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DATE:

NOTE FOR:

Information Xg]

□Action

Thank you.

cc:

MARK GEARAN
RAHM EMANUEL

THE WHITE HOUSE
WASHINGTON

JOHN D. PODESTA
Assistant to the President 
and Staff Secretary 
(x2702)

/

/

The President has reviewed the attached, and it is forwarded to you 

for your:

I
i
I 
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January 21, 1994

DENT:

efavors

Concur fl Disagree [ ] Discuss [ ]

*4HStern

^IW^RWte House
announcement)

THE WHITE HOUSE

WASHINGTON

Joe Velasquez notes that labor would like to 
be as involved as possible in the 
organization and staffing of the Dallas 
office.

Attached is a memo from Mickey Kantor 
concerning the location of the new NAFTA 
commissions. The labor secretariat will be 
in the U.S., and we have privately agreed 
with Rep. Bryant to put it in Dallas.

! HE president has seen
I

The only question presented in the memo is 
whether there should be a White House 
announcement of the location of the three 
secretariats. George and Rahm are against 
it. No one favors it.



THE PRESIDENT HAS SEEN

i \

JAN 5 '"44 JAN 6 pI2 : 33

MEMORANDUM FOR THE PRESIDENT

FROM: Michae

SUBJECT: Location of NAFTA Commissions

cc:

Mr.

THE UNITED STATES TRADE REPRESENTATIVE 
Executive Office of the President

Washington, D.C. 20506

Secretary Reich
Secretary Browner
Secretary Bentsen 
Mr. Rubin

Griffin

■^altor

I will work with Bob Reich, Governor Richards and John Bryant, as 
well as the Mexicans and Canadians, to coordinate the public 
announcement of the location of the three secretariats. Please 
let me know if you would prefer a White House announcement or if 
there are other U.S. political leaders who should be involved.

The NAFTA agreements create three new Commissions, whose location 
has some political significance. Last summer, we agreed 
privately with Mexico and Canada that the secretariat of the 
trade commission would be located in Mexico, the environmental 
secretariat in Canada, and the labor secretariat in the United 
States. Prior to the NAFTA vote, we privately committed to 
Congressman John Bryant to make Dallas the site of the labor 
secretariat.

John Bryant came to see me just before the holidays, with a 
Dallas Chamber of Commerce representative. The Chamber had an 
impressive offer of space for all NAFTA institutions. I did not 
tell the Chamber people about our understandings on location, but 
Dallas should be pleased to be host of the secretariat of the 
labor commission. That secretariat will be small (probably about 
15 people). I have talked with Governor Richards and she 
privately supports Dallas as the preferred site. (San Antonio 
also has submitted a proposal.)
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La croisade de Genevieve Piret
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Best wishes to you and your husband, 
this country to aenity and to der-*^.

7nt ,n,<Zq’r appe’' to lcac)ers ifi E*-Yugoslavia and/or to the um to stop th. raps and #&USe. | htv. f„M We 8ft0[Jt * y W UN tO

Make a general statement/nota

VIRGINIA KLEIN, Ph.D,, ACSW BCD
hsyeMMwripiit

IB Scuth Cldlfiie Ohva
Sftmavllie, n. a 0HB76 

mone Sqa-rzz^uBJ Fax: >08-?22-9£6j

Mpiemsvs Stilus
N*3W M{i««r of Oinlo*i Mol Worker. AMCSN tn. Q09287

Airiorioin Inlttlutt lor fcurcetaig .nd P>wdMth*ra»y
5o.ro CerUHad tMa™. m Msn R^utf of ainieJ

Biwo SNud/Modewc I’rovKw No. KIM0884

Hllery CUntcn. Esq..
TU wkito w.u„ i/fir/as
Wsshlnpton, D. C. 20500

Dear Hillary,

i am so vary S^d that you ere in the White House. Your lifetime concerns vaiuas and
X ,PMk ,w you ,or lhe
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INJURED CHILDRENGENEVIEVE HAS BROUGHT FORTH TO THE WORLD,
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GENEVIEVE PIRET

AND THE WORK OF ALL THE SUPPORTERS AND VOLUNTEERS

DJ!mJ^N.U^RY 10TH IS ™E ANNIVERSARY OF ■ -----------------

16/01 94 13:25

j

SUPPORTERS AND VO^^WnS^.

HAPPY ANNIVERSARY TO TERRE DES FEMMES

AND CONGRATULATIONS, GRATITUDE AND LOVE

TO,

rf S MOST WONDERFUL FOUNDER,

©4122 738 6432

ALONG WITH HER

AND C0MPASSION FOR THE.........
'abuse IN AU ITSSSwm wtWhbi^wavs-thenewsofSiF' 

It® «rS Afto^^flSfSJ^HONOR THEM ALL

!™«» ,aBI x.
terreAdesMfemmes coirrwE for^Iny1 many anniversary and may

has BEEN darkness INTHtS WORLD RS T0 BR'1G LK3HT WHERE THERE

Ginny Klein, Ph.D., ACSW BCD 
~r . C<><W won and Founder ofi

January 10, 19 94
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THE WHITE HOUSE

WASHINGTON

August 12, 1993

SUBJECT: Providing Employment Eligibility for
Former Air Traffic Controllers

MEMORANDUM FOR THE DIRECTOR OF THE
OFFICE OF PERSONNEL MANAGEMENT

Accordingly, by this memorandum and pursuant to my authority to 
regulate Federal employment, I am repealing the bar. Former air 
traffic controllers who have been ineligible solely because of 
the bar hereafter will be eligible to apply for employment with 
the FAA.

I believe sanctions have been in effect long enough and that 
PATCO members should be eligible to apply, without preference, 
when there are openings with the FAA. It is time to put this 
chapter of labor-management relations behind us.

On December 9, 1981, President Ronald Reagan, by memorandum 
to the Director of the Office of Personnel Management, im­
posed an indefinite bar on employment by the Federal Aviation 
Administration (FAA) of striking members of the Professional 
Air Traffic Controllers Organization (PATCO), because the 
strike was not authorized by law. For nearly 12 years those 
PATCO members have been ineligible for employment with the 
FAA and certain other Federal positions.
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Washington, n.c. 204 is

Contact:

us.

—END—

Joint Statement by The Secretary of Transportation
The Secretary of Labor
Director, Office of Personnel Management

"We need strong, cooperative relationships between management and 
labor in this country. This decision demonstrates how important 
changing the'tenor of that relationship is to this Administration," 
said Secretary of Labor Robert Reich.

Today, the President ended the indefinite bar on. Federal Aviation 
Administration employment of striking air traffic controllers. 
While this Administration does not condone illegal job actions in 
the Federal Government, reasonable people would agree that, after 
twelve years, former air traffic controllers should be able to 
reapply for employment with the FAA. The President believes that 
it is time to put this chapter of labor-management relations behind

Although the FAA needs to fill only a very limited number of 
jobs, it is appropriate that former controllers be eligible to fill 
some of those vacancies. Of course, rehired controllers would have 
to meet the same stringent employment, training, and certification 
requirements as any current controller.

Janice R. Lachance
(202) 606-1800

UNITED STATES

OFFICE OF PERSONNEL MANAGEMENT

Secretary of Transportation Federico Pena added, "America's air 
traffic control system is the safest in the world, and we are 
committed to maintaining its integrity. Consistent with those 
goals, we believe that after more than a decade, the time has come 
to allow former air traffic controllers to apply for new openings 
in their field. Let us leave behind the divisions of the past.”

In the spirit of the President's decision, the U.S. office of 
Personnel Management will waive the rules that have denied these 
air traffic controllers the same employment opportunities as other 
former federal workers. OPM Director Jim King noted, "It's a good 
feeling to help bring to an end this chapter in our history." 

OFFICE OF THE DIRECTOR
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January 8, 1994

FROM:

SUBJECT: Attached Memo on Tax Extenders

<

c

THE WHITE HOUSE

WAS HIN GTO N

4 1

The attached is self explanatory, and we are recommending that we defer the extension 
of these tax provisions until a later time for Congressional and political reasons. If you 
disagree with this decision, since there are also political considerations in favor of acting now, 
please contact Secretary Bentsen or myself as soon as possible because we would need to 
include any tax provisions in the upcoming budget.

\
MEMORANDUM FOR THE PRESIDENT

ROBERT E. RUBIN

%
%

3
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SECRETARY OF THE TREASURY

January 8, 1994

MEMORANDUM FOR THE PRESIDENT

FROM: LLOYD BENTSEN

SUBJECT:

i The NEC meeting was attended by Bob Rubin and representatives from the Vice 
President’s office, Legislative Affairs, Treasury, OMB, and Labor. This memo was circulated 
to George Stephanopoulos and David Gergen.

RECOMMENDATION: The NEC considered four options for the treatment of expiring 
provisions in the budget: (1) do nothing (i.e.. do not extend any of the expiring provisions); 
(2) propose a one-year extension of the exclusion for employer-provided educational 
assistance and the orphan drug credit (at a revenue cost of $491 million over 5 years) and 
make a commitment to include an extension of the R&E credit, 50-percent R&E allocation, 
and TJTC in the FY 1996 budget; (3) extend all of the expiring provisions for one year ($3.2 
billion); or (4) extend all of the provisions permanently ($14.4 billion).

SUMMARY: The targeted jobs tax credit (TJTC), exclusion for employer-provided 
educational assistance, and orphan drug tax credit will expire on December 31, 1994. The 
R&E tax credit and R&E 50-percent allocation rule expire mid-year in 1995. If you wish to 
propose the extension of some or all of these provisions, such proposals should be included 
in the FY 1995 budget submission to the Congress. The NEC has considered whether these 
provisions should be extended in the budget, and if so, for how long.1 Bob Rubin asked me 
to provide this memorandum to you setting forth the NEC’s recommendation and the major 
reasons for and against this approach. Some background information is attached.

The discussion at the NEC meeting focused on options 1, 2 and 3. The consensus of the 
group was to recommend option 1, (i.e.. not extending any of the expiring provisions in the 
FY 1995 budget). However, we also recommend privately contacting both the Members of 
Congress and key persons within the groups who support the provisions to advise them that 
we would expect to extend the provisions no later than in the FY 1996 budget. Also, in 
some cases the credits might be modified (e.g.. the TJTC might be replaced with a different 
training or work incentive).

FY 1995 BUDGET PROPOSALS - EXPIRING TAX 
PROVISIONS

DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.
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studying whether changes to these incentives should be proposed.J

Tax bills during the Bush Administration (the "no new taxes" era) and last year’s 
budget bill have depleted the inventory of "less controversial" revenue raising 
proposals. Moreover, there is a kind of "Catch 22" about revenue raisers. To the 
extent that we can develop "relatively easy" revenue raisers, presenting them in the 
budget would make them available to Members of Congress to pay for their own 
initiatives, which could include deficit reduction or miscellaneous member items. 
Any controversial items, however, will be criticized and rejected.

Proposing both extension of the expiring provisions and the offsets would tend to 
result in criticism (e^, from Republicans) of the offsets. By contrast, if the budget 
does not propose extension of the expiring provisions, it will include no tax provisions 
(other than those in the health care reform proposal). This puts you in an attractive 
position politically and will give Republicans and others (e^, business groups) who 
want to extend the R&E and other provisions an incentive to work with the 
Administration and Democrats in Congress to develop acceptable revenue offsets. In 
essence, this could encourage them to become constructively engaged in the budget 
process and perhaps even come forward with revenue of their own to pay for 
extension of the expiring provisions.

If we include these provisions in the budget, we would in effect be asking Congress to 
initiate a tax bill. This could result in amendments to lower the capital gains tax rate 
and add numerous miscellaneous member-sponsored proposals.

• The TJTC has been heavily criticized as an inefficient incentive, and supporters of the 
R&E credit have suggested changes (which would make the R&E credit more 
generous). The budget document should include language indicating that we are

The NEC recommends option 1 for the following reasons:

• All of the expiring provisions are in effect for all of 1994, and the R&E provisions do 
not expire until mid-1995. Therefore, it is not necessary to extend them at this time.

• Extending the expiring provisions will require revenue offsets. We are going to have 
a very difficult time financing Administration initiatives, even without the expiring 
provisions. We will have to propose ways to finance the GATT (approximately $11 
billion over 5 years), Generalized System of Preferences ($2.7 billion), unemployment 
insurance extended benefits program, the dislocated workers program, and possibly 
welfare reform. During an election year, both Democrats and Republicans would 
oppose another round of tax increases, particularly after the enactment of the 1993 
Budget Act.
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You should be aware, however, that there are disadvantages with our recommended 
approach.

The TJTC, exclusion for educational assistance, and orphan drug credit expire at the 
end of this year, while the R&E provisions expire next year. As a result, if Congress 
agreed with our recommendation we would probably have to extend these provisions 
retroactively next year (i^, in all likelihood a bill would not be enacted until after 
they expired, even if they were included in the FY 1996 budget). These provisions, 
however, have been extended retroactively on several occasions.2 Also note that 
there are alternative vehicles for the three provisions that expire this year (i.e.. the 
orphan drug credit could be included in the Health Security Act, while the TJTC and 
the exclusion for educational assistance could be included in the dislocated workers 
legislation).

The budget serves as a statement of the Administration’s priorities. Thus, failure to 
extend the R&E provisions will result in questions about our commitment to research 
and development by Senators Feinstein, Baucus, Danforth, Rep. Pickle and other 
proponents of the credit. Senator Feinstein is up for re-election this year so we can 
anticipate a particularly negative reaction from her. Similarly, proponents of the 
other provisions will also complain (e^., Congressman Rangel about the TJTC). To 
forestall this criticism, as noted above, we believe that Congressional proponents and 
interest groups that support these provisions should be contacted before the budget is 
announced and reassured that we support these provisions. We would also explain to 
business groups that the provisions were excluded because we do not want a tax bill 
this year and would point out (in appropriate cases) that GATT, which will cost 

—approximately fctbbiUion, will provide significant benefits to the business community.

Similarly, education and training are key Administration priorities. The failure to 
extend the exclusion for educational assistance and the TJTC - which are the only tax 
provisions directly encouraging investment in human capital - could generate an 
impression that contradicts our commitment to spurring increased private sector 
investment in education and training.

2 The R&E credit, for example, was extended retroactively in the 1986 Tax Reform Act, 
the Budget Act of 1990, and last year’s Budget Act.

As noted above, the NEC also gave serious consideration to the second and third options. 
The second option, which would extend only the exclusion for educational assistance and the 
orphan drug credit, was rejected because we would appear to be favoring some provisions 
over others. It would evoke criticism from interest groups and Congressional proponents 
because it excludes the R&E credit, 50-percent R&E allocation rule and TJTC.
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Attachment

I should note that I have discussed the issue of the expiring provisions with Chairmen 
Rostenkowski and Moynihan. Chairman Rostenkowski indicated that he would be willing to 
go along with whatever we proposed (including, I believe doing nothing, Le^, the 
recommended option). Chairman Moynihan would prefer that we extend the educational 
assistance program. However, he will recognize the benefits of not being forced to deal with 
a tax bill this year, and I do not believe that he will object strenuously to the recommended 
option.

The third option would extend all five of the expiring provisions for one year and would cost 
$3.2 billion over 5 years. This package would provide for the minimal possible extension of 
the expiring provisions in 1994 so as to ensure that the provisions would not have to be 
extended retroactively at some point in 1995. This option was rejected in favor of the "no 
revenues" option for the reasons discussed above.



BACKGROUND INFORMATION

December 31, 1994

June 30, 1995 R&E tax credit

July 30, 1995

2. Specific Provisions

Targeted jobs tax credit
Exclusion for employer-provided educational
assistance
Orphan drug tax credit

1. In General. The provisions expiring before the end of FY 1995 are as follows:

December 31, 1993

offer is extended if the individual will qualify for the credit. In addition, some employers 
are reluctant to ask the questions necessary to determine eligibility because of privacy 
concerns and a fear of discrimination suits by applicants who do not receive job offers Thus 
most of the work is delegated to TJTC consultants. The Inspector General is currently 
conducting a nationwide study, which is expected later this year.

Health insurance deduction for self-employed individuals. The extension of this provision is 
included in the health care proposal. The proposal in the health care bill permanendy
extends and increases the deduction from 25 percent to 100 percent. This proposal loses 
$9.8 billion over 5 years.

Health insurance deduction for self-employed 
individuals

Targeted jobs tax credit (TJTC). The TJTC provides a maximum credit of $2,400 per 
employee to employers that hire individuals who are recipients of payments under means- 
tested transfer programs, economically disadvantaged or disabled. The Labor Department is 
responsible for overseeing state programs to certify eligible recipients.

