, are likely to present 
some serious challenges resulting from his presidency of the ABA (Further 
considerations on this important selection are discussed in section IV below.)

In developing our views in this policy area as well as our policy initiatives to date 
we have had a very cooperative relationship with a variety of people in the White House 
and in other Departments and agencies. In particular, we have worked closely with both 
Chris Edley at OMB and Ellen Seidman at the NEC, both of whom share the overall 
thrust of this memorandum. We would expect to work closely with Chris and Ellen in 
elaborating upon the approaches suggested by this memorandum, should these approaches 
meet with your approval.

(1) Elimination of unnecessary barriers to the provision of credit and other 
products and services by banks and thrifts. Such barriers can take a wide variety of 
forms, including:

• outmoded statutes, regulations, and supervisory practices;

duplicative or conflicting regulatory requirements that consume financial and 
personnel resources that might better be expended in service to the 
economy; and

illegal discrimination against classes of prospective borrowers and customers 
and other forms of prejudice that blind some lenders to the existence of 
sound business opportunities.

From the very start of this Administration, we have focused our attention - and 
that of the institutions we regulate - on this theme. It is the basis of the Credit 
Availability Program, and the Community Reinvestment Act reform effort you have asked 
us to implement, as well as the Community Development Financial Institutions Initiative 
moving through Congress. Emphasis on broadened credit availability is not only the right 
thing to do both philosophically and economically, but additionally, the Administration's 
vigorous pursuit of this goal has given the Administration political credibility with 
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community groups and others whose support will be important as we move to rationalize 
the regulatory system

The Administration initiative in the depository institutions sphere that has 
received greatest attention is the Credit Availability Program ("CAP") announced at the 
White House on March 10.

Tzas/ Phase: The federal bank regulatory agencies, coordinated by the OCC, 
completed the first phase of the CAP in June. With one exception where threatened 

; a longer process, all of the

(2) Steady, prudent regulation in the interests of solid, long-term economic 
growth and the prevention of further deposit insurance crises. America's economy 
remains to some degree in a state of shock, partly induced by the serial collapses of the 
savings and loan industry and the savings and loan insurance fund as well as by the 
troubled bank environment of the 1987-92 period. Rebuilding confidence in America's 
depository institutions as well as the federal regulatory agencies that supervise and insure 
them is a critical step along the path of economic recovery. This combination of 
confidence and participation in the economic recovery depends on establishing a new 
balance between encouraging the risk-taking that is the role of financial intermediaries and 
regulating the system so risk is prudent, well managed, and properly capitalized.

We believe that, as your Administration proceeds, this theme will resonate in the 
day-to-day actions of your regulators, and in steady improvement in the condition and 
lending capacity of America's depository institutions. We also believe that in contrast to 
the last five years, numerous members of Congress and much of the press (as well as the 
vast majority of America's bankers) will be looking for actions in support of this theme 
(and will be hostile toward actions in derogation of it). However, we see no need for 
affirmative steps to highlight it at the Presidential level in the absence of a crisis.

Both main Treasury and the OCC are engaged, separately and jointly, in a variety 
of initiatives in this area, including new supervisory approaches, approaches to better 
protect the deposit insurance funds and approaches to avoid the insolvency of one or 
several depository institutions becoming a systemic problem. On the issues of further 
protection for the funds and systemic risk, we have been working closely with the 
Governors of the Federal Reserve Board.

IL Regulatory Activities
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Upon a motion of the OCC, the FDIC Board recently adopted a program to 
significantly reduce the number and burden of duplicate examinations of the same 
institution.

Rewriting rules, regulations, and policies to reduce compliance costs and paperwork 
burden to the industry. The OCC has already targeted over twenty policy areas for 
reform and will soon release major rule changes for public comment. In addition, 
bank examiners across the country are reviewing OCCs examiner guidance to 
identify dispensable procedures and requirements.

Second Phase: As part of the second phase of the CAP, the OCC is now 
undertaking and encouraging the other bank regulatory agencies to undertake a number 
of initiatives:

At your initiative, the OCC is working with other bank regulatoiy agencies to 
combat discrimination in the banking industry and reform administration of the 
Community Reinvestment Act. Success with these efforts will significantly 
broaden credit availability for minority and low-income individuals and households.

The OCC, and at its behest the FDIC, have used guidelines and performance 
objectives, rather than command-and-control regulations to implement the most 
unnecessarily intensive requirements of recent banking legislation.

The OCC has initiated a program to foster industry self-regulation as an adjunct to 
federal regulatory efforts. The OCC is working actively and successfully to 
encourage industry efforts in the areas of equal credit opportunity and mutual fund 
sales.

• In conjunction with the NEC (Ellen Seidman) and OMB, (Chris Edley), we are 
working with the SBA (Erskine Bowles) to develop programs to spur small 
business lending. From our discussions to date, including discussions with dozens 

| of business leaders and bankers, we believe the most effective additional step the 
| Administration can take to further spur small business lending is to expand the 
* SBA small business guarantee program. In addition, we are exploring potential 

improvement and expansion of the Small Business Investment Corp. (SBIC) 
program, through which banks can provide equity capital for small businesses.

Tone'. As with virtually every other economic matter, achieving greater availability 
of credit and other banking services is heavily dependent upon the psychology of the 
participants. Accordingly, we have worked hard to set a tone which we believe resonates 
well with lenders, consumers and examiners.
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More particularly, we have attempted to make certain: (i) that industry members 
understand that the Clinton Administration appreciates and is tackling the problems they 
face from excessive and inconsistent regulation; (ii) that consumer groups and the general 
public know that the Clinton Administration is working to ensure fair access to credit for 
all Americans; and (iii) finally that examiners understand that the Administration believes 
we can and must combine safety and soundness with fair and efficient access to credit, 
and examiners working to this end will be supported, not dangled as bait before Congress 
should there be another crisis.

In recent months, various parties have advanced a number of proposals to stimulate 
bank lending by making it more costly for banks to hold government securities. 
Proponents of this change argue that, by making investments in government securities 
more costly, we will make other investment activities, especially loans, more attractive.

Although this step is permissible under the Basle accords, no other nation has 
placed a credit risk-weighting on its own sovereign securities. Moreover, we believe that 

We have actively gotten this message out through meetings held by the OCC with 
its examiners around the country, as well as through speeches and press interviews.

Results:. Because the CAP initiatives are only beginning to take effect, available 
data is just beginning to demonstrate results. Nevertheless, we believe the CAP is having 
a positive effect on bank lending. We expect increasingly positive results as the initiatives 
taken under the program are adopted by banks and thrifts in the coming months.

Available data do not conflict with this surmise. After 11 quarters of decline, bank 
lending was up in the second quarter of this year. Lending was up in New England, 
which is just beginning to recover economicallv. However, lending was still flat in the 
Tar West which is not surprising ^vSTthe economic slowdown in the region.

Given the lag time between the date rules are changed and the date they finally 
inpact credit decisions, we would not expect the full effect of the rule changes to be 
apparent for several more quarters. However, while it is doubtful that the CAP reforms 
themselves had a great deal to do with the second quarter's increases, the positive 
psychology created by the announcement of the program and the aggressive way it has 
been carried out did, we believe, have a considerable inpact on this increase. Informal 
surveys of bank executives confirm this indirect effect. We expect that as the CAP 
reforms themselves inpact lending decisions, the effect of the program on loan growth 
will be increasingly positive.
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the impact of such a move would be unlikely to be positive in the aggregate. Indeed, it 
would probably have adverse macroeconomic consequences that vastly outweigh any 
conceivable benefit. (These views are shared by the Federal Reserve Board.)

Over the last several months, we have had many contacts with banks from all over 
the country, and we have seen no indication that increasing the capital charge on 
government securities would increase lending. In addition, we have seen no indication 
that providing greater flexibility in the area of securitization of small business loans would 
increase lending to small businesses, at least in the near term.

For the industry as a whole, increasing the capital charge assigned to government 
securities would have two clear effects:

To the extent banks choose to retain those securities, they would have to 
hold greater capital reserves, thus reducing their lending capacity; and

(2) To the extent banks choose to divest government securities, the sell-off 
would increase the amount of federal government debt in the market, 
decreasing demand for that debt, increasing interest rates, and thereby 
undermining efforts to spark an economic recovery.

Accordingly, we (and the Federal Reserve) urge rejection of the proposals to 
artificially impose capital charges on government securities

Securities Underwriting

One of the important financial services areas from which banking organizations 
have largely been restricted since the 1930s has been underwriting_secuiitie§. Although 
this is an area that has been portrayed as "too risky"Tdr Tanks, in point of fact the area 
has proved materially less risky than making loans ovei_thejgears, In part this stems from 
a variety oTuriderwritii^techniques that limit the extent to which, and the time during 

which, the underwriter is at risk.

The underwriting of securities is a natural business for banks as it is another facet 
of the credit extension business. It is an area that has experienced steady growth over the 
last few decades. Moreover, the securities underwriting business is currently quite 
concentrated with relatively few participants. The competitive pressures that would be 
generated by allowing banks to engage in more of this activity would probably benefit 
both businesses and the economy more generally.
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The Federal Reserve Board, under currently applicable law, has permitted certain 
subsidiaries of bank holding companies to underwrite a limited amount of securities. The 
Fed has the power to expand this window considerably. However, the Fed has failed to 
take action in this area out of concern that political forces will either seek to reverse the 
Fed's action or take other adverse actions.