A recent study by Labor’s Inspector General analyzed the effectiveness of the TJTC in .. . o uwpwiui kjcncidi <ui<uyzeu me enecuveness or me UTC in
Alabama. This study found that most of the workers hired by companies would have been 
hired without the credit. Many employers taking the credit do not know at the time a job

R&E 50-percent allocation rule

The Administration’s FY 1994 budget proposed permanent extensions of all of these 
provisions but the support from interest groups for permanent extension was tepid at best. 
The final 1993 Budget Act included permanent extension of the low-income housing credit, 
the mortgage revenue bond program, small-issue industrial development bonds, and 
alternative minimum tax (AMT) relief for charitable contributions of appreciated property. 
All of these provisions expired in July of 1992 and were extended retroactively in the 1993 
Budget Act.



2

ma»hh!M

A permanent extension of the TJTC loses $1.3 billion in revenues over 5 years and a one- 
year extension loses $307 million over 5 years.

Employer-provided educational assistance. An employee may exclude the first $5,250 of 
educational assistance paid for or provided by the employer during the taxable year pursuant 
to an educational assistance program. The exclusion is not limited to job-related educational 
assistance, but does not apply to any education involving sports, games, or hobbies. A 
permanent extension loses $2.5 billion over 5 years and a one year extension loses $467 
million over 5 years. Senator Moynihan is a strong supporter of this provision.

drug credit. The orphan drug credit is a 50% nonrefundable tax credit for expenses 
incurred in the testing of drugs for certain rare diseases. A rare disease is a disease that (1) 
affects less than 200,000 persons in the U.S. or (2) affects more than 200,000 persons but 
for which there is no reasonable expectation that businesses could recoup the costs of 
developing a drug for it from U.S. sales of the drug (e.g.. Lou Gehrig’s disease, Tourette’s 
syndrome, etc.). Last year’s budget did not include a proposal to extend this credit because 
this was considered a health care issue. The credit, however, was included in the final 1993 
budget bill. The Administration’s health care proposal does not currently propose to extend 
the credit, but it could be added to the bill. A permanent extension loses $124 million over 
5 years and a one year extension loses $24 million over 5 years.

Senators Feinstein, Baucus, Danforth, and Rep. Pickle are strong proponents of the credit, 
and would criticize a failure to extend the credit in this year’s budget. However, this should 

R&E credit. The R&E credit expires on June 30, 1995 (Le,, several months after the 
presentation of the FY 1996 budget). Supporters of the credit have raised a number of issues 
regarding the structure and efficacy of the credit. For example, many argue that the current 
method of computing the credit denies the credit to deserving businesses. The credit is 
available only for incremental research expenses in excess of a base amount. The base 
amount is determined based on data from the 1983-1988 period, and thus may not reflect the 
current circumstances of many businesses. Other issues have been raised by recent proposals 
involving enhanced incentives for collaborative research, and use of the credit to ease defense 
conversion by making the credit available to companies converting from high technology 
defense businesses to civilian businesses that may be relatively less research-intensive. These 
and other proposals were included in a bill introduced last year by Senator Danforth. The 
budget could indicate that the Administration plans to study these issues in 1994.

Despite these problems the TJTC has strong support on Capitol Hill (i.e.. from Senators 
Boren and Baucus and Rep. Rangel). Not including an extension of the credit in the FY 
1995 budget would allow a study of the TJTC to be undertaken during 1994. In addition, 
Secretary Reich is interested in developing tax incentives to encourage worker training, youth 
apprenticeships, etc. There is insufficient time to develop (and estimate) such proposals for 
inclusion in the FY 1995 budget and to determine whether they should supplement or replace 
the TJTC.



Permanent extension of the R&E credit would lose $7.6 billion over 5 years. Thus, a 
permanent extension would require us to propose a package of significant revenue risers. A 

one year extension would lose $1.8 billion over 5 years.

R&E allocation. In 1977, Treasury regulations were issued that required U.S. multinationals 
to allocate between foreign and domestic source income the amount of their research and 
experimentation expenses (the apportionment in general was according to the proportion of 
foreign and domestic sales or gross income). The effect of requiring U.S. multinationals to 
allocate some of their R&E deductions to foreign income, even though the R^F may have 
been entirely performed in the U.S., was to cause some U.S. multinationals to lose foreign 
tax credits. Viewing this result as undercutting the tax incentive for R&E, the Congress 
imposed a moratorium on the 1977 regulations, and has extended this moratorium nine times 
since 1977, the last time in the 1993 Budget Act. The moratorium provision in the 1993 
Budget Act provided that 50 percent of R&E expense could be allocated to U.S. income 
before apportionment. It expires July 31, 1995. A permanent extension of the OBRA ’93 
moratorium would lose $2.8 billion over 5 years and a one-year extension would lose $568 
million over 5 years.

Despite urging from the Congress to provide a 50 percent or better R&E allocation rule by 
regulations (which would spare the Congress the necessity of paying for an extension), the 
Treasury’s judgment (and that of the Treasury in the previous Administration) is that the 
Treasury lacks the statutory authority to provide a tax incentive for R&E by regulations. 
The Treasury’s authority is limited to an allocation rule that matches R&E expenses with the 
income produced by those expenses. We therefore believe that a 50-percent (or higher 
percentage) rule must be accomplished by legislation. If the R&E credit is extended, we 
believe that the R&E allocation rule should also be extended. On the other hand, if the R&E 
credit extension is deferred to the FY 1996 budget we suggest that the R&E allocation rule 
also be deferred and studied during 1994.

3

not be a decisive consideration. Whatever the budget includes, R&E proponents in Congress 
will always want us do more. If we propose a 1 year extension they will want a permanent 
extension. If we propose a permanent extension they want an enhanced credit for small 
businesses. So completely satisfying the R&E proponents should not be our goal.

In contrast to those who would enhance the credit and improve its incentive effects, others 
question whether any research credit is justifiable. In particular, Chairman Rostenkowski has 
long been skeptical of the efficacy of the credit and supported the reduction in the credit 
from 25 to 20 percent of incremental research expenditures as part of the Tax Reform Act of 
1986.
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WASHINGTON

January 19, 1994

Dear Shelley:

Have a wonderful day!

Sincerely,
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Shelley McLarty
20 Learning Road 
Colorado Springs, Colorado 80906

Happy Birthday! Hillary and I hope that this 
special day is filled with all the joy and 
happiness you so greatly deserve.
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MOVE OVER, ADAM SMITH. 

RLD'S STRONGEST ECONOMIES 

DIFFERENT PHILOSOPHY, AND 

TATES HAD BETTER TAKE HEED
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THE PRESIDENT HAS SEEN

How
the World

Works
by JAMES FALLOWS
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They probably were. In surveys huge majorities of students 

say that they study “never” or “hardly at all” during their 

university careers. They had enough of that in high 

school.

I had gone to Hitotsubashi to interview a professor who 

was making waves. Since the end of the Second World 

War, Japanese diplomats and businessmen have acted 

as if the American economy should be the model for 

Japan’s own industrial growth. Not only should Japa­

nese industries try to catch up with America’s lead in 

technology and production but also the nation should 

evolve toward a standard of economic maturity set by 

the United States. Where Japan’s economy differed 

from the American model—for instance, in close

Americans persist in thinking 

that Adam Smith's rules for free trade are the 

only legitimate ones. But today's fastest-growing economies are 

using a very different set of rules. Once, we knew them— 

knew them so well that we played by them, and won. 

Now we seem to have forgotten

N Japan in the springtime of 1992 a trip 
to Hitotsubashi University, famous for its economics and business faculties, brought me 
unexpected good luck. Like several other Japanese universities, Hitotsubashi is almost 
heartbreaking in its cuteness. The road from the station to the main campus is lined with 
cherry trees, and my feet stirred up little puffs of white petals. Students glided along on 
their bicycles, looking as if they were enjoying the one stress-free moment of their lives.

alliances between corporations which U.S. antitrust laws 

would forbid—the difference should be considered tempo­

rary, until Japan caught up.
Through the 1980s a number of foreign observers chal­

lenged this assumption, saying that Japan’s economy might 

not necessarily become more like America’s with the pass­

ing years. Starting in 1990 a number of Japanese business­

men and scholars began publicly saying the same thing, sug­

gesting that Japan’s business system might be based on 

premises different from those that prevailed in the West. 

Professor Iwao Nakatani, the man I went to Hitotsubashi to 

meet, was one of the most respected members of this group, 

and I spent the afternoon listening to his argument while, 

through the window, I watched petals drifting down.
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HY Friedrich List? The more I had heard about List in 

the preceding five years, from economists in Seoul and 

Osaka and Tokyo, the more I had wondered why I had virtu­

ally never heard of him while studying economics in Eng­

land and the United States. By the time I saw his books in 

the shop beneath the cherry trees, I had come to think of him 

as the dog that didn’t bark. He illustrated the strange self­

selectivity of Anglo-American thinking about economics.

I emphasize “Anglo-American” because in this area the 

United Kingdom and the United States are like each other 

and different from most of the rest of the world. The two 

countries have dominated world politics for more than a cen­

tury, and the dominance of the English language lets them ig­

nore what is being said and thought overseas—and just how 

isolated they have become. The difference shows up this 

way: The Anglo-American system of politics and econom­

!
I

ics, like any system, rests on certain principles and beliefs. 

But rather than acting as if these are the best principles, or the 

ones their societies prefer, Britons and Americans often act as 

if these were the only possible principles and no one, except 

in error, could choose any others. Political economics be­

comes an essentially religious question, subject to the stan­

dard drawback of any religion—the failure to understand 

why people outside the faith might act as they do.

To make this more specific: Today’s Anglo-American 

world view rests on the shoulders of three men. One is Isaac 

Newton, the father of modem science. One is Jean-Jacques 

Rousseau, the father of liberal political theory. (If we want to 

keep this purely Anglo-American, John Locke can serve in 

his place.) And one is Adam Smith, the father of laissez-faire 

economics. From these founding titans come the principles 

by which advanced society, in the Anglo-American view, is 

supposed to work. A society is supposed to understand the 

laws of nature as Newton outlined them. It is supposed to 

recognize the paramount dignity of the individual, thanks to 

Rousseau, Locke, and their followers. And it is supposed to 

recognize that the most prosperous future for the greatest 

number of people comes from the free workings of the mar­

ket. So Adam Smith taught, with axioms that were enriched 

by David Ricardo, Alfred Marshall, and the other giants of 

neoclassical economics.
The most important thing about this summary is the moral 

equivalence of the various principles. Isaac Newton worked 

in the realm of fundamental science. Without saying so ex­
plicitly, today’s British and American economists act as if 

the economic principles they follow had a similar hard, 

provable, undebatable basis. If you don’t believe in the laws 

of physics—actions create reactions, the universe tends to­

ward greater entropy—you are by definition irrational. And 

so with economics. If you don’t accept the views derived 

from Adam Smith—that free competition is ultimately best 

for all participants, that protection and interference are in­

herently wrong—then you are a flat-earther.
Outside the United States and Britain the matter looks 

quite different. About science there is no dispute. “Western” 

physics is the physics of the world. About politics there is 

more debate: with the rise of Asian economies some Asian 

political leaders, notably Lee Kuan Yew, of Singapore, and 

several cautious figures in Japan, have in effect been saying 

that Rousseau’s political philosophy is not necessarily the 

world’s philosophy. Societies may work best, Lee and others 

have said, if they pay less attention to the individual and 

more to the welfare of the group.
But the difference is largest when it comes to economics. 

In the non-Anglophone world Adam Smith is merely one of 

several theorists who had important ideas about organizing 

economies. In most of East Asia and continental Europe the 

study of economics is less theoretical than in England and 

America (which is why English-speakers monopolize Nobel 

Prizes) and more geared toward solving business problems.

On the way back to the station I saw a bookstore sign ad­

vertising Western-language books for sale. I walked to the 

back of the narrow store and for the thousandth time felt 

both intrigued and embarrassed by the consequences of the 

worldwide spread of the English language. In row upon row 

sat a jumble of books that had nothing in common except 
that they were published in English. Self-help manuals by 

Zig Ziglar. Bodice-rippers from the Harlequin series. A Bet­

ty Crocker cookbook. The complete works of Sigmund 

Freud. One book by, and another about, Friedrich List.

Friedrich List! For at least five years I’d been scanning 

used-book stores in Japan and America looking for just 

these books, having had no luck in English-language li­

braries. I’d scoured stores in Taiwan that specialized in pi­

rated reprints of English-language books for about a tenth 

their original cost. I’d called the legendary Strand book­

store, in Manhattan, from my home in Kuala Lumpur, beg­

ging them to send me a note about the success of their 

search (it failed) rather than make me wait on hold. In all 

that time these were the first books by or about List I’d ac­

tually laid eyes on.
One was a biography, by a professor in the north of Eng­

land. The other was a translation, by the same professor, of a 

short book List had written in German. Both were slim vol­

umes, which, judging by the dust on their covers, had been 

on the shelf for years. I gasped when I opened the first 

book’s cover and saw how high the price was—9,500 yen, 

about $75. For the set? I asked hopefully. No, apiece, the 

young woman running the store told me. Books are always 

expensive in Japan, but even so this seemed steep. No doubt 

the books had been priced in the era when one dollar was 

worth twice as many yen as it was by the time I walked into 

the store. I opened my wallet, pulled out a 10,000-yen note, 

took my change and the biography, and left the store. A few 

feet down the sidewalk I turned around, walked back to the 

store, and used the rest of my money to buy the other book. 

I would always have regretted passing it up.

|



f.

0_

Ot/-*'

B
Z=X = = =;;  ̂ eve. WM do so 0^ ^ =—««!

CAST ASIA AM» COMTilitMTAi. EUROPE THE
IN MOST OF

THEORETICAL THAN IN ENGLAND ANDSTUDY OF ECONOMICS IS LESS

I
t

DECEMBER 1993

64

I

(

*

I

have lower costs and will squeeze them out. This “rational’ 

behavior will leave everyone worse off. The answer to such 

a market failure is for the society—that is, the government 

to set standards that all factories must obey.

Friedrich List and his best-known American counterpart.

so it seems in the Anglo-American countries. Along the way 

the world has met such impediments as neo-mercantilism, 

radical unionism, sweeping protectionism, socialism, and, 

of course, communism. One by one the worst threats have 

given way. Except for a few lamentable areas of backslid-

In Japan economics has in effect been considered a branch 

of geopolitics—that is, as the key to the nation’s strength or 

vulnerability in dealing with other powers. From this practi­

cal-minded perspective English-language theorists seem less 

useful than their challengers, such as Friedrich List.

Two Clashing World Views

RITONS and Americans tend to see the past two cen­
turies of economics as one long progression toward 

rationality and good sense. In 1776 Adam Smith s

The Wealth of Nations made the case against old-style mer­
cantilism, just as the Declaration of Independence made the 

case against old-style feudal and royal domination. Since then

II ' 
r
1

ing, the world has seen the wisdom of Adam Smith’s ways. 

Yet during this whole time there has been an alternative 

school of thought. The Enlightenment philosophers were not 

the only ones to think about how the world should be orga­

nized. During the eighteenth and nineteenth centuries the 

Germans were also active—to say nothing of the theorists at 

work in Tokugawa Japan, late imperial China, czarist Rus­

sia, and elsewhere.
The Germans deserve emphasis—more than the Japanese, 

the Chinese, the Russians, and so on—because many of their 

philosophies endure. These did not take root in England or 

America, but they were carefully studied, adapted, and ap­

plied in parts of Europe and Asia, notably Japan. In place of 

Rousseau and Locke the Germans offered Hegel. In place of 

Adam Smith they had Friedrich List.
The German economic vision differs from the Anglo- 

American in many ways, but the crucial differences are 

these:
■ “Automatic" growth versus deliberate development. 

The Anglo-American approach emphasizes the unpre­
dictability and unplannability of economics. Technol­

ogies change. Tastes change. Political and human cir­

cumstances change. And because life is so fluid, attempts 

at central planning are virtually doomed to fail. The best 

way to “plan,” therefore, is to leave the adaptation to the 

people who have their own money at stake. These are the 

millions of entrepreneurs who make up any country’s econo­
my. No planning agency could have better information than 

they about the direction things are moving, and no one could 

have a stronger incentive than those who hope to make a 

profit and avoid a loss. By the logic of the Anglo-American 

system, if each individual does what is best for him or her, 

the result will be what is best for the nation as a whole. 

Although List and others did not use exactly this term, the 

German school was more concerned with “market failures.
In the language of modem economics these are the cases in 

which normal market forces produce a clearly undesirable 

result. The standard illustration involves pollution. If the law 

allows factories to dump pollutants into the air or water, then
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compete. It doesn’t even matter why competitors are willing 

to sell for less. They may really be more efficient; they may 

be determined to dump their goods for reasons of their own. 

In either case the consumer is better off. He has the ton of 

steel, the cask of wine, or—in today’s terms—the car or com­

puter that he might have bought from a domestic manufactur­

er, plus the money he saved by buying foreign goods.

In the Friedrich List view, this logic leads to false conclu­

sions. In the long run. List argued, a society’s well-being and 

its overall wealth are determined not by what the society can 

buy but by what it can make. This is the corollary of the fa­

govemment should strive to remove those obstacles that hin­
der the progress of civilisation and should stimulate the 
growth of those economic forces that a nation carries in its 

bosom.

■ Consumers versus producers. The Anglo-American ap­

proach assumes that the ultimate measure of a society is its 

level of consumption. Competition is good, because it kills 

off producers whose prices are too high. Killing them off is 

good, because more-efficient suppliers will give the consumer 

a better deal. Foreign trade is very good, because it means that 

the most efficient suppliers in the whole world will be able to

The lessons of history 
justify our opposition to 
the assertion that states 
reach economic maturity 
most rapidly if left to their 
own devices. A study of the 
origin of various branches of 
manufacture reveals that industri­
al growth may often have been due 
to chance. It may be chance that leads certain individuals 
to a particular place to foster the expansion of an industry 
that was once small and insignificant—just as seeds blown 
by chance by the wind may sometimes grow into big trees. 
But the growth of industries is a process that may take 
hundreds of years to complete and one should not ascribe 
to sheer chance what a nation has achieved through its 
laws and institutions. In England Edward III created the 
manufacture of woolen cloth and Elizabeth founded the 
mercantile marine and foreign trade. In France Colbert was 
responsible for all that a great power needs to develop its 
economy. Following these examples every responsible

I
I

Alexander Hamilton, argued that industrial development en­

tailed a more sweeping sort of market failure. Societies did 

not automatically move from farming to small crafts to major 

industries just because millions of small merchants were mak­

ing decisions for themselves. If every person put his money 

where the return was greatest, the money might not automat­

ically go where it would do the nation the most good. For it to 

do so required a plan, a push, an exercise of central power. 

List drew heavily an the history of his times—in which the 

British government deliberately encouraged British manufac­

turing and the fledgling American government deliberately 

discouraged foreign competitors.

This is the gist of List’s argument, 

from The Natural System of Political 

Economy, which he wrote in five 

weeks in 1837:

■ W

The cosmopolitan theorists [List’s 
term for Smith and his ilk] do not 
question the importance of industrial 
expansion. They assume, however, 
that this can be achieved by adopting 
the policy of free trade and by leaving 
individuals to pursue their own pri­
vate interests. They believe that 
in such circumstances a coun­
try will automatically secure 
the development of those 
branches of manufacture 
which are best suited to its 
own particular situation. 
They consider that gov­
ernment action to stimu­
late the establishment of 
industries does more 
harm than good....

-

I

i

i



i

t

7K

/

t

J7

67
THE ATLANTIC MONTHLY

111
A:

E*

The tree which bears the fruit is of 
greater value than the fruit itself. 
. . . The prosperity of a nation is not 
... greater in the proportion in which 
it has amassed more wealth (ie, values 
of exchange), but in the proportion in 
which it has more developed its pow­

ers of production.

In material terms a society’s wealth over the long run is 

greater if that society also controls advanced activities. That 

is, if you buy the ton of steel or cask of wine at bargain rates 

this year, you are better off, as a consumer, right away. But 

over ten years, or fifty, you and your children may be 

stronger as both consumers and producers if you learn how to 

make the steel and wine yourself. If you can make steel rather 

than just being able to buy it, you’ll be better able to make 

machine tools. If you’re able to make machine tools, you’ll 

be better able to make engines, robots, airplanes. If you’re 

able to make engines and robots and airplanes, your children

» I • 
U«

and grandchildren will be more likely to make advanced 

products and earn high incomes in the decades ahead.

The German school argued that emphasizing consump­

tion would eventually be self-defeating. It would bias the 

system away from wealth creation—and ultimately make it 

impossible to consume as much. To use a homely analogy: 

One effect of getting regular exercise is being able to eat 

more food, just as an effect of steadily rising production is 

being able to consume more. But if people believe that the 

reason to get exercise is to permit themselves to eat more, 

rather than for longer-term benefits, they will behave in a 

different way. List’s argument was 

that developing productive power was 

in itself a reward. “The forces of pro­

duction are the tree on which wealth 

grows,” List wrote in another book, 

called The National System of Politi­

cal Economy.

■ Process versus result. In economics 

and politics alike the Anglo-American 

theory emphasizes how the game is 

played, not who wins or loses. If the 

rules are fair, then the best candidate 

will win. If you want better politics or 

a stronger economy, you should con­

centrate on reforming the rules by 

which political and economic struggles 

are waged. Make sure everyone can 
vote; make sure everyone can bring 

new products to market. Whatever 
people choose under those fair rules 

will by definition be the best result. 

Abraham Lincoln or Warren Harding, 

Shakespeare or Penthouse—in a fair 

system whatever people choose will be right.
The government’s role, according to this outlook, is not to 

tell people how they should pursue happiness or grow rich. 

Rather, its role is that of referee—making sure no one cheats 

or bends the rules of “fair play,” whether by voter fraud in 

the political realm or monopoly in the economic.
In the late twentieth century the clearest practical illustra­

tion of this policy has been the U.S. financial market. The 

government is actively involved—but only to guard the 

process, not to steer the results. It runs elaborate sting oper­

ations to try to prevent corporate officials from trading on in-

miliar argument about foreign aid: Give a man a fish and you 
feed him for a day. Teach him how to fish and you feed him 

for his life.
List was not concerned here with the morality of con­

sumption. Instead he was interested in both strategic and ma­

terial well-being. In strategic terms nations ended up being 

dependent or independent according to their ability to make 

things for themselves. Why were Latin Americans, Africans, 

and Asians subservient to England and France in the nine­

teenth century? Because they could not make the machines 

and weapons Europeans could.
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Still, the assumption behind the Anglo-American model is 

that if you take care of the individuals, the communities and 

nations will take care of themselves. Some communities will 

suffer, as dying industries and inefficient producers go 

down, but other communities will rise. And as for nations as 

a whole, outside the narrow field of national defense they are 

not presumed to have economic interests. There is no gener­
al “American” or “British” economic interest beyond the

I
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side information. It requires corporations to publish detailed 

financial reports every quarter, so that all investors will have 

the same information to work from. It takes companies to 

court—IBM, AT&T—whenever they seem to be growing 

too strong and stunting future competitors. It exposes pen­
sion-fund managers to punishment if they do not invest their 

assets where the dividends are greatest.
These are all ways of ensuring that the market will “get 

prices right,” as economists say, so that investments will flow 

to the best possible uses. Beyond that it is up to the market to 

decide where the money goes. Short-term loans to cover the 

budget deficits in Mexico or the United States? Fine. Long­

term investments in cold-fusion experimentation? Fine. The 

market will automatically assign each prospect the right 

price. If fusion engines really would revolutionize the world, 

then investors will voluntarily risk their money there.
The German view is more paternalistic. People might not 

automatically choose the best society or the best use of their 

money. The state, therefore, must be concerned with both 

the process and the result. Expressing an Asian variant of the 

German view, the sociologist Ronald Dore has written that 

the Japanese—“like all good Confucianists”—believe that 

“you cannot get a decent, moral society, not even an effi­

cient society, simply out of the mechanisms of the market 

powered by the motivational fuel of self-interest.” So, in dif­

ferent words, said Friedrich List.
■ Individuals versus the nation. The Anglo-American view 

focuses on how individuals fare as consumers and on how 

the whole world fares as a trading system. But it does not re­
ally care about the intermediate levels between one specific 

human being and all five billion—that is, about communities 

and nations.
This criticism may seem strange, considering that Adam 

Smith called his mighty work The Wealth of Nations. It is 

true that Smith was more of a national-defense enthusiast 

than most people who now invoke his name. For example, 

he said that the art of war was the “noblest” of the arts, and 

he approved various tariffs that would keep defense-related 

industries strong—which in those days meant sailcloth 

making. He also said that since defense “is of much more 

importance than opulence, the act of navigation is, per­

haps, the wisest of all the commercial regulations of Eng­

land.” This “act of navigation” was, of course, the blatant­

ly protectionist legislation designed to restrict the shipment 
of goods going to and from England mostly to English 

ships.

welfare of the individual consumers who happen to live in 

America or Britain.
The German view is more concerned with the welfare, in­

deed sovereignty, of people in groups—in communities, in 

nations. This is its most obvious link with the Asian eco­

nomic strategies of today. Friedrich List fulminated against 

the “cosmopolitan theorists,” like Adam Smith, who ignored 

the fact that people lived in nations and that their welfare de­

pended to some degree on how their neighbors fared. In the 

real world happiness depends on more than how much mon­

ey you take home. If the people around you are also com­

fortable (though, ideally, not as comfortable as you), you are 
happier and safer than if they are desperate. This, in brief, is 

the case that today’s Japanese make against the American 

economy: American managers and professionals live more 

opulently than their counterparts in Japan, but they have to 

guard themselves, physically and morally, against the down- 

and-out people with whom they share the country.
In the German view, the answer to this predicament is to 

pay explicit attention to the welfare of the nation. If a con­
sumer has to pay 10 percent more for a product made by his 

neighbors than for one from overseas, it will be worse for 

him in the short run. But in the long run, and in the broadest 

definitions of well-being, he might be better off. As List 

wrote in The National System of Political Economy,

Between each individual and entire humanity, however, 
stands the NATION, with its special language and literature, 
with its peculiar origin and history, with its special man­
ners and customs, laws and institutions, with the claims of 
all these for existence, independence, perfection, and con­
tinuance for the future, and with its separate territory; a so­
ciety which, united by a thousand ties of mind and of in­
terests. combines itself into one independent whole.

Economic policies, in the German view, will be good or 

bad depending on whether they take into account this na­

tional economic interest. Which leads to
■ Business as peace versus business as war. By far the most 

uplifting part of the Anglo-American view is the idea that 

everyone can prosper at once. Before Adam Smith, the Span­

ish and Portuguese mercantilists viewed world trade as a kind 

of battle. What I won, you lost. Adam Smith and David Ri­

cardo demonstrated that you and I could win at the same time. 

If I bought your wine and you bought my wool, we would 

both have more of what we wanted, for the same amount of 

work. The result would be the economist’s classic “positive 

sum” interaction. Your well-being and my well-being added 

together would be greater than they were before our trade.

The Germans had a more tragic, or “zero sum”-like, con­

ception of how nations dealt with each other. Some won; oth­

ers lost. Economic power often led to political power, which 

in turn let one nation tell others what to do. Since the Second 

World War, American politicians have often said that their 

trading goal is a “level playing field” for competition around 

the world. This very image implies a horizontal relationship
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some nations lose independence and control of their destiny 

if they fall behind in trade. Therefore nations must think
Smith wrote his book. If a country disagrees with the Anglo-

American axioms, it doesn’t just disagree: it is a “cheater.”

Japan “cheats” the world trading system by protecting its

rice farmers. America “cheats” with its price supports for
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to the phone, dialed his number 

over and over. How flushed 

she was against the flat rings, 

and when he finally answered— 

out of breath from the rush 

of someone else’s touch—

has no use for it and those 

who dissect it will never find 

what interrupted its perfect beat. 

That part is caught elsewhere 

in the unknown, like the mystery 

of why she bound herself

Her sick heart is snap frozen 

and sent across the city. 

Soon researchers will wash 

themselves in their sterile rooms, 

ready to step into immaculate 

gowns. Her buried body

in the laboratory

as if it will share 

its secret, and a pathologist 

cuts into it—eager, 

like a lover whose dream has died 

and who keeps looking

for what killed it.

there was nothing left 

for him to give into 

the receiver, and her heart 

lost the rhythm it possessed 

before she ever knew his voice. 

Now it thaws

a chapter on this theme, “The Dominant Nation.” Like many 

other things written about Britain in the nineteenth century, it

makes bittersweet reading for twentieth-century Americans. 

“England’s manufactures are based upon highly efficient po-

about it strategically, not just as a matter of where they can 

buy the cheapest shirt this week.

In The Natural System of Political Economy, List included

litical and social institutions, upon powerful machines, 17— 

great capital resources, upon an output larger than that of all 
other countries, and upon a complete network of internal 

transport facilities,” List said of the England of the 1830s, as 

many have said of the United States of the 1950s and 1960s.

A nation which makes goods more cheaply than anyone 
else and possesses immeasurably more capital than any­
one else is able to grant its customers more substantial and 
longer credits than anyone else.... By accepting or by ex­
cluding the import of their raw materials and other prod­
ucts, England—all powerful as a manufacturing and com­
mercial country—can confer great benefits or inflict great 
injuries upon nations with relatively backward economies.

This is what England lost when it lost “dominance,” and 

what Japan is gaining now.

■ Morality versus power. By now the Anglo-American view 

has taken on a moral tone that was embryonic when Adam

among nations, in which they all good-naturedly joust as 

more or less equal rivals. “These horizontal metaphors are 
fundamentally misleading,” the American writer John Judis 

has written in the magazine In These Times.

Instead of being grouped horizontally on a flat field, na­
tions have always been organized vertically in a hierarchi­
cal division of labor. The structure of the world economy 

more accurately resembles a pyramid or a cone rather than 
a plane. In the 17th century, the Dutch briefly stood atop 

the pyramid. Then, after a hundred year transition during 
which the British and French vied for supremacy, the 
British emerged in 1815 as the world’s leading industrial 
and financial power, maintaining their place through the 
end of the century. Then, after about a forty-year transi­
tion, the U.S. came out of World War II on top of the pyra­
mid. Now we are in a similar period of transition from 
which it is likely, after another two decades, that Japan 
will emerge as the leading industrial power.

The same spirit and logic run through List’s arguments. 

Trade is not just a game. Over the long sweep of history
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Some “real” economists are not quite so closed-minded. 

Since at least the early 1980s economists at several American 

universities have, in essence, rediscovered Friedrich List. 

(But not at all universities. In 1992 Robert Wade, the author 

of the influential book Governing the Market, went looking in 

the MIT library for List’s work. Wade previously had been 

teaching in Korea, and there he had found plenty of copies of 

List’s works in every campus bookstore. But in the catalogue 

of MIT’s vast library system Wade found an entry for just a 
single volume by List, The National System of Political 

Economy, in an edition published in 1885. When Wade final­

ly obtained the book, he found that it had last been checked 

out in 1966.) They have examined more and more failures in 

the Anglo-American model. They have found more and more 

evidence that “cheating,” in the form of protectionism, can 

increase a nation’s wealth. But very little of this news has 

trickled down to the realms where economics is usually dis­

cussed—newspaper editorials, TV talk shows, and the other 

forms of punditry that define reasonable and unreasonable 

ideas. When Americans talk about wealth, poverty, and their

HY bring the Germans into it? Because they had a 

lasting effect—outside the Anglo-American bloc.

With the arrival of Commodore Matthew Perry 

and his American warships in 1853, the Japanese realized 

that the Western world had far outstripped them in both 

commercial and military technology. Throughout the rest of 

Asia were examples of what happened to countries that were 

weaker than the Europeans or the Americans: they turned 

into colonies. Through the rest of the nineteenth century 
Japan’s leaders devoted themselves to modernizing the 

country, so that it would no longer be vulnerable. During the 

decades of sustained creativity known as the Meiji era, from 

1868 to 1912, Japanese scholars, industrialists, and adminis­

trators carefully studied Western theories about how 

economies grew. In the writings of List and other continen­

tal theorists they found a set of prescriptions more persua­
sive than the laissez-faire teachings of Adam Smith. 

The most important part of the German-Asian argu­

ment is its near invisibility in the English-speak­

ing world, especially the United States. The 

problem is not that Americans don’t ac­

cept the German analysis: in many 

ways it is flawed. The problem is that 
they don’t know that it exists. For in­

stance, a popular dictionary of eco­
nomics, edited by American and 
British economists and published in

1991, has a long explanation of the 

Laffer curve but no mention of List.
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AN0 POLITICS ALIKE ANGLGrAMEKICAN THEODT

■

l its various other restrictions on
SUje Malaysia “cheated” by requiring foreign investors to 

on local partners. And on and on. If the rules of the trad- 
System aren’t protected from such cheating, the whole 

& ... 11—L*»ma L*r»z>Lr tKo DonrocciArt

In the German view, economics is not a matter of right or 
^ng, or cheating or playing fair. It is merely a matter of 

strong er weak. The gods of trade will help those who help 

themselves. No code of honor will defend the weak, as to­
day’s Latin Americans and Africans can attest. If a nation 

decides to help itself—by protecting its own industries, by 

discriminating against foreign products—then that is a deci­

sion, not a sin.
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protection there has been,” the economist Robert Wade 

wrote in an exhaustive study that concentrated on Taiwan 

and rebutted virtually everything in Aikman’s book.