This portion of the memorandum provides recommendations and brief overviews 
of each of these issues.

Accordingly, the Fed is reluctant to take action on its own at this time. However, 
we have discussed this subject at considerable length with Alan Greenspan who tells us 

| that the Fed would take some modest action to expand the underwriting opportunities for 
banking organizations if the Clinton Administration would publicly support it as 

f appropriate. This action would still limit banking companies to conducting such activities 
as a small percentage of separate subsidiaries, funded entirely without insured deposits.

TIT. Legislative Issues

Congressional actions are rapidly moving the Administration toward the point at 
which it must take definitive positions on a number of legislative issues. In particular. 
Senate Banking Committee and the Financial Institutions Subcommittee of the House 
Banking Committee (Neal) have announced fall legislative agendas that focus on four 
issues with significant policy implications: (1) reduction of regulatory burden; (2) 
interstate branching; (3) consolidation of the bank regulatory agencies; and (4) bank sales 
of insurance.

We recommend that we tell the Fed that we would support a technical regulatory 
change that would modestly expand the opportunities for banking organizations to 
engage in underwriting activities under existing law, provided that after consultation 
with the Administration's legislative affairs office it is clear that the timing is 
appropriate, and that Congressional reaction is not likely to present significant 
problems. Any further steps in this area would be held for careful consideration next 
year.

f " In addition, we propose a serious examination of potential legislation that would 
'I permit banking organizations to underwrite securities offerings for, and invest insmall 
r^and medium sized companies. This is a market that is under served and that needs 

equity and debt capital. It is a market that the banks often tend to know best
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We believe any decision in these areas should be based on the broad architecture 
(or basic themes) of a Clinton era depository institutions policy, as outlined above. That 
architecture can be applied to the issues set out below and other major issues if we assess 
them on the basis of two tests.

Does the proposal on balance benefit the economy and the consumer 
(including business and individual consumers); and

Does the proposal on balance materially decrease or increase the 
safety and soundness of depository institutions?

A. Reduction of Regulatory Burden: Although much is being done now to 
reduce needless regulatory burdens on banks through administrative actions, some steps 
require legislative change. Bills have been introduced in both the House and Senate, 
based on a "laundry list" from the bank trade associations to provide "regulatory relief." 
While many of the provisions of these bills are sound and appropriate, many others are 
overdone and would be highly controversial in Congress if actually brought to mark-up.

Members of both Houses have initiated efforts to add these bills to the Community 
Development Financial Institutions Bill ("CDFI"). Although we believe that there is merit 
in supporting the constructive elements of these regulatory relief bills, we have had a great 
concern that, if laden down with the full laundry list, the CDFI bill would get mired in 
long and vehement Congressional disputes. Fortunately, working with others in the 
Administration and in the Senate, we have been able to get a more focused version of the 
regulatory relief legislation incorporated into the Senate version of the CDFI bill, and to 
reach an agreement with the American Bankers Association that this focused approach is 
wise. The CDFI bill, incorporating this focused regulatory relief approach, recently passed 
the Senate Banking Committee with a strong bipartisan vote of 18-1. We will be working 
towards a similar approach in the House.

Interstate Branching'. The Douglas amendment to the Bank Holding
Company Act permits banking organizations to own banks in any state where the host 
state permits such ownership. Currently, virtually every state in the United States allows 
some out-of-state banking organizations to own a bank in the state. Accordingly, 
interstate banking, though something of a patchwork, already exists. The current structure 
is extremely clumsy, however, for customers as well as for the banks. For example, even 
though several banking companies operate subsidiary banks in Virginia, Maryland and the 
District of Columbia, they are legally separate - so a customer of NationsBank who has 
an account at a Virginia branch cannot make a deposit at a NationsBank branch near his 
or her office in D.C.



10

This latter option, branch consolidation, would leave it entirely to the states to 
determine which banks they let into their states and where in their states an entrant could 
branch. Given the complex politics on this issue in Congress, we favor pursuing the 
branch consolidation route at this time.

The current patchwork can be altered in a variety of ways to make it more rational. 
At the furthest extreme, so-called "full interstate branch banking," a bank could be 
permitted to branch anywhere in the country it wished. At the other extreme, so-called 
"branch consolidation," a banking organization would merely be allowed to convert its 
existing multi-bank, multi-state system into a one bank multiple-branch organization.

If we analyze branch consolidation on the basis of the two criteria we have 
proposed, it is highly desirable: first, allowing branch consolidation would make existing 
organizations much more efficient. These efficiencies will, in part at least, translate into 
increased lending or more competitive service to the benefit of the consumer, and will 
provide more rational, convenient service for bank customers. Moreover, branch 
consolidation raises virtually none of the states rights issues or the community service 
issues raised by full interstate branch banking. This approach would apply only to those 
states that already permit out-of-state bank holding companies to own banks in the state, 
and would honor each state's laws governing branch locations.

Concurrently, branch consolidation translates into more rationally organized and 
run banking organizations that are easier to examine. The increased efficiency should aid 
in capital formation. Hence, permitting branch consolidation increases the safety and 
soundness of the system.

This does not mean this proposal is non-controversial. On the contrary, community 
bankers will fight any move that makes multi-state banking better, and some community 
groups are concerned that any move toward larger banks will reduce commitment to and 
service in local, particularly small and rural, communities. By adopting the branch 
consolidation version of interstate branching, we believe those objections can be overcome 
on the merits. We believe that after voicing some concern the community groups will 
accept branch consolidation legislation, if they get something in return. And, while the 
community bankers, as a trade association, are unlikely ever to support any form of 
interstate branching, we think they might be inclined not to fight too much - again if they 

f get something in return. The key, in our opinion, is CRA reform. If the community 
groups believe our CRA effort will indeed force all banks - but particularly regional and 
national banks, to serve all communities in which they are located, and the small bankers 
are able to be relieved of some regulatory burden in this area, opposition to branch 
consolidation could dissipate. The key is attention to the varied interests, and careful 
timing of the CRA proposals.
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We recommend that the Administration support legislation to permit branch 
consolidation. (Such legislation has already been introduced in Congress in various 

forms.)

As a timing matter, Chairman Riegle has decided to hold hearings on interstate 
branching this fall, and has asked both of us to address this issue in testimony before the 
Senate Banking Committee. A similar request has been made by Congressman Neal for 
testimony before the House Banking Committee's Financial Institutions Subcommittee.

Regulatory Consolidation: Both Chairman Riegle and Chairman Gonzalez 
strongly support legislation to consolidate the existing bank regulatory agencies into a 
single regulator. Senator Riegle has asked Frank Newman to present the Administration's 
views on this issue at a November hearing.

We believe that carefully structured and implemented regulatory consolidation is 
good public policy. The existing multiplicity of bank regulatory agencies is highly 
inefficient and a significant source of regulatory burden to the banking industry. Having 
a single regulator (or at least fewer than today’s four) would significantly simplify both 
the formulation of policy and the conduct of superx ision. The current system is complex, 
confused, and provides at best a barely workable mechanism for setting and implementing 
policy. It should be rationalized now, when the banking industry is healthy and 
rationalization enjoys substantial congressional support. We therefore recommend that 
the Administration support regulatory consolidation in an appropriate form

The approach we have been taking in discussing this issue with the Fed emphasizes 
three legs to the safety and soundness stool - balanced and effective supervision, 
management of systemic risk and deposit insurance. In this structure we see the OCC 
taking the lead on supervision, the Fed on systemic risk (and its use of the discount 
window and other tools to deal with this problem), and the FDIC on deposit insurance and 
liquidation. By focusing these agencies on their historic missions, we will be working 
towards improvements in the environment for safety and soundness, efficiencies in the 
federal government's operations, and reductions in unnecessary burdens on the regulated 

entities.

Alan Greenspan is largely in agreement with the thrust of this approach, although 
he has a not surprising inclination towards protecting some of the activities of the Fed. 
We have been having discussions with Alan Greenspan, as well as Fed Governors Mullins 
and LaWare to explore those activities in which the Fed feels strongly about maintaining 
a continuing role.
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A potential stumbling block for consolidation is the question whether the 
consolidated regulator should be part of the Treasury or independent of the Executive 
Branch. In 1991, a Bush Administration consolidation proposal died partly over this issue, 
with House and Senate leadership both insisting on independence. We believe 
compromise solutions are possible (for example, the principal regulator could be governed 
by a board including significant Treasury and majority Administrative representation), and 
have received expressions of interest from the Hill in negotiating a compromise. In the 
end, although the new entity need not be housed in Treasury, it is extremely important that 
Treasury have significant influence over the entity, and thus over banking policy, in order 
to maintain this aspect of the Administration's ability to influence the economy.

Although more work is needed to develop the specific structures, we recommend 
that the Administration support an approach along these policy lines that would reduce the 
number of regulators from four to one or two. Such consolidation would also be in 
concert with the directions espoused in the National Performance Review.