Anyone who reads American or British newspapers or lis­

tens to political speeches in English could provide other ex­

amples. But they’re not necessary. The Anglo-American the­

ories have obviously won the battle of ideas—when that 

battle is carried out in English. The concepts of consumer 

welfare, comparative advantage, and freest possible trade 

now seem not like concepts but like natural laws. But these 

concepts are detached from historical experience.

East Asian trade regimes are inconsistent in important 
ways with even a modified version of the standard econo­
mist’s account of what a good trade regime looks like.... 
It is amazing and even scandalous that the distinguished 
academic theorists of trade policy .... have not tried to 
reconcile these facts about East Asian trade regimes with 
their core prescriptions [emphasis added]....

[The author] puts it well: “The benefits of unilaterally 
adopting free trade now are greater than the benefits of 
multilateral adoption of free trade ten or fifteen years from 
now.” Ask Hong Kong, which has totally shunned retalia­
tion and not coincidentally has had the highest growth rate 
in the world over the past three decades.

N 1991 the economic historian William Lazonick pub­

lished an intriguing book. Business Organization and the

Myth of the Market Economy. It examined the way in­

dustrial economies had behaved during the years when they 

became strongest—England in the eighteenth and nineteenth 

centuries, the United States in the nineteenth and twentieth 

centuries, and Japan from the late nineteenth century on.

These countries varied in countless ways, of course. The 

United Kingdom had a huge empire; the United States had a 

huge frontier, Japan had the advantage of applying technol­

ogy the others had invented. Yet these success stories had 

one common theme, Lazonick showed. None of the coun­

tries conformed to today’s model of “getting prices right” 

and putting the consumer’s welfare first. All had to “cheat” 

somehow to succeed.
Friedrich List had railed on about exactly this point in the 

1840s, when England was the only industrial success story 

to observe. The British were just beginning to preach free- 

trade theory in earnest. They abolished the famous Com 

Laws in 1846, exposing their inefficient domestic farmers to 

competition from overseas. Yet over the previous 150 years 

England had strong-armed its way to prosperity by violating 

every rule of free trade. It would be as if Japan, in the 1990s, 

finally opened its rice market to competition, in the name of 

free trade—and then persuaded itself that it had been taking 

a hands-off approach to industry for the previous 150 years. 

When England was building its technological lead over the 

rest of the world, Lazonick said, its leaders did not care just 

about the process of competition. They were determined to 

control the result, so that they would have the strongest man­

ufacturers on earth.

When We Acted the 

Way They Do

nation’s place in the world, they often act as if Adam Smith’s 

theories were the only theories still in play.

After the World Bank’s meeting in Bangkok in 1991 an 

editorial writer for The Wall Street Journal proclaimed that 

“with a few sickly exceptions, such as the decaying Com­

munist holdouts of China and Vietnam, it seems that the 

ideas of Adam Smith, of Alfred Marshall, of Milton Fried­

man, have triumphed. We are all capitalists now.”

This is true only if we accept the most vulgar and impre­

cise statement of what being a capitalist means. The econo­

mies that have grown most impressively over the past gener­

ation—from Germany to Thailand to Korea to Japan—all 

certainly believe in competition. Toyota and Nissan grow 

strong fighting each other. Daewoo and Hyundai compete on 

products from cars to computers to washing machines. But it 

would be very hard to find a businessman or an official in 

these countries who would say, with a straight face, that 

these industries grew “automatically” or in a “natural” way.

Two years ago another Wall Street Journal item, this one 

a review of a book on trade, said.

Yes, indeed—ask Hong Kong. Since the end of the Sec­

ond World War its policy has generally been laissez-faire. 

Compared with the rest of Asia, Hong Kong interferes less, 

plans less, and leaves market forces more on their own. 

What has been the result? During the 1980s the real earn­

ings of Hong Kong’s people rose more slowly than those of 

the people of Korea, Singapore, Thailand, and Taiwan. It is a 

busy, bustling entrepot of merchants, especially those han­

dling commerce in and out of China. But as an industrial 

center it is falling behind its neighbors.

In the mid-1980s David Aikman, a journalist for Time, 

wrote a book about the “miracle” economies of Asia. The suc­

cesses of Taiwan and Hong Kong, he wrote, “demonstrate just 

how faithful, consciously or not, the rulers of these two coun­

tries have been to American conceptions of free enterprise.”

Despite Hong Kong’s lack of regulations, though, and de­

spite the small businesses that abound in Taiwan, to say that 

either of these places behaves in an “American” way is to 

drain the term of all meaning. For example, as late as 1987 

most imports of steel into Taiwan had to be approved by the 

nation’s big steel maker, China Steel. The United States, too, 

protects its steel industry, but this is presumably not what 

the author meant in saying that Taiwan had been “faithful” 

to American concepts of free enterprise.

“There is a great deal of misinformation abroad about the 

trade regimes of [Taiwan and Korea], misinformation which 

is cultivated by the governments to conceal how much real 
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tion Acts, which ensured a British monopoly in a number of 

the industries the country wanted most to develop. The an­

swer involved land enclosure and a host of other measures 

that allowed British manufacturers to concentrate more cap­
ital than they could otherwise have obtained.

Lazonick summed up this process in a passage that exact­
ly describes the predicament of the United States at the end of 

the twentieth century.
The nineteenth-century British advocated laissez-faire be­
cause, given the advanced economic development that 
their industries had already achieved, they thought that 
their firms could withstand open competition from for­
eigners. [They wanted] to convince other nations that they 
would be better off if they opened up their markets to 
British goods.... [They] accepted as a natural fact of life 
Britain’s dominant position as the “workshop of the 
world” [emphasis added]. They did not bother to ask how 

Britain had attained that position....
But the ultimate critique of nineteenth-century laissez- 

faire ideology is not that it ignored the role of national 
power in Britain’s past and present. Rather, the ultimate 
critique is that laissez-faire failed to comprehend Britain’s

economic future—a future in which, confronted by far 
more powerful systems of national capitalism, the British 
economy would enter into a long-run relative decline from 

which it has yet to recover.

America’s economic history follows the same pattern. 

While American industry was developing, the country had 

no time for laissez-faire. After it had grown strong, the Unit­

ed States began preaching laissez-faire to the rest of the 

world—and began to kid itself about its own history, believ­

ing its slogans about laissez-faire as the secret of its success.

The “traditional” American support for worldwide free 

trade is quite a recent phenomenon. It started only at the end 

of the Second World War. This period dominates the memo­

ry of most Americans now alive but does not cover the years 

of America’s most rapid industrial expansion. As the busi­

ness historian Thomas McCraw, of the Harvard Business 

School, has pointed out, the United States, which was bom 

in the same year as The Wealth of Nations, never practiced 

an out-and-out mercantilist policy, as did Spain in the colo­

nial days. But “it did exhibit for 150 years after the Revolu­

tion a pronounced tendency toward protectionism, mostly 

through the device of the tariff.”
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The answer would involve nothing like laissez-faire.

The full answer would instead include the might of the

FOUND MORI ANO MORE EVIDENCE THAT -CHEATING," IN THE FORM

■ *lOn8 ^factories and A fleet. They were right in that they

■ on rhe scene. Lazonick
By ? British could start lecturing other countries about 

• f-.X Of tariffs and protection. Why should France

X, Prussia, China . . - ) punish its consumers by 
(Amen . access to cheap, well-made English cloth? Yet 
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’• were so advanced, why “the world market... in the late 
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American schoolchildren now learn that their country had 

its own version of the Smith-List debate, when Thomas Jef­

ferson and Alexander Hamilton squared off on what kind of 

economy the new nation should have. During George Wash­

ington’s first term Hamilton produced his famous “Report 

on Manufactures,” arguing that the country should deliber­

ately encourage industries with tariffs and subsidies in order 

to compete with the mighty British. Jefferson and others set 

out a more pastoral, individualistic, yeoman-farmer vision 

of the country’s future. As everyone leams in class, Hamil­

ton lost. He was killed in a duel with Aaron Burr; he is not 

honored on Mount Rushmore or in the capital, as Jefferson 

is; he survives mainly through his portrait on the $10 bill. 

Yet it was a strange sort of defeat, in that for more than a 

century after Hamilton submitted his report, the United 

States essentially followed his advice.
In 1810 Albert Gallatin, a successor of Hamilton’s as Sec­

retary of the Treasury, said that British manufacturers en­

joyed advantages that could keep Americans from ever 

catching up. A “powerful obstacle” to American industry, he 

said, was “the vastly superior capital of Great Britain which

tuguese and Irish from developing textile industries that 

could compete with England’s. It would include the Naviga-

British navy, which by driving out the French and Spanish 

had made it easier for British ships to dominate trade routes. 

It would involve political measures that prevented the Por-

'___ Prices were wrong in that cheap

lth, colonies was forbidden. They were 

• that the Crown subsidized and encouraged invest-
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coordinating industrial growth. As Geoffrey Perret has made the expansion of the American railroads in the 1880s

costlier than it would otherwise have been. But this protec-pointed out in A Country Made by War, many evolutions
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late nineteenth century, which stimulated the machine-tool 

and metal-working industries; aircraft-building contracts; 

and medical research.
What America actually did while industrializing is not 

what we tell ourselves about industrialization today. Con­

sumer welfare took second place; promoting production 

came first. A preference for domestic industries did cost 

consumers money. A heavy tariff on imported British rails

about which people now say “That was good for the coun­

try” occurred only because someone could say at the time 

“This will be good for the military”—giving the government 

an excuse to step in. J
In the mid-nineteenth century settlers moving west fol­

lowed maps drawn by Army cartographers, along roads built 

by Army engineers and guarded by Army forts. At the end of 

the century the U.S. Navy searched for ways to build bigger, 

stronger warships and along the way helped foster the 

world’s most advanced steel industry.
Just before Thomas Jefferson took office as President, the

U.S. government began an ambitious project to pick win­

ners. England surpassed America in virtually every category 
of manufacturing, and so, to a lesser degree, did France.

Wheels turned and gears spun throughout Europe, but they

barely did so in the new United States. In 1798 Congress au­
thorized an extraordinary purchase of muskets from the in­

ventor Eli Whitney, who was at the time struggling and in

debt. Congress offered him an unprecedented contract to 
provide 10,000 muskets within twenty-eight months. This 

was at a time when the average production rate was one 
musket per worker per week. Getting the muskets was only 

part of what Congress accomplished: this was a way to in­

duce, and to finance, a mass-production industry for the

United States. Whitney worked round the clock, developed

America’s first mass-production equipment, and put on a 
show for the congressmen. He brought a set of disassembled 

musket locks to Washington and invited congressmen to fit 

the pieces together themselves—showing that the age of 

standardized parts had arrived.
“The nascent American arms industry led where the rest 

of manufacturing followed,” Perret concluded. “Far from be­

ing left behind by the Industrial Revolution the United

States, in a single decade and thanks largely to one man, had 

suddenly burst into the front rank.” America took this step 

not by waiting for it to occur but by deliberately promoting 

the desired result.
For most of the next century and a half the U.S. govern­

ment was less interested in improving the process of compe­

tition than in achieving a specific result. It cared less about 

getting prices right and more about getting ahead. This 

theme runs through the Agriculture Extension Service, 

which got information to fanners more rapidly than free- 

When the United States began to preach or practice free market forces might have; the shipbuilding programs of the 

trade, after the Second World War, the average duty paid on 

imports fell from about nine percent in 1945 to about four

percent in the late 1970s.
In addition to the tariff, nineteenth-century America went

in heavily for industrial planning—occasionally under that

name but more often in the name of national defense. The

military was the excuse for what we would now call rebuild­

ing infrastructure, picking winners, promoting research, and 

enables her merchants to give very long term credits, to sell 

on small profits, and to make occasional sacrifices.”

This, of course, is exactly what American manufacturers 

now say about Japan. Very little has changed in debates 

about free trade and protectionism in the past 200 years. If 

the antique language and references to out-of-date industries 

were removed from Hamilton’s report of 1791, it could have 

been republished in 1991 and would have fit right into the in­

dustrial-policy debate. “There is no purpose to which public 

money can be more beneficially applied, than to the acquisi­

tion of a new and useful branch of industry” was the heart of 

Hamilton’s argument—and, similarly, of many modern-day 

Democratic Party economic plans.
In the years before the American Revolution most leaders 

in the Colonies supported the concept of British protectionist 

measures. They were irritated by new taxes and levies in the 

1760s and 1770s—but they had seen how effective Britain’s 

approach was in developing industries. Through the nine­

teenth century the proper level of a national tariff was on a 

par with slavery as a chronically divisive issue. Northerners 

generally wanted a higher tariff, to protect their industries; 

farmers and southerners wanted a lower tariff, so that they 

could buy cheaper imported supplies. Many politicians were 

unashamed protectionists. “I don’t know much about the tar­

iff,” Abraham Lincoln said, in what must have been an aw- 
shucks way. “But I know this much. When we buy manufac­

tured goods abroad we get the goods and the foreigner gets 

the money. When we buy the manufactured goods at home, 

we get both the goods and the money.” The United States 

had, just before Lincoln’s term, forced the Japanese to ac­
cept treaties to “open” the Japanese market. These provided 

that Japan could impose a tariff of no more than five percent 

on most imported goods. America’s average tariff on all im­

ports was almost 30 percent at the time.
In the 1880s the University of Pennsylvania required that 

economics lecturers not subscribe to the theory of free trade. 
A decade later William McKinley was saying that the tariff 

had been the crux of the nation’s wealth: “We lead all na­

tions in agriculture; we lead all nations in mining; we lead all 

nations in manufacturing. These are the trophies which we 

bring after twenty-nine years of a protective tariff.” The na­

tional tariff level on dutiable goods had varied, but it stayed 

above 30 percent through most of the nineteenth century.
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EAR the end of his long career the great economist 

Joseph Schumpeter speculated on what he would do 

if he were young again. Suppose he woke up as a 

bright-eyed graduate student in economics rather than a wiz­

ened professor. What would he choose to do with his new al­

lotment of years?

Modem economics research followed three main branch­

tionist policy coincided with, and arguably contributed to, 

the emergence of a productive, efficient American steel in­

dustry. The United States trying to catch up with Britain be­

haved more or less like the leaders of Meiji (and postwar) 

Japan trying to catch up with the United States. Alexander 

Hamilton, dead and unmoumed, won.

Thomas McCraw says that the American pattern was not 

some strange exception but in fact the norm. The great indus­

trial successes of the past two centuries—America after its 

Revolution, Germany under Bismarck, Japan after the Sec­

ond World War—all violated the rules of laissez-faire. De­

spite the obvious differences among these countries, he says, 

the underlying economic strategy was very much the same.

es: economic theory, statistics, and economic history. By the 

time Schumpeter wrote, economic theory was clearly the 

most glamorous of the callings, and statistics seemed the 

most practical. But, Schumpeter said, he would surely de­

vote his life to studying economic history.

This may seem a boring choice, and if it does, it goes to 

the heart of how we think about economic life. Since the end 

of the Second World War, and perhaps since the time of 

Adam Smith, the glamorous work in economics has been 

deeply unhistorical. In part this is just a matter of cosmetics. 

With each passing year since 1945 American economics 

textbooks have been jammed fuller and fuller of formulas, 

graphs, mathematical variables, and regression analyses. At 

the same time, they have lightened the dosage of real exam­

ples from the real world. In the mid-1980s researchers sur­

veyed 212 students at the most prestigious American gradu­

ate schools of economics, asking them what factors were 

more or less essential for success as a professional econo­

mist. Sixty-five percent of the graduate students said it was 

very important to be “smart in the sense of being good at 

problem-solving” in order to succeed as an economist. Only 

three percent said it was very important to have “a thorough 

knowledge of the economy.”
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consumers freely decide where they would put their money. 

The real secret, she said, was that unless a country deliber­

ately rigged the markets so as to get prices wrong, it had no 

hope of catching up in the industrial race.