There are valid public policy reasons for permitting banks to offer insurance 
services, benefitting both consumers and banking industry soundness and capacity. At the 
same time, the inter-industry fight could prove hard to win and distracting to other 
Administration priorities. Acconfingly, we recommend that the Administration support 
on public-interest grounds the notion that banks ought to be allowed to continue to sell 

D. Bank Insurance Sales: Recent court decisions have established the authority 
of national banks to use branches in small towns as platforms for nationwide insurance 
sales. The Senate and House Banking Committees have invited the two of us to testify for 
the Administration on this issue in October or November. We expect that insurance-agent 
lobbies will press for legislation to cut back this existing authority.

We know of no legitimate public policy reasons for denying banks the ability to 
sell insurance. However, there is a strong, self-interested lobbying effort underway against 
this on the part of the insurance industry and agents, and there will be an active political 
battle over this issue in Congress, regardless of the position of the Administration.

One possible compromise that we have raised publicly and that seems to have 
received a positive response from both community groups and banks is to allow banks to 
(establish insurance sales operations in poor inner city areas and from there perhaps_to sell 
in^nranceto a broader market peihq^sstate^dde-Drlhroughout a metropolitan area. This 

encourage them to increase employment in the inner cities by establishing their insurance
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insurance as cunent law permits and work to develop further the idea of insurance sales 
by banks in and from inner cities. Because of the political complexities of the issue, 
however, we further recommend that the Administration avoid significant investments of 
political capital in this position. This process would be coordinated closely with Howard 
Paster as well as Michael Levy, who heads legislative affairs for Treasury.

In order for you to have a strong financial services policy that supports economic 
growth and expansion you must have an FDIC Chair who shares your agenda, can work 
collegially with the other regulators and has an understanding of, and an intellectual ability 
to deal with, complex bank regulatory matters. There are several reasons for this:

Once appointed, the FDIC chairman is independent and cannot be removed. 
In the Bush Administration, FDIC Chairman Bill Seidman pursued an 
agenda sharply conflicting with that of the Administration. This possibility 
is heightened by Congressional pressures and the peculiarities of the FDIC 
staff.

In order for the Clinton Administration to achieve its credit availability 
goals, it is essential that the FDIC concentrate on its historiccorejnissiQn 
of supervising the deposit insurance fund andJiquidatins failed institutions. 
This vision of the FDIC as solely the insurer and liquidator engaging only 
in very special circumstances in special examinations of the weaker 
institutions and enforcement to protect the fund, is critical to keep the FDIC 
from duplicating or triplicating bank and thrift examinations, as well as 
pursuing excessive and burdensome regulatory initiatives.

Some part of this effort to focus the mission of the FDIC ancLkeep-iLftorii  ̂
chilling hank lending, through burdensome duplication of examination and 
pxrossive regulatory initiative^, was accomplished in a joint agency 
agreement pursuant to the Administration's credit availability initiative, and 
several FDIC Board actions, culminating recently in a decision to sharply 
limit duplicative examinations.

The willingness of the Federal Reserve Board to be helpful in pursuing 
Administrative objectives is affected not only by the Fed's relationship with 
the White House and Treasury, but also by how the Fed feels vis a vis the 
FDIC. Currently, the Fed and the Clinton Administration working group
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have an excellent relationship. The wrong FDIC chairman could harm this 
constructive program.

The FDIC chairperson should be someone who is analytically strong. Much 
of what the FDIC has to deal with involves a massive amount of rules, 
regulations and statistics that greatly inpact banks and thrifts.

Ricki clearly shares the view that the FDIC should focus its resources and 
attention on its core mission of insuring and liquidating, and not on 
regulation of healthy banks. And, Ms. Tigert is a strong supporter of your 
Administration.

Having reviewed dozens of candidates for Chairperson of the FDIC, we are 
convinced that Ricki Tigert is an excellent candidate and have recommended that the 
White House should move on her nomination immediately. We have come to this 
conclusion for several reasons.

With all this said, an FDIC chairman cannot be 
influenced by the industry or insensitive to safety and soundness concerns. 
Any such perception would render Senate confirmation problematic, if not 
impossible, and damage the new Chairman's ability to support a credit 
expansion agenda.

Ricki is very strong substantively. She has exceptionally fine academic and 
substantive credentials and as a former Treasury Official and as Fed Deputy 
General Counsel, Ms. Tigert has considerable experience in this area. 

■J

Ricki is respected by Fed Chairman Greenspan and other Fed Governors. 
We are confident that she would be able to work well with the Fed and its 
staff, as well as with the Administration.

Having come from a small town in Tennessee, and having done a 
considerable amount of work professionally with smaller institutions, 
including minority institutions, Ricki is clearly sensitive to the important 
role of community banks in this country.

Ricki would make a major contribution to the President's goal of making 
Washington's senior officials more diverse. There has never been a senior 
bank regulator in the history of the country who has not been a white male.
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Another key candidate is Bill Brandon. Bill approached us about the FDIC 
chairmanship and informed us that he believes that whatever competition there might have 
been in the past between Bill Bowen and himself was now resolved as Mr. Bowen has 
taken a new position in hospital administration in Arkansas. While neither of us know 
Bill very well, we have both had occasion to work with him over the last several months 
and we have talked with him at some length about the FDIC job and his vision of that 
organization's role and your Administration. We have come away from these meetings 
with the belief that Bill is a very fine person who, not surprisingly as a senior bank officer 
and American Bankers Association President, is quite knowledgeable about banking 
issues.

j Pursuing an appropriate bank and thrift regulatory policy can prove to be a material 
support to the economy. In the past, policy and regulation in this area has been badly 
handled. Without significant changes, this support will be almost impossible to realize. 
Moreover, the banking and thrift sector, without significant changes, could well prove over 
time to be a drag on the economy. We believe that the program described in this memo 
provides the initial steps to make needed changes, as well as a framework for additional 
initiatives to implement over time. We look forward to the opportunity to discuss the 
specifics with you.

Bill appears to share a vision of the FDIC that would be consistent with your credit 
availability initiatives. Moreover, Bill almost certainly has the forcefulness for the job.

However, we have reservations about nominating Bill for this position because of 
his current position as President of the ABA. Although it may well be the case that if the 
Administration put on a campaign, Bill would be confirmable, Bill is quite likely to be 
viewed by some in Congress and a variety of important consumer groups as the fox 
guarding the hen house. This perception would be almost certain to limit his ability to 
pursue the regulatory agenda needed to support the credit availability initiative, and his 
nomination would almost certainly be damaging to the credibility of your Administration 
with these groups.

With all this said, we both like Bill and would be pleased to explore further the 
viability of his candidacy for the FDIC job, if you would like us to.

A r4)!? * *
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home.
The announcement reads: “As reported in a 

recent Wall Street Journal editorial, legal fees 
running into the hundreds of thousands of dollars 
have been incurred by these and other former

Bound for Brazil Again______________________

■ State Department career officer Melvyn
Levitsky, said by some to be a drop-dead look-alike 
of former Fox Television chairman Barry Diller, is 
in line to be named ambassador to Brazil. Levitsky, 
now assistant secretary of state for international 
narcotics matters—also known as-Drugs’n 
Thugs—had been looking at some Eastern 
European posts, but Poland and Hungary became 
political plums, and Levitsky jumped at the Brazil 
offer.

The Portuguese-speaking Levitsky has been 
there before, serving three years in Belem and 
Brasilia in the late 1960s.

Breaking Business Ties______________________

■ Changing hats, cutting ties.
One day last August former Ohio governor

Richard F. Celeste was earning some pretty decent 
change as a consultant for Mountain State [West
Virginia] Blue Cross and Blue Shield and from the 
board of a sports medicine operation.

Then he was named chairman of the Democratic 
National Committee’s National Health Care
Campaign, working to pass the Clinton 
administration’s health care initiative. Four days 
later he dropped Mountain State, from which he 
had made $150,000 for his political work to help 
ease relations between the health insurer and West 
Virginia officials.

According to the Cleveland Plain Dealer, Celeste 
cashed in stock options with the sports medicine 
company worth $268,000 between November 1991 
and December 1992.

“I don’t think there should be any question about 
divided loyalties in work of this sort," Celeste said.

Lawyer Talk at the White House______________

■ There's talk at the White House that Washington 
lawyer Victoria L Radd, who worked in the Clinton 
campaign war room for James Carville and advised
Clinton on the debates, is a possible replacement 
for Ricki Seidman as “ConCosPotus," or counselor 
to chief of staff Thomas F. “Mack” McLarty.

It’s Official.

■ Clinton said Friday he will nominate Frederick G. 
Julie T. Kelleher, who runs the operation out of her Slabach, associate dean at Mississippi College

School of Law and before that legislative aide to 
former Mississippi senator John Stennis, to be 
assistant secretary of agriculture for congressional 
relations.

Also, Wally B. Beyer, longtime general manager 
government aides as a result of the onslaught of yet of an electric cooperative in North Dakota, has
another Special Prosecutor.” And just what is the K been named administrator of the Rural
Group? Electrification Administration.

By Al Kamen 
Wuhington Port Staff Wnler

battle is brewing over who will fill two 
vacancies on the six-member Federal 
Election Commission, the panel that oversees

federal election laws.
On one side is the good-government crowd—the 

Center for Responsive Politics and Common 
Cause—insisting that members of Congress should 
not decide who will monitor their election activities 
any more than the Mob should pick federal judges. 