HE key to capitalistic development, in this view, is fi­

nally capital. If you want to build factories, leapfrog 

your competitors in efficiency, train your people so that they 

can outproduce others, you need money. If you are a poor 

nation, you don’t have enough money sitting around to begin 

with; and if you are a rich nation, you are likely to have com­

mitted your extra money to pension and benefit programs, 

as the United States has now. Still, you need the money—for 

new factories, for research, for distribution networks. How 

do you get it?
Historically, Amsden concluded, successful nations have 

gotten extra money by rigging their markets. The goal is to 

get people to save more of their paychecks, and banks to lend 

more money for long-term industrial expansion, than normal 

market forces would allow. To make its people save, a coun­
try needs to jack up interest rates; to allow businesses to in­

vest, it needs to keep the rates low. Under Anglo-American 

theory the country would just let these two forces fight it out 

until they reached the natural equilibrium. But that is not how 

successful development has actually occurred, Amsden said.

Industrial expansion depends on savings and investment, 
but in “backward” countries especially, savings and in­
vestment are in conflict over the ideal interest rate, high in 
one case, low in the other. In Korea and other late-indus­
trializing countries, this conflict has been mediated by the 
subsidy. . . . Thus, the government established multiple 
prices for loans, only one of which could possibly have 
been “right” according to the law of supply and demand. 
Moreover, the most critical price—that for long-term cred­
it—was wildly “wrong” in a capital-scarce country, its real 

price, due to inflation, being negative.

That is, in order for Korea to get enough money into the 

hands of its industries, it needed to bend the rules. The cru­

cial thing about this undertaking, Amsden emphasized, is 

that it was not some Korean quirk. Every country that has 

caught up with others has had to do so by rigging its rules: 

extracting extra money from its people and steering the mon­

ey into industrialists’ hands.
Today’s Americans and Britons may not like this new 

system, which makes their economic life more challenging 

and confusing than it would otherwise be. They are not 

obliged to try to imitate its structure, which in many ways 

fits the social circumstances of East Asia better than those of 

the modem United States or Britain. But the English-speak­

ing world should stop ignoring the existence of this system 

—and stop pretending that it doesn’t work. ®
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Modem economics has become exceedingly precise about 

kind of problem but less and less interested in another.

ilibrium studies” and “constrained optimization”—in 

—, laboratory experiments involving economics. In a 

laboratory y°u can contro' many variables—the tempera­
ture the amount of lighting or contamination—so as to focus 

on the single factor you want to understand. In mathematical 

economics you can Control” many variables by taking them 

for granted, and then focus on what you want to understand. 

You assume, as a given, that some people are owners and 

others are laborers, that Korea has a semiconductor industry 

and Mali does not, that women earn less than men. Then you 

calculate, within these constraints, the best possible out- 

come—what trade policy Mali should pursue, what rate of 

inheritance tax will make an economy grow fastest.

Within this set of laboratory conditions the tools of eco­

nomic analysis are very powerful. By getting prices right 

Mali will make the best use of the resources it has at hand. 

But the most interesting and important economic questions 

concern the assumptions and constraints themselves. Why 

are some countries chronically so poor? Why have others 

done so much to pull ahead?
Economic analysis can tell you where you can get the best 

return on an investment this week. It can tell you how a 

change in tax rates might affect the unemployment rate this 

year. It can even tell you how a new tariff level is likely to 

affect the volume of world trade over the course of this 

decade. But it has a very hard time accounting for the larger 

rises and falls in world affairs: why it was England and not 

France that dominated the nineteenth-century world econo­

my; why it was Germany and not Poland that industrialized 

so rapidly at the end of that century; why Japan caught up in 

the early twentieth century and again now. Economics is a 

wonderful tool for analyzing trends and changes once na­
tions have assumed their ranks. But getting prices right is 

not so good for understanding how they got to those ranks, 

and why the ranks change.
This would not be a serious failing except that most peo­

ple believe that getting prices right tells us about the long 

run as well as the short. Indeed, the long-run evidence sug­

gests that getting prices wrong—that is, violating the rules of 

Anglo-American economics—may be indispensable for na­

tions that are trying to get ahead.
In the late 1980s the economist Alice Amsden wrote a 

book about the Korean economy called Asia's Next Giant. In 

that book and subsequent writings she said that Korea’s 

post-Second World War rise had much in common with 

Japan’s industrial miracles and with Germany’s industrial­

ization in the nineteenth century. In none of these cases, she 

said, did the country get prices right, letting investors and 
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HE United States, mostly to its 

credit, has a tremendous ca­
pacity to forgive and forget. 
We forgave Britain for being a

domineering mother and burning down 
the White House; we forgave Germany 
for its recurring bouts of megalomania 

and debasement of Western culture; we 
forgave Japan for bombing us on a 
Sunday morning and bringing us into 
the wickedness of the Second World 

War; and we have already forgiven 
Russia for twentieth-century totalitari­

anism and the very costly seventy-year 

war against communism.
One nation, however, has managed 

to engender an abiding distaste in the 
United States, even though the injury it 
has done us is comparatively minor. 
The antagonism derives in part from 
the especially durable and provocative 
images of the American-Iranian con- 
fronution: the hostages, the aborted 
rescue mission Desert One, and yellow 

ribbons everywhere; Iranian women 
defeminized by black chadors and re­
pressive Islamic laws; TV pictures of a

sea of fervent believers, men, women, 
and children, shouting in frightening 
monotony "Marg bar Amrika” (“Death 

to America”); leaders referring repeat­
edly to the United Sutes as the “Great 
Satan”; unforgettable photographs of 

the Ayatollah Ruhollah Khomeini, 
alive and dead. Iran’s continuing sys­
tem of government by the clergy is per­
haps more disturbing and confusing to 
laical America than revolutionary so­

cialism was.
For American politicians, Iran has 

been a booby trap ensnaring anyone 
foolish enough to touch it. When 
American politicians and their advisers 
attempt to deal with revolutionary Iran, 
they get caught in an unfair competi­

tion that pits the rational and straight­
forward American bureaucrat against 
the merchant Persian, a character de­
fined in the Western imagination by his 

centuries-old genius for deception.
Nearly fifteen years have passed 

since the U.S. embassy in Tehran was 
closed and American official personnel 
were more or less denied access to Iran

I

Fanatics,

5b

The leaders of post-revolutionary Iran 

may claim to be keeping the faith—but they know how 

badly they need the West. What should we do when 

they say it’s time to let bygones be bygones?
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nent paradise or a U.S. immigrant visa 
and Los Angeles, we would once again 

see the U.S. embassy besieged, assum-

i

rope, and of its economic anxieties, 
Japan. The rapid development and 

even more rapid conclusion of the Gulf 
War against Saddam Hussein demon­
strates again the fickleness of U.S. for­
eign policy in the Islamic world. Amer­

ica has stood by Israel alone—the 
permanent exception in the Middle 
East, because Israel is a Western coun­
try inextricably bound to our history 

both modem and ancient.
It is impossible to frame the ques­

tions of American-Iranian relations 
properly until we appreciate the cen­
trality of the United States in Iranian

i

I
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Though fueled by the dissatisfaction 
of Western-educated Iranians with the 
Shah’s corrupt regime, Khomeini’s

t 
t
4
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now,
Union and the denouement of the 

“Great Game”? Could the U.S. govem-

I
f

1

i

ernization. The war that Khomeini 

declared in 1964 when he announced 
that the Shah’s regime was illegitimate 
and captive to American dictates, and 

which he perhaps thought had been 
won on his return to Iran in 1979, has 

continued unabated.
It is a war America will win. If word 

went out in the streets of southern 
Tehran—the populous city quarter 
most closely associated with revolu- 

' - ' t ca’s relations with the Third World, es- tionary fervor and the oppressed poor
remain too important to ignore even pecially with the Islamic Middle East. —that everyone could choose either a

after the collapse of the Soviet Even under President George Bush, prayer at Khomeini’s tomb and immi-

who was zealous in foreign affairs, the
United States remained focused pri­

ment treat with Iran and avoid making marily on the sources of its culture, Eu-

(the few days with Oliver North and 

company in Tehran do not really count). 

The U.S. foreign-affairs agencies, pri- 

marily the Department of Stale, and ijte 
Central InteIT%ence Agency, grow no­

ticeably, and naturally^ more ignorant 
about Iran as fewer and fewer officers 
remain who have had meaningful con­
tact with Iran, let alone sustained con­
tact with Iranians of the Islamic Repub­

lic. Many American officials and 
journalists who must deal regularly 
with Iranian matters have probably 

never had an Iranian friend, and cannot 
read a Persian newspaper or talk to an 

Iranian in his native tongue.
This general ignorance fortifies the 

well-founded political fear of coping 
with Iran. With a few exceptions in­

volving direct contact—the Iran-contra 
affair and the latter stages of the Iran- 
Iraq War, in which the U.S. Navy

unseemly moral compromises with a 
regime that has unquestionably had a 
hand in the killing and kidnapping of 

American and European citizens? The 

death edict against the novelist Salman 
Rushdie is a successful attack on and 

intimidation of Western civilization. 

Should the United States choose a 
policy of forbearance toward Iran, giv­
en that America’s past actions in Per­
sia have been of disputable benefit to 

either country?
It is hard to imagine the rise of Kho­

meini without Shah Mohammad Reza
Pahlavi’s decisions to make legal re­
forms that gave a limited franchise to minds. Many Iranian clerics, Khomeini 
women and Bahais in 1962, to redis- in particular, well understood the battle 
tribute agricultural land in 1963, and to that was taking place in the hearts and
grant extraterritorial status to U.S. mil- minds of Iranians. Under the Shah,
itary advisers in Iran (thus freeing them Americanized culture irrevocably 
from complying with Iranian law) in alienated hundreds of thousands, per- 
1964. The Shah’s decisions were of haps millions, of Iranians from their 

struck Iranian Revolutionary Guard American inspiration; Khomeini’s re- roots. The old Westernized elites, who
units and (accidentally) Iran Air Flight action to them signaled the beginning were educated in France or England in

655—the American response to the Is- c.------------------------------- --------------

I

I

_____ :____' • of the Islamic Revolution, one of the the latter part of the past century and 

lamic Republic has been to embargo it, great revolutionary movements of the the first half of this one, and who often
wound it through support of Iraq dur- twentieth century and one that, like the took their Persian poetry tutors with
ing the Iran-Iraq War, and hope that the Russian, brought unimaginable suf- them to Europe, were replaced by
Republic dies of exhaustion before the fering to millions who had expected a Americanized Iranians, overwhelm-
revolution can spread. better world with the fall of the old ingly from the emerging middle class,

This response has not been without regime. whose understanding and appreciation

effect. Though Iranian revolutionaries Let us look at these questions from of traditional Persian society was con-

can still draw worldwide attention the Iranian side. Does the government siderably less, 

through assassinations and support for of Iranian President Ali Akbar Hashe- 
other terrorist activities, which perpetu- mi Rafsanjani and Khomeini’s clerical 
ate the illusion of a continuing national successor Ali Khameneh’i stand to 
revolutionary commitment, many of gain or lose by pursuing more-normal revolution was also an attempt by tradi- 

the Iranian people have grown nostal- i-----------------------------------------------relations with the United States, includ- tional Iranian society to halt the de- 
gic for the pre-revolutionary past. In- ing the restoration of diplomatic rela- structive, vulgarizing process of West- 

side Iran the revolution is moribund tions? Is “Marg bar Amrika" however
among its former standard-bearers: the rhetorical the incantation, indispens-
young urban male poor, lower- and able to the legitimacy of clerical rule? 

middle-class bureaucrat*, lay Islamic
intellectuals (many of wtkxn are bitter-

Tv in exile), and even a significanCnor-

tion of the younger clergy.

' But should the U.S. government se- f ■ 1 HOUGH American policymak-
riously alter its approach to Iran? Iran ■ ers are often accused of wanting
has intermittently been a strategic focal A. to remake the world in their own

point of Western foreign policy since image, the accusation miscasts Ameri-

the early seventeenth century. Does it i------------------------------------
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may well reinforce Iran’s fear of Amer­
ica. As many Iranians see it, the deci- 

' i to halt the Gulf War revealed not 
America’s ignorance and weakness but

1
I

but few would do so without first 

ensuring L---------- - .

•» reonened (it is now a training placable and insurmountable. The Unit-
1 . for the Revolutionary Guard ed States has, in Iranian eyes, shown it- staying power and strategic insight.

I

i

might even attempt a 

rapprochement.

self to be both. Before almighty Amer­
ica the Soviet Union vanished and 

that a close family member Iraq’s army was crushed in hours. This sion 

latter point made an immense impres-

could once again threaten the Islamic

Republic.
The efforts of those in Tehran who 

minded the Iranians* of the incom- seek to replace the American presence 

:hement with the United States parable differences in execution be­

tween 1
Third World (Muslim) wars. Saddam

Hussein’s survival, though troubling to 
a growing body of Western opinion

. ground with Somme-like slaughter and

—i^^njanTmay know how popular a significance.

restoration of relations with the United

States would be; he might even attempt

q fapprocl,—------
as a means of shoring up his support.
Today the militant Iranian expatriate
and internal opposition—constitutional­
ists, monarchists, and the Mbjahedin-e

Khalq (the strongest and at
least formerly one of the most
anti-American of the op­
position groups) alike—greatly

fears that the U.S. government
will restore diplomatic rela­

tions with clerical Tehran.
There are many reasons why

Rafsanjani might not seek a
restoration of diplomatic rela­
tions; what many observers be­
lieve is a personal dislike of the
United States; fear of assassi­

nation attempts by hard-core
xenophobes; concern that such

a dramatic move would place
him in bitter opposition to
Khameneh’i, who appears to be
much more deeply anti-Ameri­
can than Rafsanjani; and a real
fear for the future of the revolutionary
regime, which might be philosophically

and, more important, physically threat­
ened by the reopening of the U.S. em­
bassy. (The embassy, after all, in 1953
participated with important members of

the Iranian clergy in the successful coup
d’etat against Prime Minister Moham­
mad Mosaddeq.) The Iranians ascribe

tremendous power to covert enterpris­
es. It is one thing for the clerical regime
to deal with the U.S. government from

a distance; it is an entirely different

matter to allow it into downtown

Tehran.
But a fascinating and confusing facet

of Iranians is their ability to entertain
and cajole the enemy if he appears im-

• ■ and money in Iran with less-intimidat-

First World (non-Muslim) and ing assistance have not been very suc­
cessful. Though Japanese investment 
may total many millions of dollars, it 

has fallen far short of the much greater 
amounts that the Iranians had 

9B| hoped for. The Europeans are 
back (the Germans never left), 

but the levels of their invest­
ment and assistance, relative to 
the immense task of recon­
struction in Iran, are low. A 

■ primary reason for insufficient
■•X® foreign non-American invest-

’ ■ ment in Iran has been reluc- 

ES] tance on the part of investors, 
particularly the Japanese, to 
put their resources into an un­

stable country with a govem- 
4 ment that has been in an unde-

fl dared state of war with the 
?fl world’s premier power. Iran’s 

rulers know this very well. 
,But Iranian officials and 

many Western commentators 
now no longer regard the Iranian econ­
omy as hostage to a rapprochement 
with the United States. According to 
them, an American green light on rein­

vestment in the Islamic Republic has 
been rendered superfluous by the 
changed nature of the Middle East. Iran 
is no longer at the gates of Baghdad, 
Saddam Hussein’s villainy and the Gulf 

War have made Iranian Shi’ism seem 
less menacing, and Khomeini is dead. 
The Islamic Republic is not so disturb­

ing as it once was to foreign investors. 
Indeed, foreign investment, includ­

ing American investment, is returning 

to Iran. But Iranians, like Arabs, love to 
reify fiction into fact through language. 
The consummated deals are probably

!
i
i
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Rafsanjani 

may know how popular 

among Iranians a 

restoration ot relations 

with the United

• for the Revolutionary Guard 
Coi”s). Many might go to Khomeini’s
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N 1985 Khomeini authorized Raf- 
sanjani to negotiate with his two 
most detested “Satans,” the United 

States and Israel. The Iranians, desper­
ate to find an effective means of com­
bating the Iraqis’ advantages in tanks 
and planes, compromised principle for 
the possibility of obtaining American 

tow and hawk missiles. Today Raf­
sanjani is once again nearly desperate, 
while the revolutionary passion inside 
the country, particularly among the 
clerics, has faded. Is it so unlikely that 
Rafsanjani will one day hear Kha- 
meneh’i declare that the Great Satan 
has been thoroughly humbled for four­
teen years by the Islamic Republic, 
thus vouchsafing the return of the 

American embassy?
Khomeini’s death has compelled the 

Iranian clerics to devise a system of 
government to replace the state and 
constitution that were essentially creat­
ed by him, and it has thrown Iranian 
society into a search for another rah- 
bar, or supreme leader. Though Raf­
sanjani has attempted to assume Kho­
meini’s political mantle, he cannot 
possibly hope to achieve the unassail­
able political stature of the man who 
felled the Shah. As talented as Rafsan­
jani is (and he is very talented), he has 
been hard pressed to coerce or oblige 
others to go along with his decisions. 
So far he has gathered sufficient power 

to ensure that he will be held responsi­
ble for the fate of the country, but per­
haps not sufficient power to ensure that 
he has the authority necessary to com­
mand reliably the fractious mullahs and 
their crisscrossing support networks.