On the other side is Congress, having prevailed 
on administrations going back to Gerald R. Ford’s 
to let it pick the six-member board, which is divided 
equally between Republicans and Democrats. Total 
presidential control, Congress’s backers argue, 
would give an unfair advantage to whichever party 
runs the White House.

The latest fight involves President Clinton’s new 
best friend, Senate Minority Leader Robert J. Dole 
(R-Kan.), who last week backed the administration 
on Somalia. Dole has written White House 
personnel boss Bruce Lindsey that “it is my sincere 
hope that this tradition [of congressional picks] will 
be upheld.”

The administration, which has yet to respond to 
three letters from the Center for Responsive 
Politics urging nonpartisan White House selections, 
apparently has responded to Dole's inquiries, 
leading some to wonder whether Dole and his 
Democratic counterparts on the Hill will prevail 
again.

The Supreme Court has said that Congress had 
no constitutional authority to make the 
appointments, but a constitutional fig leaf may be 
taking root.

f Lindsey asked Dole, who strongly favors 

reappointing Commissioner Lee Ann Elliott to 
| another term, to suggest a second name for the 
/ J slot. That would put an advisory gloss on 

congressional actions.
Dole wrote Lindsey that “in the interest of fair

play," he would recommend William B. “Rusty”
DePass, who sits on the South Carolina election 
commission.

Don’t pack your bags yet, Rusty.

Galloping to the Rescue?____________________

■ A press release announcing a legal defense fund 
for former Bush administration aides Margaret 
Tutwiler and Janet Mullins—under investigation 
by a special prosecutor in the Clinton passport 
caper—identifies the PR firm issuing the release as 
“The K Group” in Somerville, Mass., headed by

The announcement explains. “The K Group is a 
free-lance information/consulting organization 
committed to the dissemination of factual 
information and the exposing of injustice wherever 
it is found."

Not since the Lone Ranger rode off into the 
sunset. ...
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Retiring Without Buyouts

M
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pensions 4 to 5 percent for each 
year they are under age 65. 
And I don’t know of any 
company that gives retirees 
cost-of-living adjustments after 
they retire.

“If a Democratic president 
proposed raising the retirement 
age, the Democratic Congress 
would pass it fast. Just the 
threat of raising the retirement 
age would push thousands of 
people into retirement, and 
without the added cost of 
buyouts.”

No Name, I Live in Federally 
Infested Takoma Park

Many federal workers are 
convinced that the Clinton 
administration will go after the 
retirement program next year. 
In the meantime, Rep. Robert 
H. Michel (R-Ill.) has 100 
cosponsors for an alternative 
health care bill that would be 
financed, in part, by raising the 
federal retirement age to 62.

The bipartisan Concord 
Coalition, headed by former 
senators Paul E. Tsongas, a 
Massachusetts Democrat, and 
Warren Rudman, a New 
Hampshire Republican, has 
proposed other changes, 
including basing retiree 
pensions on the highest 
four-year average salary (the 
Civil Service Retirement 
System now uses a high-three 
formula), denying cost-of-living 
adjustments to retirees until 
they are 62 and cutting 
government contributions to 
the 401(k) thrift savings plan 
accounts of employees. Michel’s 
bill could scare some people 
into retiring, while the 
Tsongas-Rudman plan could 
make them afraid to retire until 
they are at least 62.
■ “Buyouts! Buyouts! Buyouts! 
Is that all your column ever 
talks about? By and large, most 
of these self-centered 
bureaucrats have been drinking 
at the public trough long 
enough. How about granting 
more time and space to those 
workers earning less than 
$30,000 who are struggling to 
survive? Those are the people 
who deserve compassion and 
support.”

Nolan Dalia, Crystal City

any of the Washington 
area’s 100,000 federal 
retirees are steamed 

about the government’s plans to 
offer early retirements and 
buyouts to current employees. 
Some retirees ask where the 
perk was when they needed it, 
while others wonder if their 

- delayed cost-of-living raises are 
’ financing the buyouts.

Another Monday Morning 
Quarterback (this one works at 
the White House) hopes the 
president will remember that 
charity begins at home when 
the buyouts roll. This is what 
other people are saying:

■ “The president has asked 
Congress to approve $25,000 
buyouts to persuade federal 
employees to retire. At the 
same time, federal retirees are

• having pension cost-of-living 
adjustments delayed from 
January until April for the next 
three years, which in effect will 
help pay for these buyouts. 
Apparently the president wants 
more federal employees to

‘ retire so that he can reduce 
their pensions too. What a 
Catch-22 situation! 

h “However, federal employees 
are now delaying retirement in 
expectaton of getting these 
buyouts. A proposal by the 

; president for a future increase 
in the retirement age and/or 
the number of years used to 
compute the pension amount 
would persuade more federal 
employees to retire without the 

, need for buyouts.”
William J. Ziegler, Ellicott City

■ “The White House could
• clear the decks, fast, of the 

252,000 civil servants it wants 
to get rid of, very simply. And 
without costing the taxpayers a

‘ nickle. It is this: 
' “Raise the minimum federal 

retirement age from 55 to 60, 
or 62, or 65 if you really want 
to see a mass exodus—and 

' without buyouts! Or propose 
increasing the pension 
reduction from 2 percent to 5 
percent for people who retire 
early. Most private firms sock it 
to early retirees, trimming their 

By Mike Causey 
WutaafUo Po« Sufl Writer
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to the President

The Vice President, Mack, David G
Howard, Laura Tyson

THE WHITE HOUSE

WASHINGTON

FROM: JOHN D. PODESTA
Assistant to the President and 

Staff Secretary
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October 7, 1993SECRETARY OF THE TREASURY

MEMORANDUM FOR THE PRESIDENT

LLOYD BENTSENFROM:

Banking PolicySUBJECT:

Attachment

Bob Rubincc:

I understand that Bob Rubin will be arranging a time soon for 
Frank, Gene, Bob, Roger and me to meet with you on these issues, 
and we all look forward to discussing them with you.

DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C.

Attached is a memo prepared by Frank Newman and Gene Ludwig in 
response to your expression of interest in a range of banking 
issues. I believe the memo provides excellent background on a 
number of important matters that bear on the overall economy, as 
well as the banking system. I have worked with Frank, Gene, and 
Roger Altman on these issues, and support the recommendations. 
Frank and Gene have also worked closely with others in the 
Administration, particularly NEC and OMB, and the memo reflects a 
largely shared view of policy direction.

The memo also provides background and an opportunity to settle on 
an appropriate nominee for Chairperson of the FDIC, the last 
especially important financial system appointment remaining to be 
filled.

I believe it is important for our Administration to have such a 
comprehensive approach to banking system issues, and to state it 
publicly and carefully. The U.S. banking system is facing 
secular decline, with enormous potential implications for the 
economy. We have the opportunity to take actions to strengthen 
the system while simultaneously delivering benefits to a broad 
range of consumers and businesses. The approach described in the 
memo should expand productive lending, help distressed communi­
ties, increase U.S. competitiveness internationally, and improve 
the financial condition of the industry.
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MEMORANDUM

The PresidentTo:

jvyman/Gene Ludwig ,Frank Ne’From:

Credit Availability and Other Banking Policy MattersRe:

CC:

October 6, 1993Date:

INTRODUCTION

This secular decline results in part from anachronistic, inconsistent and frequently 
excessive legislative and regulatory restrictions on banks and thrifts. A perpetuation of 
such an environment will produce continued pressure for contraction of these industries. 
If the contraction results from regulatory inertia or excess, rather than economically sound 
rationalization, it could have a serious adverse impact on the overall economy. Banks and 
thrifts remain major sources of financing for consumers and businesses, and banks are 

Vice President Gore, Lloyd Bentsen, Bob Rubin, Roger Altman, Chris 
Edley, Ellen Seidman, Joe Stiglitz, Howard Paster

The banking and thrift industries in this country find themselves in the midst of a 
long term secular decline that worsened markedly in the last decade. Assets under 
management of banks and thrifts fell a full 10% in the last decade from 58% to 48% of 
total assets. This trend continues, but is temporarily overshadowed in the press by a 
cyclical upturn in profitability that in part reflects the interest rate environment but also 
reflects improvements to balance sheets as we have moved away from the depths of the 
last recession.

This memorandum responds to Bob Rubin's request that we briefly outline for you 
(1) broadly, what we propose as the architecture of Clinton Administration depository 
institutions policy; (2) the progress of the Administration's credit availability program to 
date along with further actions that could stimulate bank lending; (3) our views on several 
pending legislative issues; and, finally, (4) our current thoughts on selection of an FDIC 
Chair.
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critical elements of both monetary policy and the payment system. A disorderly, non- 
economically based contraction of the system would harm businesses, consumers and 
communities, both directly and indirectly.

The Clinton Administration has an opportunity to reduce the layers of inconsistent 
and excessively restrictive legislation and regulation that shackle the economic potential 
of these industries. To accomplish this requires a principled policy that is very carefully 
executed. Careful execution is particularly necessary here because of the complex politics 
of the relevant committees in Congress, the 4 federal bank and thrift regulatory agencies, 
and the powerful special interest lobbies.