Rafsanjani and Khamaneh’i sit atop 

a clerical political system that is per­
haps terminally headless. We should 
not forget that the Ayatollah Khomeini 
waged two simultaneous and to date 
successful revolutions in Iran. One was 
against the Shah and the West; the oth­
er was against traditional Twelver 
Shi’ism (the dominant form of Shi’ism 
in Iran and Lebanon), which had been 
more or less regnant in Iran since the 
middle of the sixteenth century and 
which had discouraged the superin-

greatest threat to clerical rule, and its 
intensity is tied directly to the health of 
the economy. Even among the tra­
ditional merchant allies of the clergy, 

who were a key element of the revolu­
tionary success in 1978, the perception 

grows that the political clergy have 
changed state corruption, which under 
the Shah was notorious but historically 

comprehensible, into a Persian night­
mare in which even the best connected 
cannot reliably obtain safe passage 
through government bureaucracies.

Strengthened by the political pre­
eminence and economic ineptitude of 
the mullahs, anti-clericalism inter­
twines ever more tightly with the defin­
ing event of the Islamic Revolution: 
Iran’s surrender in the Iran-Iraq War. 
For an Iranian who suffered and sur­
vived the eight-year war, the memory 
of that immense struggle is divided into 

two chapters. The first runs from Sep­
tember of 1980, when Iraq invaded 
Iran, to May of 1982, when the Iranian 

army recaptured the port of Khor- 
ramshahr. With the ejection of the 
Iraqis from Khorramshahr in a su­
perbly fought battle, the Iranians re­
gained their pride and almost all their 
territory. Popular memory in Tehran 
now views those first twenty-one 
months as an entirely different war, one 
that ended in a resounding victory for 
the Iranian nation and the regular, for­
merly imperial, Iranian army. The 

common man credits the regular Iran­
ian army, not the Revolutionary Guard 
Corps, the clergy’s shock troops, with 
the victorious role in the Khorramshahr 
fighting.

The second chapter, which followed 
Khomeini’s decision on June 21, 1982, 
to take the war into Iraqi territory, is 
now seen as the “Clerics’ War,” six 
years of useless slaughter that left the 
nation impoverished. The more diffi­
cult daily economic life becomes in the 
Islamic Republic, the more the memo­
ries of war will work against the clerics 
and their praetorians, the Revolution­
ary Guard, who enthusiastically backed 
Khomeini’s war a outrance. Few Irani­
ans will care to remember that Rafsan­
jani counseled against taking the war 
into Iraq in the summer of 1982.

far fewer and smaller in scale than Iran­
ian officials and the press claim. For­
eign businessmen do feel more com­

fortable in Iran since the death of 

Khomeini, but they also remain acutely 

conscious of the tension, disorder, mo­
roseness, and continuing violence of 
post-Khomeini Iranian life. Elemental 

doubts remain among even the most 
optimistic foreign entrepreneurs and 
business executives about the reli­
ability, creditworthiness, and true inten­
tions of their Iranian counterparts— 
doubts that can recur sharply when a 
translator of The Satanic Verses and a 
former Prime Minister are stabbed to 
death, or when an Iranian city erupts in 
a huge riot after a canceled soccer game 
or a change in urban housing policy.

More than four years after the end of 
the Iran-Iraq War the Iranian economy 
remains in horrible shape, and the cleri­
cal government must deal with expecta­
tions, largely formed during the last 
years of the Shah’s rule, that the revolu­
tion would bring a better existence, 
especially to the mostazafin, the op­
pressed poor. Though some Iranians 
would probably like Iran to become an 
autarkic state or to trade only with those 
countries that pose little cultural threat 
(the former Soviet Union, Japan, the 

Koreas), the majority in Iran—includ­
ing the clergy—know that to improve 
the economy Iran must reach out to the 
West, the civilization with which Iran­
ian businessmen and functionaries are 
most comfortable and best connected. 
And Iran must become more prosperous 
if the mullahs are to retain any loyalty 
among the poor, who died by the thou­
sands for an undelivered victory in 
Iran’s justified war against Iraq. After 
last summer’s presidential elections—in 
which he was re-elected with the lowest 
percentage of the vote ever for an Iran­
ian President—the pressure on Rafsan­
jani has been mounting to do something 
about the economy, which despite cer­
tain signs of growth and excitement re­
mains drastically underdeveloped.

Anti-clericalism, the reverse side of 
Persia’s historical devotion to its 
Shi’ite divines, is rampant in post­
Khomeini Iran. This hostility toward 
politicized clerics remains the single 

I
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HE Islamic Republic’s simulta­

neous pride in and embarrass­
ment about the revolution shape 

Iran’s foreign policy. Most of Iran’s
clerics, whether traditional or radical, 
grew up on Pahlavi dreams of Iranian 
glory. They desperately want Iran to be 
a power to be reckoned with in the 
Gulf, in the Middle East, and now in 

Central Asia. Their pride and pragma-

juridically mediocre and of fading rev­
olutionary glory, give orders to their 

more knowledgeable elders. The com­
promise has been tense. The reigning 

clerical power, be it Rafsanjani or Kha- 
meneh’i or both, cannot help feeling 

that as Khomeini’s shadow recedes, so 
does the legitimacy of his velayat sys­
tem of clerical rule. And any system of 

clerical rule, if it is to pretend to legiti­

macy, must reflect with some plau­
sibility Twelver Shi’ism’s system of 

juridical seniority.
The Iranian government is now 

headed in the opposite direction, as

tending participation of Iranian clerics

in affairs of state.
Iran’s Islamic Revolution was made

by the clerical second tier—the hojjat

ol-Eslams, who rank below the ayatol­

lahs. The senior ayatollahs, other than
Ali Montazeri (whom Khomeini had at
one point designated as his succes­
sor), were enthusiastic fans neither of

Khomeini nor of tws politico-theologi­
cal construct, the velayat-e faqih (the

“guardianship of the jurist”), which was
both the idea and the office that ulti­

mately provided Khomeini with unques­
tioned political and religious authority.
Under Khomeini young clerics like Raf- Rafsanjani, a hojjat ol-Eslam, tries to 

eliminate or reduce centers of power 
other than his own. Khameneh’i con-

sanjani, Khameneh’i, Kho’einiha, Mah- 
davi-Kani, and Karrubi flourished and 

collected power, state offices, _____
and titles. “Ayatollah” Kha- 
meneh’i has moved very far MH 

very fast—from being a juridi- ■

calljrunimpressive hojjat ol-Es- agM
lam in 1978 to the presidency 

in 1981 and thence to his cur- ■ 
rent position as the nation’s ■

revolutionary guardian upon ■

Khomeini’s death, in 1989. <. c
This domination has been 

gained probably at consider- 
able cost to the traditional cler- 
ical order, with its centuries- IM 

old system of education, its 

pedagogic standards for pro- 
motion, exclusion, loyalty, and 

leadership, and1, perhaps most 
important, its financial inde­
pendence from state coffers. 
The state-sponsored demolition of the 
old order was practicable because Kho­

meini, a grand ayatollah with immense 
prestige even among his clerical ene­
mies, was at the helm, And when it 

came to dealing with refractory clergy 
Khomeini could be tougher than any 

Pahlavi Shah.
Iran is currently experiencing a re­

surgence of traditionalism in the cler­
gy, which calls for the clerical political 
role to be more advisory than participa­
tory, and a corresponding rejection of 

the activist mullahs who helped to lead 
the revolution and much of the war ef­

fort against Iraq. Rafsanjani and Kha­
meneh’i have forcibly brought about a 
compromise whereby junior mullahs.
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tinues in theory to hold considerable 

power (according to the constitution, 
immensely more than Rafsanjani), but 
caliphs in Islamic history have done far 
less well than sultans in the never-end­
ing battle for power.

Rafsanjani will have to contend with 
Iran’s peculiar form of democracy. Un­
like the Arab Muslim countries of the 
Middle East, Iran has a pronounced 
democratic current running through its 

nineteenth- and twentieth-century histo­
ry. But this current has repeatedly been 
diverted and drained by Persian shahs 
and clerics both, and there is little evi­
dence to suggest that Rafsanjani will re­
ject the Pahlavi tradition of arranging 
and reananging Iran’s parliament ac­

cording to the ruler’s needs. 
However Rafsanjani tries to 

rearrange the Iranian political 
landscape, he is unlikely to 

*, abandon, in rhetoric or practice,

Ka certain elements and methods
of the revolution.J4is^use of/er-

I _rorism and ^p^c.ally acmwu- 

_nation abroad will probably
I - continue for such violent dip­

lomacy enhances the fearful 
> staiture of the clerical ggyem.- 

ment both abroad antHntemal- 

ly. It has served as an effective 

means—indeed, the sole means 
, —for revolutionary Iran to take

revenge against those who have 
insulted or harmed the Islamic 
Revolution. Such violent diplo­
macy has been indispensable to 

maintaining a clerical pride severely 

wounded from without by Iran’s near­
total isolation, and from within by the 
post-revolutionary erosion of the na­

tion’s self-esteem.
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a separate group of radicals which is re- frayed by fundamentalist agitation or
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and decentralized nature of state-sanc­
tioned violence, harassment, and prose­
cution (the clerical regime will never-

America has reason to be indignant 
with the Islamic Republic. The U.S.

igaged in 
terrorist activity, it will punish Iran fi- 
nanciallv and continue to impede in 
various ways Iran’s commercial deal-

terror insuperable authority—should not b<
If the clerics can enact the “Islamic” squandered on public trade dispute

policy cheaply and furtively, Iran will with the Europeans or the Japanese ufetV 
continue to strike at the West and, per- less the United States has the meansyS 

haps more important, at Saudi Arabia, and fhfl will to win the argument.

fe history: The Islamic Republic’s powers. But the threat that Iran will port of terrorism and thauHUiscoxers 

Shi’ite antecedents—the medieval Fa- continue to export revolution as op- enaaue in

likely to scale back its reliance on anti- profoundly inspired by Khomeini 

American sloganeering; free up travel conquest, they have been far less sym- 
and currency exchange for the average pathetic to the Shi ite state since con- 
Iranian; loosen restrictions on the press, structed. The Islamic world has for the 
which by Middle Eastern standards is most part been unresponsive to Iran’s 

already vibrant; allow women more :

tism have persuaded them of the need 
- reach out, at least for Western and

At the same time, the clerics’ pride 

and fear can send Iran's assassins to the 

very countries where its diplomats are 
working strenuously to encourage for­

eign and expatriate access to its markets. 
In all probability it is not one group of 

moderates in the Iranian government 
which designs diplomatic initiatives and

the IslarniTbasis 

of-44hQmeiniXdeath>afFaat. In de­
fense of free speech and to remind 
Iran’s mullahs of America’s undimin­
ished psychological reach into their 
country, the U.S, government should\

announce its willingness to support cx~ 
patriate Iranian television programming 
accpssihle in Iran by satellite disji. The 
U.S. Navy should frequently park its In­

dian Ocean fleet uncomfortably close to 
the Persian Gulf and send its submit 

rines and fly its aircraft even closer.
Rafsanjani and the clerics in general 

are not wild-eyed zealots. More often 
than not, the zealots eventually found 
martyrdom in the eight-year war with 

Iraq; their deaths are a significant rea­
son for the present radical eclipse in 
Iran. Rafsanjani knows that the Iranian 
government can no longer call half a 
million young men onto the streets of 
Tehran to attack America. It could 
probably call barely 10,000. Rafsanjani

111

their Islamic identities—to vaunt an foreign policies are mostlikely_to_^ain 

“Islamic” foreign policy. I, Illg more thn IJnitgd Stotes,can
The Israeli-PLO accord could well consistently pressure Iran, the more

Iran’s rulers will take heed and avoid 
provocation. However, the LES. 
government should choose its conflicts 
with the Islamic Republic carefully. As 

Tehran will relish its position as the much as the United States may want to

force Tehran to rethink its policy to­
ward the West and the Arab world. It
will place further stress on the clerical

regime’s contradictory aspirations.

’....... — _______ .
primary remaining hard-line opponent deny Iran access to certain markets, its 
of Israel, and will dread the fact that it ability to do so, particularly since the 

has also become the center of world at- collapse of the Soviet threat, is limited, 

tention—an easily spotted target for Fear of America is a very important 
American, Israeli, Western European, psychological element in American- 
and Russian displeasure if the accord is Iranian relations. That frar nr as it is

sponsible for terrorism. The same men
-conduct both policies. Rafsanjani may
or may not have initiated the assassina­
tion of Salman Rushdie’s Japanese continue to strike at the West and, per-

translator and the killing of former 1 .
Prime Minister Shahpur Bakhtiar in which the Iranians despise for its rival
Paris, but he almost certainly approved religious (Arab Sunni-Wahhabi) hu-

or at least acquiesced in their execu- I—,-------- ,
dons. TOs pattern is a quite normal one hypocritical dependence on Western ten that it wtU not tolerate Iraman sup­

in history. The Islamic Republic’s

tality to Westerners; and send its repre- neighbors for easing its general isola- 

sentatives overseas with beards clipped. tion in the Sunni Muslim world.

The situation abroad, however, will

be persistently contradictory, as Kho- A Flexibly Hard
meini’s successors struggle to define Approach
within an Islamic framework Iran’s 
mission in a changed world. The col- ■ ■ OW should the United States

lapse of the revolution at home could deal with Iran? The short an-
encourage even moderate Islamic revo- M M swer is Be-tnngh but bejair^ln 

lutionaries—who still, after all, define (bejslamic Middle East, where Roliti- 
themselves and hold power by virtue of cj] life is usually unforgiving, hardline

dll 1111 Lidl villvuvii*** *

Shi’ite revolution has won little admi- ings.with America’s,allies. It should 
ninthly stand behind Salman Rush-

timid dynasty of Egypt and its scions posed to simply striking at its own ex­
farther east, the Assassin city-states—all patriates—should not be exaggerated,
continued to send out lethal revolution- After an initial emotional rush Iran’s 

ary missionaries long after the revolu­

tion had weakened, if not died, at home.

j America for round-the-clock shortwave
Afghanistan to the east, a richer and radio broadcasts in Persian and should 

____________ever-proselytizing Saudi Arabia to the
theless continue to brutalize those who south, and an array of Muslim re- 
seriously threaten clerical rule); encour- publics to the north which show little 

age Iranians once again to show hospi- more enthusiasm than Iran s other
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-------- America should be firm with any 

\ ally that allows the Iranians to sidestep 
choices that they fear could cause them

I

1

THE United States should proba-
■■I

intention of holding further dialogue or One of these days they will try to co-

1 DECEMBER 1 9 » 3112

t

has innumerable economic problems? 
and perhaps not much time to handle] 
them; he-knows that "Marg bar Amri-\ 

ka" will do him little good with his own 

citizens or with the foreign community 
he hopes to draw in for investment.

The Inevitable

Contact

.......................  ‘ j Khomeini and his successors have
the same options. Any U.S. attempts to done a poor job of banishing America

to make compromise” in their revolu­

tionary doctrine. America should also 
realize that Iran’s contact with other 
Western countries, like its eventual 

contact with the United States, can 
have a corrosive effect on the revolu­
tionary ethos and a moderating effect 

on the Iranians.
America should treat harshly those 

countries that sell weaponry to Iran’s 

clerics. But it should perhaps do no 
more than grimace if a Western ally ex- 
paridS Iran’s power grid, builds a.dam, 
or supplies computer equipment to

America should be careful not to ob­
struct through sanctjens-tiTTflow'1 of 

Wesfem information and culture that 

continues to seduce Iran’c ynnffy away 
frnm the rpvrJntipji Lord Curzon be­

lieved that Iran’s character has always 

oscillated between “the bigot’s rage ... 
and the agnostic’s indifference.” The 

revolutionary rage in Iran is well over. 
What has followed is probably not 

indifference.
The Iranian government has made its 

peace, at blinding sp^ed. with France 
and Russia, the two primary suppliers of 

weapons to Saddam Hussein. Iran has 

legitimate reasons to want to re-arm, 
heavily. The United States has no rea-

ti
md the Soviet Union. Though Rafsan- resuming diplomatic relationg^yould opt it by renewing contact. When the 
jani has decided that Western assistance probably seem to be either weakness Revolutionary Guards move out of the
is required to rebuild Iran, he probably (the Iranians would assume they had former American embassy in Tehran
made that decision with trepidation. He something the Americans wanted) or and American diplomats move back in,

is well aware of the extensive contact parj/of a larger effort to entrap or di- 

that has persisted between Iran’s cit­
izens and their more prosperous rela­
tives in the West In addition, thousands

to itself, that such armament is under- nians are not bom crafty. They get there 
standable given the hell Iran endured in through the school of hard knocks, and 
its war with Iraq. Theories of deterrence most of them, clerics included, view 

work just as well between Muslim their dealings with foreigners as an un­
states as they do between liberal democ- ending school of hard knocks.

Despite the rhetoric of the Islamic racies and communist dictatorships.

Republic, Iran is a poor country with
little continuing revolutionary appeal
outside the Shi’ite world. Not Iran but
Saudi Arabia, an American ally, has
been the most troublesome missionary
of Islamic fundamentalism throughout
the subcontinent, the Middle East, and

TTentral Asia. Clerical Iran has never
been a totalitarian country, even in its

Rafsanjani may be aware that the Unit­
ed States might quickly make amends 
to Iran and restore, at a minimum, 

diplomatic relations if he were to initi­

ate the process. Rafsanjani will begin 

the process one of these days, but not 

obviously. He will certainly explore the 

possibility through private emissaries, 
foreshadowing an inevitably more com­
plicated and diffident public overture.

Though the U.S. government would 
do well to approach any such contact 
with considerable caution, the United 
States should not automatically assume 
that it will be hoodwinked by the crafty 
Persians. Iranians are an exceptionally 
clever, complicated people, but they do 

son to support Iran’s plans to re-arm or not view themselves as being particu- 
to supply itself with nuclear or biologi- larly clever with Westerners. An Iran- 

cal and chemical weapons, and is fully ian will assume that the Westerner, cer-
justified in preventing—or, more accu- tainly if he is English and probably if he
rately, delaying—Iran’s acquisition of is American, will get the better of any 
weapons of mass destruction. But the deal—just as Americans assume that

Iran1 s-^ uni vers ities~or~telephone .squip- U.S. government should admit, at least Iranians will be dangerously wily. Ira-

ment to its cities. The U.S. government
should be wary-af depicting Iran as it 

once depicted the Soviet Union. Com­
munist Russia was a threat to the entire 

free world; clerical Iran is not.
The hard question for the United

States will be what to say and do on the 
day when Rafsanjani declares America 
to be sufficiently chastened for a direct, 
unconditional American-Iranian dia­
logue. It would be ironic if the renewal 

bly not seek airecTcontact with of the United States’ relationship with

Rafsanjani’s government. There Iran signaled not the end of the Islam-

is little reason for it. Iran has several ic Revolution but Iran’s most astute 

ways to reach the United States if it compromise, 

(darkest period in the early eighties. The chooses to, and the United States has I--------------------------------

contacts that have existed between its t 
jeople and the West go far beyond seek such contact explicitly, with the from the minds of the Iranian people, 

what once existed between the West i

American-Iranian diplomacy will once 
mfmsh kin's clencaTgovernment. again become the pre-eminent topic of

“Tran has always been at the forefront conversation in the Islamic Middle 

East. If the current Iranian government 
survives the encounter, Washington 
may bestow a new legitimacy, which 

the ruling clerics desperately need—an 
shows the possible repercussions^of a Iran’s ecumenical competition with irony that neither Washington nor

foreign education Saudi Arabia may affect the price of oil. Tehran is likely to relish. ®

of the Islamic mind. The Islamic Re- 
of vonng Iranians studying ayain in public’s evolution has had and will 
the West, primarily in the United have significant influence on Muslims 
States; a study of recent Iranian history throughout the world. In addition,



DATE: 1/20/94

NOTE FOR: Tony Lake

□Information

ElAction

Thank you.

cc:
i

I

THE WHITE HOUSE
WASHINGTON

JOHN D. PODESTA
Assistant to the President 
and Staff Secretary 
(X2702)

The President has reviewed the attached, and it is forwarded to you 

for your:



THE PRESIDENT HAS SEEN

/zs

January 5, 1994

The diseases which should be added are attached.

I am grateful for your consideration of this matter.

ZUmwalt, Jr.

(703) 527-5380

Enclosure

q

1500 Wilson Boulevard, Suite 641 
Arlington, Virginia 22209 

As requested by you during our dinner together at Renaissance, I 
submit herewith the one-page summary of Agent Orange related 
diseases recommended to be added to those designated for 
compensation by the Secretary of Veterans Affairs.

JCu/

I believe that these diseases are clearly justified under the 
criterion of law which requires that it be "as likely as not" that 
they are related to exposure to Agent Orange. Recent studies have 
pushed us over the top with regard to this determination. In 
addition, when one lowers the weight given to the negative results 
of government studies manipulated by the Reagan Administration and 
to those that have been manipulated by chemical corporations, there 
should no longer be any doubt about the "as like as not" criterion.

.a a

The following diseases have already been approved for compensation: 
non-Hodgkin1s lymphoma, soft tissue sarcoma, chloracne, lung 
cancer, larynx cancer, trachea cancer, multiple myeloma, porphyria 
cutanea tarda.

Dear Mr. President:

Sincerely,

//

E. R.

\
E. R. ZUMWALT, JR.

ADMIRAL, U. S. NAVY (RET.)

President William J. Clinton
The White House
1600 Pennsylvania Avenue, NW 
Washington, DC 20500



SUBJECT:

1.

2 .

3.

In summary, add the following diseases for compensation:

Since recent studies demonstrate that it is "as like as not" 
that diabetes can result from exposure to the dioxin, which is an 
ingredient of Agent Orange, add diabetes to the list.

All Cancers 
Diabetes
Birth Defects in the Children of Vietnam Veterans 
Reproductive Deficiencies in Vietnam Veterans

Since numerous animal and human studies indicate that birth 
defects and reproductive problems can result from exposure to the 
dioxin, which is an ingredient of Agent Orange, and since it is now 
reasonable for the Secretary of Veterans Affairs to discount 
previous manipulated government studies concerning birth defects 
and reproductive problems, add birth defects in the children of 
Vietnam veterans and reproductive effects on Vietnam veterans to 
the list of diseases to be compensated.

1.
2.
3.
4.

Since other Agent Orange related hormonal effects, including 
immune suppression, may result in multi-organ sensitivity and may 
contribute to the overall increased mortality from all malignancies 
combined, add all cancers to the list of those cancers currently 
authorized for compensation.

Agent Orange Related diseases recommended for compen­
sation in the light of recent studies and in 
recognition of the lowered significance of negative 
studies which have been manipulated

\
E. R. ZUMWALT, JR.

ADMIRAL, U. S. NAVY (RET )
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January 5, 1994

Mr.

Dear Phil:

Zumwalt, Jr.

(703) 527-5380

pEnclosure

1

Sincerely,
1

As you know, I have a deep interest in this, but I also sincerely 
believe that a press release from the White House reporting a 
decision by the President resolving the remaining Agent Orange 
issues would make a tremendous demonstration by the Commander-in- 
Chief of his personal interest in the military, active and retired.

At dinner with the President, he asked me for the attached and 
suggested that I bring it to your attention so that it gets to him 
personally.

Philip Lader
Deputy Chief of Staff 
The White House
1600 Pennsylvania Avenue, NW
Washington, DC 20500

5

E. R.

1500 Wilson Boulevard, Suite 641 
Arlington, Virginia 22209 

E. R. ZUMWALT, JR.
ADMIRAL, U. S. NAVY (RET.)
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Information

□Action

Thank you.
!

cc:

t

i

THE WHITE HOUSE
WASHINGTON

David Gergen 
Mark Gearan

JOHN D. PODESTA
Assistant to the President 
and Staff Secretary 
(X2702)

Mack McLarty
Mickey Kantor
Lloyd Bentsen
Robert Altman
Tony Lake
Bob Rubin
Bo Cutter
George Stephanopoulos

The President has reviewed the attached, and it is forwarded to you 
for your:
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THE PRESIDENT HAS SEEN

and barriers to foreign products and services persist unabated.

Since its inauguration a year ago, the Clinton Administration has

REPAIRING THE U.S.-JAPAN RELATIONSHIP

Glen S. Fukushima

both the United States and Japan.

I. INATTENTION

understandably given primary attention to issues of domestic policy: federal budget 

deficit reduction, health care reform, gun control, reinventing government, and others, 

non-domestic issues, they have been foreign

5<*> 1:10 FUKUSHIMA

To the extent time has been devoted to

policy crises such as Bosnia, Somalia, Haiti, Russia, the Middle East, and North 

Korea. The only major issues relating to the international economy have been 

initiatives begun by two previous administrations-the GATT Uruguay Round and the 

North American Free Trade Agreement. Little focused attention has been devoted to 

Japan except during the few days of the G-7 Summit in Tokyo last July.

In Japan, the June 18, 1993 no-confidence vote against then-Prime Minister

Miyazawa resulted in an end to the 38-year rule of the Liberal Democratic Party (LDP)

T' LxsJjix

As President Bill Clinton and Prime Minister Morihiro Hosokawa prepare fS A

their summit meeting in Washington, D.C. on February 11, the relationship between

the United States and Japan is in serious disrepair. Japan's huge current account 

surplus, low level of manufactured imports, minuscule inward foreign direct investment, IX

Why has there been

so little progress on these issues despite the inauguration last year in both countries 

of governments espousing "change"? The answer is inattention and complacency in 
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2
and the establishment on July 20 of a coalition government led by the current prime

i
i

!

•:

Inattention to the relationship has been abetted by a sense of complacency in 

both countries. In the United States, this complacency has three sources.

First, exaggerated media accounts have misled Americans into believing that 

"the Japanese sun has set." Typical is the December 13 cover story of the 

international edition of Newsweek that read: "Japan: The System Has Crashed; Its 

Economy Tumbles, Its High-Tech Edge Fades." Although the current recession has 

lasted longer than expected, the fundamental strengths of the Japanese economy 

remain intact. Within 12 to 18 months, the cost-cutting, rationalization, and 

restructuring to squeeze out the excesses of the "bubble economy" of the late 1980s 

and early 1990s will have had their effect, and Japan will once again emerge as a

minister, Morihiro Hosokawa. The ensuing fluidity of the political landscape has led to 

an almost complete preoccupation in Japan on domestic issues, couched in the 

language of political, administrative, and economic "reform."

The nature of these "reforms" has been grossly exaggerated in the United 

States. For instance, the widely touted Hiraiwa Commission, tasked by Prime Minister 

Hosokawa to recommend bold economic reforms, issued on December 16 a weak 

report focused on deregulation that disappointed everyone, including Japanese 

observers. Since seven of the 15 members of the commission were former 

government bureaucrats, they were hardly likely to urge changes that would seriously 

curtail the power and jurisdiction of the government agendes from whence they came.

II. COMPLACENCY
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with objective and realistic analyses of long-term Japanese global

This is belied by the following comment, made recently by

a prominent Japanese political leader: "The impending political reforms will force us 

politicians to spend all our time campaigning back in our local districts, leaving 

policymaking in the hands of the central government bureaucracy." A sobering

thought, given the Japanese bureaucracy's well-known penchant for zealously 

preserving the status quo.

Third, the Clinton Administration appears to believe that asymmetries in the

U.S.-Japan economic relationship can be remedied simply by asking Japan to commit 

to results"-whether in Japan's current account surplus, aggregate level of 

manufactured imports, or sector-specific imports. There is an evident lack of 

appreciation of the profound complexities and difficulties facing foreign firms 

attempting to export to or invest in Japan and the attention, expertise, and resources 

necessary on the part of the U.S. government and corporations to penetrate the multi­

layered and deeply-rooted barriers posed by the Japanese market. The

Administration also lacks^an understanding of where, wlwi^and how muchjaressure 

should_bfi_ag£)lied to achieve the maximum result while minimizing Japanese resentment

not only Japan but also its trading partners, in particular the United States. 

This fallacy is premised on the assumption that the realignment of political parties in 

Japan will automatically lead to a more open, transparent, consumer-oriented society 

as we know it in the West.

3 
formidable competitor in world markets. Americans should substitute wishful thinking 

economic strategy.

Second is the mistaken notion that the "reforms" advocated by Mr. Hosokawa 

Uli benefit
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crises to worry much about Japan. There rs also a sense in Japan that the United

States is ii

I

I

that impression. By calling for "results,” "targets,” and "objective indicators," the 

Administration put Japan on notice that, unlike previous Republican administrations, it 

would not settle for mere changes in Japanese procurement rules or procedures.

4
On the Japanese side, complacency stems from the perception that the United

btates is increasingly dependent on Japan’s good will and support-whether for 

"strategic alliances" between corporations, security cooperation as on the Korean 

Peninsula, personnel for peacekeeping operations as in Cambodia

the
United States can ill afford to press too hard in trade negotiations for fear of alienating 

Japan and losing its support on issues that require bilateral or global cooperation.

III. MISSED OPPORTUNITY

or for financial 

assistance as in Russia and the Middle East. Viewed from Tokyo, therefore,

States is too preoccupied with its own domestic problems and with foreign policy

benign policies toward Japan of the Reagan and Bush administrations. Japanese 

government officials and business leaders alike fully expected the new Administration 

to institute policies that would force Japan to accept more U.S, products, services, and 

^investment in return for continued access to the U.S. markRf

Rhetoric coming from the Clinton team in 1992 and early 1993 certainly gave

Indeed, the Clinton Administration missed a golden opportunity in early 1993 to 

set a fundamentally new course for the U.S.-Japan relationship. During the 1992 U.S. 

presidential campaign and for much of the first half of 1993, the Japanese leadership 

feared that a Democratic Administration would mean a radical departure from the

5<*> 1:12 FUKUSHIMA
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benchmarks, yardsticks, reciprocity, transparency, or none of the above.

as a

"protectionist" nation advocating "managed trade." Although few countries went along

»

a

First, the rhetoric was not supported by a clear, coherent, 

towardjapan. This lack of a policy quickly became evident,

with Japan's self-depiction as "the premier defender of the world free trade system," 

Southeast Asian countries as well as many members of the OECD were persuaded by 

Japan that if the United States were successful in pursuing a results-oriented trade 

policy toward Japan, they too would face similar pressures from the United States.

Third, the rhetoric was not backed up by action. The Administration failed to 

understand the cardinal principle in negotiating with Japan: speak softly and carry 

big stick. Instead, the Administration did exactly the opposite, i.e., it cried wolf 

repeatedly but took no action. From Tokyo's perspective, the construction issue was a

51:13 FUKUSHIMA

consistent policy 
----------1 

as the Japanese press 

reported that Washington didn't know what it wanted of Japan; depending on the day 

and the official being quoted, the request or "demand" was variously described as 

targets, goals, results, objective criteria, quantitative indicators, qualitative indicators
I

The clear 

impression left in Japan was that the Administration was wavering in its stated quest 

to achieve "results" and that, if Japanese negotiators resisted long enough, the 

Administration would yield.

Second, the Administration's inattention early on allowed Japan to undertake a 

remarkably successful public relations campaign that depicted the United States

5
What counted were results, as expressed in actual sales. The flaw, however, was 

threefold. ” ' "
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test of whether the Clinton team would act differently from the Reagan

i, price-

was

seen in Japan not as a gesture of generosity but as a sign of weakness.

IV. PROSPECTS

If developments last year are a harbinger of things to come, what can we

I

U.S.

widely touted as a "breakthrough," with the United States and Japan each declaring

victory. But the two sides left the negotiating table with entirely different

i

expect in 1994? When the President and the Prime Minister meet in Washington 

D.C. on February 11, they will announce that agreements have been reached between

and Japanese negotiators on several elements of the Framework Talks These 

will include agreements on "global cooperation," insurance, government procurement 

(medical and telecommunications equipment), automobiles, and automobile parts. 

That agreements have been reached will not be noteworthy; there are always

1 to pass without taking action, the Japanese were perplexed. With over 30 senior 

Japanese government officials and executives arrested in 1993 for bid-rigging, pf 

fixing, and collusion in the construction industry, many Japanese knew that if there 

was ever a clear case of illegal activity that excluded competithTfo^lompanies 

from the Japanese market, this was it. Inaction by the Clinton Administration

agreements reached in U.S.-Japan economic negotiations The crucial question is 

what happens after the agreements are signed.