In our view, Administration policy with respect to insured depository institutions 
should emphasize two overarching themes:

Access to credit and other financial services for all financially capable 
businesses and individuals through the elimination of non-economic barriers, 
including in particular those raised by regulation and discrimination; and

Steady and prudent regulation in the interests of solid, long-term economic 
growth and the prevention of further deposit insurance crises.

Main Treasury and the OCC, in cooperation with the other federal bank regulatory 
agencies (FDIC, OTS, Federal Reserve), have launched several initiatives that reflect these 
themes, promoting credit availability through the removal and reform of regulations that 
irrationally impede lending to various kinds of borrowers. We believe these measures are 
having a positive effect on bank lending and will have an increasingly positive effect in 
the months ahead. We will pursue several additional steps in the weeks and months 
ahead.

We have also launched initiatives to end illegal lending discrimination and to 
otherwise encourage the availability of credit to low and moderate income individuals and 
small and medium sized companies and farms.

However, there remain several critically important matters that must be dealt with 
by Congress. Several of these matters will be taken up by Congress within the next few 
months. Options on how to deal with these issues and our preferred legislative approaches 
are outlined below. We seek your guidance on whether to proceed with our approach or 
to follow another path.

In carrying out the policies we have outlined above, it will be necessary to have 
an FDIC chairperson who, in addition to being competent on the issues, is loyal to your
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outmoded statutes, regulations, and supervisory practices;
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In developing our views in this policy area as well as our policy initiatives to date 
we have had a very cooperative relationship with a variety of people in the White House 
and in other Departments and agencies. In particular, we have worked closely with both 
Chris Edley at OMB and Ellen Seidman at the NEC, both of whom share the overall 
thrust of this memorandum We would expect to work closely with Chris and Ellen in 
elaborating upon the approaches suggested by this memorandum, should these approaches 
meet with your approval.

Administration and its vision in this area, is a team player and does not detract from the 
Administration's ability to deal with Congress and the key Congressional committees. We 
have recommended Ricki Tigert for this position. However, as will be discussed in 
greater detail below, we believe that Bill Brandon would also be a fine candidate for this 
position, though his confirmation, and, if confirmed, his chairmanship, are likely to present 
some serious challenges resulting from his presidency of the ABA (Further 
considerations on this important selection are discussed in section IV below.)

(1) Elimination of unnecessary barriers to the provision of credit and other 
products and services by banks and thrifts. Such barriers can take a wide variety of 
forms, including:

illegal discrimination against classes of prospective borrowers and customers 
and other forms of prejudice that blind some lenders to the existence of 
sound business opportunities.

duplicative or conflicting regulatory requirements that consume financial and 
personnel resources that might better be expended in service to the 
economy; and

From the very start of this Administration, we have focused our attention — and 
that of the institutions we regulate - on this theme. It is the basis of the Credit 
Availability Program, and the Community Reinvestment Act reform effort you have asked 
us to implement, as well as the Community Development Financial Institutions Initiative 
moving through Congress. Emphasis on broadened credit availability is not only the right 
thing to do both philosophically and economically, but additionally, the Administration's 
vigorous pursuit of this goal has given the Administration political credibility with 
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community groups and others whose support will be important as we move to rationalize 
the regulatory system.

Both main Treasury and the OCC are engaged, separately and jointly, in a variety 
of initiatives in this area, including new supervisory approaches, approaches to better 
protect the deposit insurance funds and approaches to avoid the insolvency of one or 
several depository institutions becoming a systemic problem. On the issues of further 
protection for the funds and systemic risk, we have been working closely with the 
Governors of the Federal Reserve Board.

First Phase: The federal bank regulatory agencies, coordinated by the OCC, 
completed the first phase of the CAP in June. With one exception where threatened 
litigation by the appraisal lobby has made regulatory change a longer process, all of the 
reforms designed in that phase have now been implemented.

We believe that, as your Administration proceeds, this theme will resonate in the 
day-to-day actions of your regulators, and in steady improvement in the condition and 
lending capacity of America's depository institutions. We also believe that in contrast to 
the last five years, numerous members of Congress and much of the press (as well as the 
vast majority of America's bankers) will be looking for actions in support of this theme 
(and will be hostile toward actions in derogation of it). However, we see no need for 
affirmative steps to highlight it at the Presidential level in the absence of a crisis.

The Administration initiative in the depository institutions sphere that has 
received greatest attention is the Credit Availability Program ("CAP") announced at the 
White House on March 10.

(2) Steady, prudent regulation in the interests of solid, long-term economic 
growth and the prevention of further deposit insurance crises. America's economy 
remains to some degree in a state of shock, partly induced by the serial collapses of the 
savings and loan industry and the savings and loan insurance fund as well as by the 
troubled bank environment of the 1987-92 period. Rebuilding confidence in America's 
depository institutions as well as the federal regulatory agencies that supervise and insure 
them is a critical step along the path of economic recovery. This combination of 
confidence and participation in the economic recovery depends on establishing a new 
balance between encouraging the risk-taking that is the role of financial intermediaries and 
regulating the system so risk is prudent, well managed, and properly capitalized.
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The OCC, and at its behest the FDIC, have used guidelines and performance 
objectives, rather than command-and-control regulations to implement the most 
unnecessarily intensive requirements of recent banking legislation.

Rewriting rules, regulations, and policies to reduce compliance costs and paperwork 
burden to the industry. The OCC has already targeted over twenty policy areas for 
reform and will soon release major rule changes for public comment. In addition, 
bank examiners across the country are reviewing OCC's examiner guidance to 
identify dispensable procedures and requirements.

Second Phase: As part of the second phase of the CAP, the OCC is now 
undertaking and encouraging the other bank regulatory agencies to undertake a number 
of initiatives:

Upon a motion of the OCC, the FDIC Board recently adopted a program to 
significantly reduce the number and burden of duplicate examinations of the same 
institution.

The OCC has initiated a program to foster industry self-regulation as an adjunct to 
federal regulatory efforts. The OCC is working actively and successfully to 
encourage industry efforts in the areas of equal credit opportunity and mutual fund 
sales.

At your initiative, the OCC is working with other bank regulatory agencies to 
combat discrimination in the banking industry and reform administration of the 
Community Reinvestment Act. Success with these efforts will significantly 
broaden credit availability for minority and low-income individuals and households.

In conjunction with the NEC (Ellen Seidman) and OMB, (Chris Edley), we are 
working with the SBA (Erskine Bowles) to develop programs to spur small 
business lending. From our discussions to date, including discussions with dozens 
of business leadeis and bankets, we believe the most effective additional step the 
Administration can take to further spur small business lending is to expand the 
SBA small business guarantee program. In addition, we are exploring potential 
improvement and expansion of the Small Business Investment Corp. (SBIC) 
program, through which banks can provide equity capital for small businesses.

Tone'. As with virtually every other economic matter, achieving greater availability 
of credit and other banking services is heavily dependent upon the psychology of the 
participants. Accordingly, we have worked hard to set a tone which we believe resonates 
well with lenders, consumers and examiners.
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We have actively gotten this message out through meetings held by the OCC with 
its examiners around the country, as well as through speeches and press interviews.

More particularly, we have attempted to make certain: (i) that industry members 
understand that the Clinton Administration appreciates and is tackling the problems they 
face from excessive and inconsistent regulation; (ii) that consumer groups and the general 
public know that the Clinton Administration is working to ensure fair access to credit for 
all Americans; and (iii) finally that examiners understand that the Administration believes 
we can and must combine safety and soundness with fair and efficient access to credit, 
and examiners working to this end will be supported, not dangled as bait before Congress 
should there be another crisis.

Results-. Because the CAP initiatives are only beginning to take effect, available 
data is just beginning to demonstrate results. Nevertheless, we believe the CAP is having 
a positive effect on bank lending. We expect increasingly positive results as the initiatives 
taken under the program are adopted by banks and thrifts in the coming months.

Available data do not conflict with this surmise. After 11 quarters of decline, bank 
lending was up in the second quarter of this year. Lending was up in New England, 
which is just beginning to recover economically. However, lending was still flat in the 
far West which is not surprising given the economic slowdown in the region.

Given the lag time between the date rules are changed and the date they finally 
impact credit decisions, we would not expect the full effect of the rule changes to be 
apparent for several more quarters. However, while it is doubtful that the CAP reforms 
themselves had a great deal to do with the second quarter's increases, the positive 
psychology created by the announcement of the program and the aggressive way it has 
been carried out did, we believe, have a considerable impact on this increase. Informal 
surveys of bank executives confirm this indirect effect. We expect that as the CAP 
reforms themselves impact lending decisions, the effect of the program on loan growth 
will be increasingly positive.

In recent months, various parties have advanced a number of proposals to stimulate 
bank lending by making it more costly for banks to hold government securities. 
Proponents of this change argue that, by making investments in government securities 
more costly, we will make other investment activities, especially loans, more attractive.

Although this step is permissible under the Basle accords, no other nation has 
placed a credit risk-weighting on its own sovereign securities. Moreover, we believe that 
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To the extent banks choose to retain those securities, they would have to

To the extent banks choose to divest government securities, the sell-off 
would increase the amount of federal government debt in the market, 
decreasing demand for that debt, increasing interest rates, and thereby 
undermining efforts to spark an economic recovery.

Accordingly, we (and the Federal Reserve) urge rejection of the proposals to 
artificially impose capital charges on government securities

the impact of such a move would be unlikely to be positive in the aggregate. Indeed, it 
would probably have adverse macroeconomic consequences that vastly outweigh any 
conceivable benefit. (These views are shared by the Federal Reserve Board.)

Over the last several months, we have had many contacts with banks from all over 
the country, and we have seen no indication that increasing the capital charge on 
government securities would increase lending. In addition, we have seen no indication 
that providing greater flexibility in the area of securitization of small business loans would 
increase lending to small businesses, at least in the near term

For the industry as a whole, increasing the capital charge assigned to government 
securities would have two clear effects:

C Securities Underwriting

One of the important financial services areas from which banking organizations 
have largely been restricted since the 1930s has been underwriting securities. Although 
this is an area that has been portrayed as "too risky" for banks, in point of fact the area 
has proved materially less risky than making loans over the years. In part this stems from 
a variety of underwriting techniques that limit the extent to which, and the time during 
which, the underwriter is at risk.

The underwriting of securities is a natural business for banks as it is another facet 
of the credit extension business. It is an area that has experienced steady growth over the 
last few decades. Moreover, the securities underwriting business is currently quite 
concentrated with relatively few participants. The competitive pressures that would be 
generated by allowing banks to engage in more of this activity would probably benefit 
both businesses and the economy more generally.
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The Federal Reserve Board, under currently applicable law, has permitted certain 
subsidiaries of bank holding companies to underwrite a limited amount of securities. The 
Fed has the power to expand this window considerably. However, the Fed has failed to 
take action in this area out of concern that political forces will either seek to reverse the 
Fed's action or take other adverse actions.

This portion of the memorandum provides recommendations and brief overviews 
of each of these issues.

Congressional actions are rapidly moving the Administration toward the point at 
which it must take definitive positions on a number of legislative issues. In particular, 
Senate Banking Committee and the Financial Institutions Subcommittee of the House 
Banking Committee (Neal) have announced fall legislative agendas that focus on four 
issues with significant policy implications: (1) reduction of regulatory burden; (2) 
interstate branching; (3) consolidation of the bank regulatory agencies; and (4) bank sales 
of insurance.

Accordingly, the Fed is reluctant to take action on its own at this time. However, 
we have discussed this subject at considerable length with Alan Greenspan who tells us 
that the Fed would take some modest action to expand the underwriting opportunities for 
banking organizations if the Clinton Administration would publicly support it as 
appropriate. This action would still limit banking companies to conducting such activities 
as a small percentage of separate subsidiaries, funded entirely without insured deposits.

In addition^ we propose a serious examination of potential legislation that would 
permit banking organizations to underwrite securities offerings for, and invest insmtdl 
and medium sired companies. This is a market that is under served and that needs 
equity and debt capital It is a market that the banks often tend to know best.

We recommend that we tell the Fed that we would support a technical regulatory 
change that would modestly expand the opportunities for banking organizations to 
engage in underwriting activities under existing law, provided that after consultation 
with the Administration's legislative affairs office it is clear that the timing is 
appropriate, and that Congressional reaction is not likely to present significant 
problems. Any further steps in this area would be held for careful consideration next
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Does the proposal on balance benefit the economy and the consumer 
(including business and individual consumers); and

We believe any decision in these areas should be based on the broad architecture 
(or basic themes) of a Clinton era depository institutions policy, as outlined above. That 
architecture can be applied to the issues set out below and other major issues if we assess 
them on the basis of two tests.

Does the proposal on balance materially decrease or increase the 
safety and soundness of depository institutions?

A. Reduction of Regulatory Burden: Although much is being done now to 
reduce needless regulatory burdens on banks through administrative actions, some steps 
require legislative change. Bills have been introduced in both the House and Senate, 
based on a "laundry list" from the bank trade associations to provide "regulatory relief." 
While many of the provisions of these bills are sound and appropriate, many others are 
overdone and would be highly controversial in Congress if actually brought to mark-up.

Members of both Houses have initiated efforts to add these bills to the Community 
Development Financial Institutions Bill ("CDFI"). Although we believe that there is merit 
in supporting the constructive elements of these regulatory relief bills, we have had a great 
concern that, if laden down with the full laundry list, the CDFI bill would get mired in 
long and vehement Congressional disputes. Fortunately, working with others in the 
Administration and in the Senate, we have been able to get a more focused version of the 
regulatory relief legislation incorporated into the Senate version of the CDFI bill, and to 
reach an agreement with the American Bankers Association that this focused approach is 
wise. The CDFI bill, incorporating this focused regulatory relief approach, recently passed 
the Senate Banking Committee with a strong bipartisan vote of 18-1. We will be working 
towards a similar approach in the House.

Interstate Branching-. The Douglas amendment to the Bank Holding
Company Act permits banking organizations to own banks in any state where the host 
state permits such ownership. Currently, virtually every state in the United States allows 
some out-of-state banking organizations to own a bank in the state. Accordingly, 
interstate banking, though something of a patchwork, already exists. The current structure 
is extremely clumsy, however, for customers as well as for the banks. For example, even 
though several banking companies operate subsidiary banks in Virginia, Maryland and the 
District of Columbia, they are legally separate - so a customer of NationsBank who has 
an account at a Virginia branch cannot make a deposit at a NationsBank branch near his 
or her office in D.C.
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This latter option, branch consolidation, would leave it entirely to the states to 
determine which banks they let into their states and where in their states an entrant could 
branch. Given the complex politics on this issue in Congress, we favor pursuing the 
branch consolidation route at this time.

The current patchwork can be altered in a variety of ways to make it more rational. 
At the furthest extreme, so-called "full interstate branch banking," a bank could be 
permitted to branch anywhere in the country it wished. At the other extreme, so-called 
"branch consolidation," a banking organization would merely be allowed to convert its 
existing multi-bank, multi-state system into a one bank multiple-branch organization.

If we analyze branch consolidation on the basis of the two criteria we have 
proposed, it is highly desirable: first, allowing branch consolidation would make existing 
organizations much more efficient. These efficiencies will, in part at least, translate into 
increased lending or more competitive service to the benefit of the consumer, and will 
provide more rational, convenient service for bank customers. Moreover, branch 
consolidation raises virtually none of the states rights issues or the community service 
issues raised by full interstate branch banking. This approach would apply only to those 
states that already permit out-of-state bank holding companies to own banks in the state, 
and would honor each state's laws governing branch locations.

Concurrently, branch consolidation translates into more rationally organized and 
run banking organizations that are easier to examine. The increased efficiency should aid 
in capital formation. Hence, permitting branch consolidation increases the safety and 
soundness of the system.

This does not mean this proposal is non-controversial. On the contrary, community 
bankers will fight any move that makes multi-state banking better, and some community 
groups are concerned that any move toward larger banks will reduce commitment to and 
service in local, particularly small and rural, communities. By adopting the branch 
consolidation version of interstate branching, we believe those objections can be overcome 
on the merits. We believe that after voicing some concern the community groups will 
accept branch consolidation legislation, if they get something in return. And, while the 
community bankers, as a trade association, are unlikely ever to support any form of 
interstate branching, we think they might be inclined not to fight too much - again if they 
get something in return. The key, in our opinion, is CRA reform If the community 
groups believe our CRA effort will indeed force all banks - but particularly regional and 
national banks, to serve all communities in which they are located, and the small bankers 
are able to be relieved of some regulatory burden in this area, opposition to branch 
consolidation could dissipate. The key is attention to the varied interests, and careful 
timing of the CRA proposals.
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Regulatory Consolidation: Both Chairman Riegle and Chairman Gonzalez 
strongly support legislation to consolidate the existing bank regulatory agencies into a 
single regulator. Senator Riegle has asked Frank Newman to present the Administration's 
views on this issue at a November hearing.

We recommend that the Administration support legislation to pennit branch 
consolidation. (Such legislation has already been introduced in Congress in various 

forms.)

As a timing matter, Chairman Riegle has decided to hold hearings on interstate 
branching this fall, and has asked both of us to address this issue in testimony before the 
Senate Banking Committee. A similar request has been made by Congressman Neal for 
testimony before the House Banking Committee's Financial Institutions Subcommittee.

Alan Greenspan is largely in agreement with the thrust of this approach, although 
he has a not surprising inclination towards protecting some of the activities of the Fed. 
We have been having discussions with Alan Greenspan, as well as Fed Governors Mullins 
and LaWare to explore those activities in which the Fed feels strongly about maintaining 
a continuing role.

We believe that carefully structured and implemented regulatory consolidation is 
good public policy. The existing multiplicity of bank regulatory agencies is highly 
inefficient and a significant source of regulatory burden to the banking industry. Having 
a single regulator (or at least fewer than today's four) would significantly simplify both 
the formulation of policy and the conduct of supervision. The current system is complex, 
confused, and provides at best a barely workable mechanism for setting and implementing 
policy. It should be rationalized now, when the banking industry is healthy and 
rationalization enjoys substantial congressional support. We therefore recommend that 
the Administration support regulatory consolidation in an appropriate form

The approach we have been taking in discussing this issue with the Fed emphasizes 
three legs to the safety and soundness stool — balanced and effective supervision, 
management of systemic risk and deposit insurance. In this structure we see the OCC 
taking the lead on supervision, the Fed on systemic risk (and its use of the discount 
window and other tools to deal with this problem), and the FDIC on deposit insurance and 
liquidation. By focusing these agencies on their historic missions, we will be working 
towards improvements in the environment for safety and soundness, efficiencies in the 
federal government's operations, and reductions in unnecessary burdens on the regulated 
entities.
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A potential stumbling block for consolidation is the question whether the 
consolidated regulator should be part of the Treasury or independent of the Executive 
Branch. In 1991, a Bush Administration consolidation proposal died partly over this issue, 
with House and Senate leadership both insisting on independence. We believe 
compromise solutions are possible (for example, the principal regulator could be governed 
by a board including significant Treasury and majority Administrative representation), and 
have received expressions of interest from the Hill in negotiating a compromise. In the 
end, although the new entity need not be housed in Treasury, it is extremely important that 
Treasury have significant influence over the entity, and thus over banking policy, in order 
to maintain this aspect of the Administration's ability to influence the economy.

Although more work is needed to develop the specific structures, we recommend 
that the Administration support an approach along these policy lines that would reduce the 
number of regulators from four to one or two. Such consolidation would also be in 
concert with the directions espoused in the National Performance Review.

Bank Insurance Sales: Recent court decisions have established the authority 
of national banks to use branches in small towns as platforms for nationwide insurance 
sales. The Senate and House Banking Committees have invited the two of us to testify for 
the Administration on this issue in October or November. We expect that insurance-agent 
lobbies will press for legislation to cut back this existing authority.

We know of no legitimate public policy reasons for denying banks the ability to 
sell insurance. However, there is a strong, self-interested lobbying effort underway against 
this on the part of the insurance industry and agents, and there will be an active political 
battle over this issue in Congress, regardless of the position of the Administration.

One possible compromise that we have raised publicly and that seems to have 
received a positive response from both community groups and banks is to allow banks to 
establish insurance sales operations in poor inner city areas and from there perhaps to sell 
insurance to a broader market, perhaps statewide or throughout a metropolitan area. This 
would allow banks to provide a much needed service in the inner cities as well as to 
encourage them to increase emplovinent in the inner cities by establishing their insurance 
sales headquarters there.

There are valid public policy reasons for permitting banks to offer insurance 
services, benefitting both consumers and banking industry soundness and capacity. At the 
same time, the inter-industry fight could prove hard to win and distracting to other 
Administration priorities. Accordingly, we recommend that the Administration support 
on public-interest grounds the notion that banks ought to be allowed to continue to sell 
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insurance as current law permits and work to develop further the idea of insurance sales 
by banks in and from inner cities. Because of the political complexities of the issue, 
however, we further recommend that the Administration avoid significant investments of 
political capital in this position. This process would be coordinated closely with Howard 
Paster as well as Michael Levy, who heads legislative affairs for Treasury.

In order for you to have a strong financial services policy that supports economic 
growth and expansion you must have an FDIC Chair who shares your agenda, can work 
collegially with the other regulators and has an understanding of, and an intellectual ability 
to deal with, complex bank regulatory matters. There are several reasons for this:

Once appointed, the FDIC chairman is independent and cannot be removed. 
In the Bush Administration, FDIC Chairman Bill Seidman pursued an 
agenda sharply conflicting with that of the Administration. This possibility 
is heightened by Congressional pressures and the peculiarities of the FDIC 
staff.

In order for the Clinton Administration to achieve its credit availability 
goals, it is essential that the FDIC concentrate on its historic core mission 
of supervising the deposit insurance fund and liquidating failed institutions. 
This vision of the FDIC as solely the insurer and liquidator engaging only 
in very special circumstances in special examinations of the weaker 
institutions and enforcement to protect the fund, is critical to keep the FDIC 
from duplicating or triplicating bank and thrift examinations, as well as 
pursuing excessive and burdensome regulatory initiatives.

Some part of this effort to focus the mission of the FDIC and keep it from 
chilling bank lending, through burdensome duplication of examination and 
excessive regulatory initiatives, was accomplished in a joint agency 
agreement pursuant to the Administration's credit availability initiative, and 
several FDIC Board actions, culminating recently in a decision to sharply 
limit duplicative examinations.

The willingness of the Federal Reserve Board to be helpful in pursuing 
Administrative objectives is affected not only by the Fed's relationship with 
the White House and Treasury, but also by how the Fed feels vis a vis the 
FDIC. Currently, the Fed and the Clinton Administration working group
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have an excellent relationship. The wrong FDIC chairman could harm this 
constructive program.

Ricki is very strong substantively. She has exceptionally fine academic and 
substantive credentials and as a former Treasury Official and as Fed Deputy 
General Counsel, Ms. Tigert has considerable experience in this area.

The FDIC chairperson should be someone who is analytically strong. Much 
of what the FDIC has to deal with involves a massive amount of rules, 
regulations and statistics that greatly impact banks and thrifts.

With all this said, an FDIC chairman cannot be perceived as too strongly 
influenced by the industry or insensitive to safety and soundness concerns. 
Any such perception would render Senate confirmation problematic, if not 
impossible, and damage the new Chairman's ability to support a credit 
expansion agenda.

Having reviewed dozens of candidates for Chairperson of the FDIC, we are 
convinced that Ricki Tigert is an excellent candidate and have recommended that the 
White House should move on her nomination immediately. We have come to this 
conclusion for several reasons.

Ricki clearly shares the view that the FDIC should focus its resources and 
attention on its core mission of insuring and liquidating, and not on 
regulation of healthy banks. And, Ms. Tigert is a strong supporter of your 
Administration.

Ricki is respected by Fed Chairman Greenspan and other Fed Governors. 
We are confident that she would be able to work well with the Fed and its 
staff, as well as with the Administration.

Having come from a small town in Tennessee, and having done a 
considerable amount of work professionally with smaller institutions, 
including minority institutions, Ricki is clearly sensitive to the important 
role of community banks in this country.

Ricki would make a major contribution to the President's goal of making 
Washington's senior officials more diverse. There has never been a senior 
bank regulator in the history of the country who has not been a white male.
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Pursuing an appropriate bank and thrift regulatory policy can prove to be a material 
support to the economy. In the past, policy and regulation in this area has been badly 
handled. Without significant changes, this support will be almost impossible to realize. 
Moreover, the banking and thrift sector, without significant changes, could well prove over 
time to be a drag on the economy. We believe that the program described in this memo 
provides the initial steps to make needed changes, as well as a framework for additional 
initiatives to implement over time. We look forward to the opportunity to discuss the 

specifics with you.

Bill Brandon

Another key candidate is Bill Brandon. Bill approached us about the FDIC 
chairmanship and informed us that he believes that whatever competition there might have 
been in the past between Bill Bowen and himself was now resolved as Mr. Bowen has 
taken a new position in hospital administration in Arkansas. While neither of us know 
Bill very well, we have both had occasion to work with him over the last several months 
and we have talked with him at some length about the FDIC job and his vision of that 
organization's role and your Administration. We have come away from these meetings 
with the belief that Bill is a very fine person who. not surprisingly as a senior bank officer 
and American Bankers Association President, is quite knowledgeable about banking 

issues.

Bill appears to share a vision of the FDIC that would be consistent with your credit 
availability initiatives. Moreover, Bill almost certainly has the forcefulness for the job.

However, we have reservations about nominating Bill for this position because of 
his current position as President of the ABA. Although it may well be the case that if the 
Administration put on a campaign. Bill would be confirmable, Bill is quite likely to be 
viewed by some in Congress and a variety of important consumer groups as the fox 
guarding the hen house. This perception would be almost certain to limit his ability to 
pursue the regulatory agenda needed to support the credit availability initiative, and his 
nomination would almost certainly be damaging to the credibility of your Administration 

with these groups.

With all this said, we both like Bill and would be pleased to explore further the 
viability of his candidacy for the FDIC job, if you would like us to.* * *
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October 7, 1993,

MEMORANDUM FOR THE PRESIDENT

ROBERT E. RUBINFROM:

Secretary Reich Memo on Dislocated WorkersSUBJECT:

Attachment

The attached memorandum from Bob Reich reflects a lengthy 
discussion among the core members of the NEC and your internal 
political advisers, e.g., Howard Paster and George Stephanopoulos 
(I think David Gergen was there, although I am not absolutely 

certain).

All who participated in that discussion agreed with Bob's 
recommendation regarding a NAFTA-specific dislocated worker 
provision. Some, including me, agreed with his recommendation 
with regard to how and when to deal with the comprehensive 
dislocated worker initiative. Some felt, however, that the 
general discussion should be delayed until after a NAFTA vote in 
Congress, their reasoning being that the more comprehensive 
initiative might adversely impact NAFTA with regard to some 
Republican votes. My view, having listened to the discussion, 
was to agree with the recommendation contained in the attached 
memorandum from Bob.
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From: Labor Secretary Robert B. Reich

Date: October 7, 1993

Employment security goes hand in hand

and also lay groundwork for the

eliciting
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side argues that doing so could complicate passage of NAFTA by 
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any such^broader program, and might even jeopardize, the

security prior to the passage of NAFTA. One side argues that by 
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U.S. DEPARTMENT OF LABOR

SECRETARY OF LABOR 

WASHINGTON. D C.

RE: The Workforce Security Act

Attached is the summary of a comprehensive approach to 
helping workers find new jobs. For now we're calling it the

where needed, places them in community colleges or other forms of 
lonq-term education and training — all at one stop, and
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to introduce it early next year.

help NAFTA and lay the groundwork for this 
without attracting criticism on the specifics.

prepare torand find the next job. Don't get too specific about

 need the kind of security that

security regardless of employment, ?nd(c) helping all workers

regardless of the cause of job loss, 
right now and aim tc u—<+• “=>

This way you can 
legislation i------------ -

Workforce Security Act — implying that m order to embrace 
change, American workers need employment security rather than job 
security; they need help in moving easily to new work rather than 
being wedded to old work. Employment security goes hand m hand 

with health security.

As you know, this legislation can't be introduced until 
after the NAFTA vote. A NAFTA-specific dislocated worker 
provision within the NAFTA bill will sunset upon enactment of 

this comprehensive legislation.

Your advisors are of two minds about how specific you should 
be in discussing this comprehensive approach to employment 
security prior to the passage of NAFTA. One side argues that by 
outlining the program even before NAFTA introduced (perhaps in a 
speech in October or early November) you can put NAFTA into the 
broader context of helping all American workers gam better jjobs. 
This would help NAFTA, and also lay groundwork for the 
comprehensive dislocated-worker le<5islation^to^follow.^The^other

criticism from conservatives who don't want to pay for 
. ------ m2---------- ,

comprehensive program itsel*f by revealing it prematurely without 

first establishing its necessity.

My recommendation would be a middle ground: Give a speech 

prior to NAFTA about why Americans i------ ---
enables us to embrace the new global economy without fear-  
Security for change, not security against change, (a) ensuring
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In recent years, intensifying global competition and 
rapidly-evolving technologies have altered the nature and 

r ,___ _ ___ a-moricans a

military to civilian employment, and reforms health

* Last year, over 75 percent or unempwyeu —
on permanent layoff -- the highest rate of permanent 30b loss

In the

hadn't worked for six months or longer — the second highest

unempioyedVSear !ate?, or employed in jobs paying less than 80

(Administrative costs add

the economy is rebounding.

* More than half of all displaced workers are still

THE WORKFORCE SECURITY ACT: 
BUILDING AN AMERICAN RE-EMPLOYMENT SYSTEM

I. The Growing Problem of Structural Unemployment

* Between ana — --- 
uime wuxk«xo displaced annually due to Piant c^ings,
production cutbacks, or layoffs. In 1990, the total reached 2.2 
million. This year’s total is expected to be the same, although

another $2 billion.)

* The federal extended benefit program for those who have
renewedrfourUtiniesesinceSthenlnenotdincludingkthelpending haS 

renewal). The cost to date has been $25 billion.

* Lost wages, lost productivity, lost tax revenues.
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expanded the scale of job loss. More and more Americans are 
losing their old jobs and forced to find new work. Many are

in all likelihood persist. As America opens foreign markets, 
shifts from military to civilian employment, and reforms health 
care, even more of us will need to change jobs.

Some pertinent evidence of the trend:

* Last year, over 75 percent of unemployed job losers were 
on permanent layoff — the highest rate of permanent 30b loss 

since tracking began in 1967.

* The length of unemployment spells continues to grow. 
Regular unemployment benefits extend up to 61mo^h®‘ ^no™of 
1970s, an average of 11 percent of the unemployed were out of 
work for six months or longer; in the 1980s, 15 Percent; thus far 
in the 1990s, 16 percent. Last year, 21 Percent of the unemployed 
hadn't worked for six months or longer — the second highest 
annual level since the end of World War II.

* Between 1984 and 1989, an average of 1.8 million full- 
time workers were displaced annually due to Plant ciosings.

percent of their former wages.

The costs to society are mounting:

. Regular unemployment insurance benefits, paid for by

* The

an average of 11 percent of the unemployed were out of



II. Proposed Solution: The Workforce Security Act

The proposed response is a "re-employment" system to help

employment. Re-employment services — early 30b counseling, job-

new national lanor marxet iniunuaviun “ .
informed decisions about jobs, careers, education, and training.
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these extended unemployment benefits? Fully 
support would cost $1.4 billion annually.

retraining lasts 18 months or longer.

* In contrast to the old information system, which relies

workers prepare for and find new jobs.

* In contrast to the unemployment insurance system, which 
assumes that workers mostly need income assistance during 
cyclical downturns until their old jobs return, the new system 
recognizes that most old jobs won’t return and that the central 
problem facing American workers is the transition to new 
employment. Re-emplovment services — early job counseling, job­
search assistance, and information on where new jobs can be found 

— are critical.

* In contrast to the old training system, comprising a large 
number of tiny categorical programs for small groups of workers 
who have lost their jobs for particular reasons, and which

1. How many workers need help? Of the roughly 2.2 million 
Americans who will permanently lose their job this year, an 
estimated 60 percent (1.3 million) would benefit f^om re 
employment services. Of these, about one-third (400,000) also 
would benefit from long-term job retraining.

2. Who should be eligible? Under the proposed legislation, all 
workers who lose their job would be eligible, regardless of the 

cause of job loss.

3. What’s the cost? Fully funded-by 1*97, these services would 
cost $2.07 billion annually. (The current 1994 appropriation 
under the old EDWAA act is $1.1 billion.)

4. Should workers who need long-term job retraining receiye 
income support beyond their regular unemployment benefits^ Under 
the proposal, workers who need long term job-retraining anj who 
have been employed for at least one year prior to losing their
the proposal, workers who need long term job-retraining anj who

job could receive up to one year of extended benefits.

5. What’s the cost of 
funded, income : _
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7 . How can
federal unemployment, re-employment, and training services?.

subject to competition or they would be accountable to local

4

they should be made eligible for income-contingent student loans 

and Pell grants.

these services be linked to all other state and

* States would be required to identify unemployed workers who are 
unlikely to get their old jobs back, as early as possible after 
the workers file for unemployment benefits, and refer them to all 
state and federal re-employment services. (This mandatory 

employment services and with unemployment insurance, at "i

Slum - -------------- ------------- -- . . .
unemployed workers could benefit from job-retraining yith

(
about retraining programs.

* An additional amount of "venture capital" would be available, 
on a competitive basis, to a small number of states and 
communities wishing to charter one-stop centers offering re- 
employment services to all workers, even those who had not lost 
their present jobs. These vanguard one-stop centers would be 
subject to competition or they would be accountable to local 
coalitions of business leaders, educators, workers, and community 

groups.

6. What about income support for workers who don't qualify, for 
unemployment insurance but need job retraining? If they have not 
been employed long enough to qualify for unemployment insurance.

8. How can unemployed workers who are not in need of retraining 
be encouraged to get new jobs as soon as possible?

* Unemployed workers who find new jobs quickly, before their 
regular benefits run out, would receive bonuses. This provision 
is expected to cost about $40 billion annually. (Research shows 
that it reduces the duration of unemployment.)

provision is contained in the pending federal extended benefit 

legislation.)

* Every community receiving federal funds for these services 
would be required to offer them, along with any state re 
employment services and with unemployment insurance, at one 
stop career centers." Such centers also would determine which 
unemployed workers could benefit from job-retraining with 
extended income support, and would provide them with information

businesses could receive their regular unemployment benefits at 
longer intervals, in lump-sum payments. (This also reduces the 

duration of unemployment.)

* States would be permitted to pay pro-rated unemployment 
benefits to workers who had lost full-time jobs and were working 
part-time. (This helps maintain an attachment to work even while 
the worker is seeking a new full-time job.)

* Unemployed workers who to seek to establish their own

longer intervals, in lump-sum payments. (This also reduces the
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retraining, and job-retraining) would cost $2.07 billion when

>
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Financing

Your February 1994 budget included $2.2 billion in 
assistance to dislocated workers for FY 1994, increasing to $2.8 
billion in FY 1998 and beyond. The five-year cost (FY 1995-1999) 
would have been $13,789.

Congress has appropriated $1.1 billion for FY 1994 (under 
existing program authority).

Under this proposal, discretionary services (job-search 
assistance, job counseling, a data bank on new jobs and job­
retraining, and job-retraining) would cost $2.07 billion when 
fully funded in 1997. The five-year (1995-1999) total would be 

$9,372 billion.

Income support (extended benefits for workers receiving 
long-term retraining who have run out of regular UI benefits) 
would cost $1,368 when fully funded in 1998. The five-year (1995- 
1999) total would be $4,367 billion.

Reforms of UI designed to hasten re-employment would cost 
$42 million when fully funded in 1998, for a five-year total of 

$180 million.

The total five-year cost of the entire program would be 
$13,919, of which $9,372 billion would be discretionary, and 

$4,547 billion mandatory.