A pertinent example is the Framework Agreement signed by President Clinton 

and then-Prime Minister Miyazawa in Tokyo on July 10, 1993. The Agreement was

SC*) 1:14 FUKUSHIMA

and Bush 
teams. When the Administration allowed the two deadlines of June 1 and November
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/ Department explained that this means Japan's surplus will decline over the next three

to four years from the four percent of gross domestic product, where it now stands, to 

under two percent.

text states that Japan will undertake efforts to bring about a "highly significant 

decrease" in its current account surplus. A few days later, the U.S. Treasury

7
understandings of what it is they had agreed to. For example, the English-language

Japanese officials, on the other hand, trumpeted their success in keeping out of 

the Agreement any mention of specific goals, target, or results, indeed, the Japanese- 

language text of the Framework Agreement reads that Japan will undertake efforts to 

bring about a "jubun imi aru kuroji sakugenn-an "adequately meaningful reduction of 

the surplus"-a highly subjective standard that could imply a five or ten percent 

reduction, depending on who judges what level of reduction is "adequately 

meaningful." Another point stressed by Japanese officials is that the Framework 

covers only those issues under the direct jurisdiction of the Japanese government; i.e., 

by implication, not issues involving private sector conduct-e.g., purchases of 

automobiles, automobile parts, semiconductors, glass, paper, etc.

Meetings between the U.S. President and the Japanese Prime Minister are 

always double-edged. On the one hand, they are "action-forcing events" that put 

pressure on government officials on both sides to resolve outstanding issues so that 

the heads of state meeting can go smoothly. On the other hand, there is always an 

incentive on both sides to paper over differences and to reach agreements that may 

not truly resolve the problems at hand. For both sides would prefer to reach
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agreement than not to reach agreement, since failure to reach agreement could

11. The

issue is what we will do when the Japanese disappoint us, as they most certainly

8

reflect

>

wording of the agreements is ambiguous. Those who emphasize the competitive 

aspects of the relationship will argue that taking unilateral action is the only way to 

show Japan that the Administration is serious about compliance with trade

will, either by failing to reach an agreement or by not adhering to one they reach." 

In late 1994 or early 1995, a crisis will develop in U.S.-Japan relations. The 

United States will accuse Japan of violating the agreements reached in February

1994. Japan will counter that it had promised only "best efforts," not results. The 

Administration will be in a quandary as to what to do. The question will be posed as 

follows: How important is it for Japan to live up to agreements as understood by the 

United States? And what are the trade-offs-Te., what is the United States willing to 

risk in order to ensure Japanese compliance?

Those in the Administration who emphasize the cooperative aspects of the 

relationship and wish to gain Japanese assistance in joint endeavors around the world 

will argue that taking unilateral action against Japan is too harsh, especially if the

agreements and finds they did not yield the expected results. To quote Senator John

D. (Jay) Rockefeller IV, Democrat of West Virginia and the senator most 

s------- --- - ----- - ?
knowledgeable about Japan, in a speech to the American Assembly on November 12, 

"The f ~

i

badly on the negotiators or even on their heads of state.

So there will almost certainly be agreements reached by February 

problem will come several months later, when the U.S. government assesses the
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9
agreements. Indeed, in the view of this group, it was the unwillingness of previous 

administrations to take such action (except in the Semiconductor Agreement) that led 

to the lack of credibility of the United States in the eyes of Japan and the consequent

Japanese flaunting of trade agreements,

V. AVERTING A CRISIS

How can a crisis of the kind described above be averted? For one, by ensuring 

that the agreements reached in February are tight enough and unambiguous enough 

to prevent each side from attaching its own, different, interpretation. This requires 

several things: (1) enough time and serious attention devoted to the negotiations by 

cabinet or subcabinet officials to ensure that the agreements are not the result of last- 

minute, all-night sessions where each side is only too happy to settle, regardless of 

the content of the agreements; (2) a detailed point-by-point confirmation by both sides 

of what is agreed to so that a meeting of minds is assured; (3) a thorough review of 

the Japanese texts of the agreements to ensure that they are identical in meaning to 

the English text; (4) a full explanation of the agreements by both sets of negotiators, 

together, in front of the U.S. and Japanese mass media to ensure that, unlike the July 

K^Framework Agreement, each side does not tell its public only its own interpretation; 

(5) the establishment of a formal monitoring mechanism to track progress based on 

mutually agreed indicators; and (6) a clear understanding by both sides of what 

constitutes compliance with the agreements and the consequences of noncompliance

The past few summit meetings between the United States and Japan have 

been especially problematic, owing in part to the domestic political situation in Japan.
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Until June of last year, Japanese officials warned the U.S.

such opposition parties as the Socialists. Now that such a coalition is ii

10

government that it should 

not press then-Prime Minister Miyazawa too hard, because to do so could result in the 

downfall of the LDP and the installation of a coalition government that might include 

such opposition parties as the Socialists. Now that such a coalition is in power, the 

same Japanese officials are urging the U.S. government not to press Prime Minister

Hosokawa too hard, since to do so could lead to the downfall of his so-called reform­

minded coalition government and the re-installation of the LDP!

Given the fluidity of Japanese politics for the foreseeable future-and this is 

dictated almost entirely by domestic factors, not by what the United States says or 

does-and the power wielded by the central government bureaucracy, the

Administration would be sadly misled if it were to heed the advice of Japanese 

bureaucrats whose very existence depends on preserving the status quo.

VI. RECOMMENDATIONS

In the longer term, the only way to deal adequately with the "Japan Problem" is 

for the Administration to formulate a clear, coherent, and consistent Japan policy. 

This policy should (1) recognize that the Japanese economy is fundamentally Hiffpr^nf 

from that of our other trading partners; (2) integrate the economic and political/security 

dimensions of the U.S.-Japan relationship; (3) consider Japan in its regional and 

global context; and (4) plan and shape the future to maximize areas of cooperation 

ensure benefits from cooperation, and minimize areas of conflict.

Institutionally, a centralization of U.S. policymaking toward Japan is needed. 

The current decentralized structure makes it easy for Japanese negotiators to divide

:•
i
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Policy in the White House staffed by Americans with extensive knowledge

It would be doubly ironic if the Clinton Administration in the Framework Talks is 

unabte^topersuade Japan to commit to concrete goals and results. This is because 

gaining Japanese commitment to a specific goal was achieved in the U.S.-Japan 

Semiconductor Agreement of 1986, under President Reagan, and again in the 1991 

renewal of that Agreement under President Bush-both laissez-faire Republican 

administrations that emphasized process and procedural changes rather than results 

as the aim of trade negotiations with Japan.

11
and conquer and for the Japanese mass media to highlight even slight differences in

experience in Japanese affairs is needed, much like the Administration created a 

special office in the State Department to coordinate policy towards Russia.

Japan requires focused U.S. attention that integrates the economic and 

political/security dimensions in a new configuration for the post-Cold War era. The 

heavy economic component, plus the extremely rapid response time and constant 

high-level attention necessary to deal adequately with Japan issues, makes the White 

House a better site for the Office of Japan Policy than the State Department. 

Additionally, the increasingly complex and multifaceted nature of the U.S.-Japan 

relationship means that only an office situated in the White House can play the role of 

an honest broker to balance competing interests among U.S. government agencies 

dealing with Japan.

VII. A DOUBLE IRONY

i

I

nuance regarding what the Administration expects of Japan. An Office of Japan

and

i
i
I

1:17 FUKUSHIMA
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conduct-i.e., having the Japanese government encourage Japanese

and

12

sector

companies to 

buy more foreign semiconductors-the Framework Talks (with the exception of 

automobiles and automobile parts) focus primarily on government conduct

ignores the fact that the Japanese government has certainly the authority

—erguabiy the nhligatiQn_lQ_buy more foreign products.

If the Japanese government truly wishes to promote manufactured imports-as it 

is fond of saying-what better way to demonstrate this than by matching its rhetoric 

with action? Put another way, given that the Japanese government was successful in 

exhorting its companies to achieve the 20 percent goal of foreign semiconductor 

purchases by the end of 1992, the government itself should not find it difficult to 

achieve specified levels of foreign procurement if it wishes to do so.

VIII. CONCLUSION

The Clinton Administration faces a dear choice. If it continues its present path 

of crying wolf but having no Japan policy, it will almost certainly precipitate a crisis in 

the bilateral relationship by late 1994 or early 1995. By then, if it becomes clear that 

Japan is not adhering to agreements as understood by the United States, pressure will 

build to take unilateral action against Japan, not only from within the Administration 

but also from Congress, the business community, and the American public.

The Japanese reaction to such unilateral U.S. action is certain to be resentful 

and emotional. Having been fed daily doses in the mass media of U.S. decay-as

Second, whereas the Semiconductor Agreement was aimed at private

Thus, the

Japanese argument that the U.S, insistence on results "violates free market principles"

51:18 FUKUSHIMA
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evidenced by crime, violence, racism, illiteracy, illegitimate births, AIDS,

being victimized and bullied will doubtless foster widespread anti-American
sentiment

i

expertise, and

resources to deal coherently and comprehensively with what is an increasingly

second largest

[3336 words]

in Japan despite the reservoir of good will toward the United States that, 

the decline,

13

and a host of 

more convinced than ever that the

scapegoating Japan for its own domestic problems. The sense of

^hallengeit faces in internationaHrade^  ̂ that the weQks

remaining until the February 11 summit meeting are used wisely to ensure that 

agreements reached with Japan will produce the tangible and significant results

complex, difficult, and profoundly important relationship with the world's 

economic power.

other social problems--Japanese will become even

United States is

needed to redress the outmoded, asymmetric, and eroding bilateral relationship. In 

the longer term, the Administration needs to devote the attention,

D '■u7:n,ma- an American business executive based in Tokyo is Vice Presiden of the American Chamber of Commerce in Japan From ?985^99n 
directed Japanese affairs at the Office of the United States Trade Representative

although on 

still remains especially among the older generation of Japanese.

S!"?’ Fuk.ushinr>a. an American business executive based in Tokvo is vir»

erce in Japan From 1985 to 1990, he

5<*> 1:18 FUKUSHIMA

With NAFTA and the Uruguay Round negotiations completed, the

Administration now has the opportunity to devote its attention tn ths sjnQi^Qrggtest
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EVERGLADES

PACIFIC SALMON

I

As you know, EPA has been actively negotiating with California legislative leaders for 
several months to reach agreement on an acceptable smog check program. Substantial 
progress has been made, but backsliding in other states necessitated the announcement of 
discretionary sanctions this week. Despite the fact that the sanctions take four months to be 
implemented, allowing time for a negotiated compromise, state legislators reacted negatively 
to the announcement and immediately moved forward on a bill that fails to meet EPA 
standards. I will meet with Assemblyman Richard Katz in Los Angeles on Monday and EPA 
Assistant Administrator Mary Nichols will meet with other legislative leaders in Sacramento 
on Tuesday in an attempt to get discussions back on track. It is possible the full Senate will 
pass the unacceptable bill on Thursday and send it to the governor.

7 . v

The Department of the Interior reached an agreement with one of the major sugar companies 
— Flo Sun (approximately 30% of the market) — on restoration of the Florida everglades. 
This agreement to contribute to a restoration fund was reached after the sugar industry had 
walked away from negotiations in December (that had been underway since last summer). 
DOI is still hopeful that the other major sugar company — U.S. Sugar (also approximately 
30% of the market) — will join in this historic partnership with the federal government, as 
U.S. Sugar may face increased litigation and regulatory damages if they don't.

THE WHITE HOUSE

WASH I N GTO N

p7: St

IO MAS MCLARTY

• * t f
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OEP has been working daily with the agencies involved with the Columbia and Snake Rivers 
hydrosystem (Bonneville Power, the Corps of Engineers, the Bureau of Reclamation, the 
National Marine Fisheries Service, and the Fish and Wildlife Service) to encourage them to 
reach an agreement on how to operate the flow of the river through the hydropower system 
without causing jeopardy to the salmon listed as endangered under the ESA. We are nearing 
completion of the negotiations with the relevant agencies that we hope will minimize the 

i controversy.

✓--------

/CALIFORNIA SMOG CHECK
. I

.................................................................................................
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CLEAN WATER REAl IZATION

CLIMATE CHANGE

SUPERFUND

INTERNATIONAL ENVIRONMENTAL BUDGET

In coordination with OVP, OEP worked closely with OMB to ensure that adequate resources 
would be included in the FY95 budget for international environment and population programs. 
Successfully funded priorities include: the Global Environment Facility (the key to both the 
climate change at biodiversity conventions) at $100 million; the Montreal Protocol Fund 
(targeting stratospheric ozone depletion) at $48 million; and USAID Population (impacting 
many resource and sustainable development issues) at $585 million. Non-govemment 
organizations, which have made funding of international environment programs a high 
priority, should be pleased with this level of effort, particularly given overall shrinking 
budgets.

Senator Baucus and Senator Lautenberg indicated last week that they are willing to introduce 
an Administration bill on Superfund reauthorization, provided that the bill generally is 
consistent with the recommendations of the National Commission on Superfund, a broad­
based group of stakeholders that recently issued recommendations on Superfund reform. We 
are continuing discussions with the House in an effort to determine whether Representative 
Swift will also introduce the Administration’s bill as the sole vehicle for Superfund 
reauthorization. A draft of the Administration's bill will be completed early this week and 
will undergo expedited interagency review, in an effort to meet Congress' goal of introducing 
the bill on January 26, 1994.

The Climate Change Management Committee met recently to review management structure 
and to get updates on agency programs, budgets, and legislative initiatives. The final topic 
was the issue of "adequacy of commitments" (meaning: is reaching 1990 levels of CO2 by 
the year 2000 ENOUGH?). The international negotiators will likely address this big issue 
during 1994. The Committee also discussed the stakeholders conference outlined in the 
Action Plan. Tentatively scheduled for April, the Conference will be a prominent Earth Day 
event.

OEP commenced an intensive effort to bring to closure an interagency effort to develop a set 
of recommendations for you on the reauthorization of the Clean Water Act. With the Senate 
scheduled to mark up a clean water bill in early February and with frustration at the lack of 
an Administration position growing, we are working to complete a package for your review 
by the end of the month, asking for full cooperation among the agencies to do so.



DIRECTOR’S MEETINGS

PAST WEEK

1/10 Forest Management Executive Committee; outstanding Pacific Northwest forest issues

1/11 Kazakhstan environmental minister; general environmental issues

1/13 President's Council on Sustainable Development meeting, Seattle, Washington

1/14

THIS WEEK

1/18 EP A, DOJ, and OEP; meeting on the WTI incinerator

Environmental tour of California; site visits, San Francisco and Los Angeles journalists 
roundtable, and meetings with local political, NGO, and business leaders
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Speaking of iBusiness

By Lindley H. Clark Jr.

mas gift from those friendly fellows at the 
Federal Reserve.

to the president. By keeping money plenti­
ful in recent years, the central bank has 
ensured that interest rates would decline 
and stay low. Low interest rates tend to 
stimulate business-which, of course, is 
'•xactly the result that Mr. Clinton desires.

Geoffrey Moore, director of Columbia 
1 University's Center for International Busi­
ness Cycle Research, believes that the key 
■ ate is the prime rate, which this newspa- 
ner defines as the base rate that banks 
harge on loans to corporations. Research 
ias convinced him that a business expan- 
;ion will last about 15 months plus 1.57 
imes the lag in the prime rate. The lag in 
he prime rate is the length of time that 
•lapses between the start of a recovery 
md the time when the prime rate begins to 
nove up.

The current business cycle expansion 
ms been a very slow one, but it has been 
neandering upward sinie March 1991. So, 
is of December 1993, it has been under

i< <

Columbia Umversity, Oct 1993.. ■

■ Actual |
is Forecast I —PS

turn would forecast an expansion lasting a 
couple of months longer.

The fact that the relationship has per­
sisted for at least three-quarters of a cen­
tury is especially remarkable when you 
consider that the prime rate isn’t what it 
used to be.

The prime rate used to change with con­
siderable frequency. Movements in the 
rate, either up or down, or even specula­
tion about possible changes, were front­
page news in this newspaper and others. 
Small banks, highly unlikely to influence 

tober 1996, it won’t become official until it publicity in some cases by being the first
is deemed over by the National Bureau of to move the rate either up or down In
Economic Research, and the decision may some cases such banks, which really had
not come until after the presidential elec- no “prime” customers, would back down
tion. If the economy continues to move at when no one followed them.

. , . . - Iiivucy mule says, me prime
its current leisurely pace, the nation may base rate against which other rates

-ay tor 33 ™„tte. Us,„gMr. Morre^ £"at'aS SRS?

™ a’ the expansion will last at least into Some quite sensible folks, in fact, are con-
u j vinced the economy still is in a recession. _.o..............................

pndc nV?h!C^™y0U»mkSt — em.ber,de' Few people are as aware of the vagaries in previous years by the rate’s freouent
ends on the pnme rate beginning to move of government statistics as Mr. Moore, --1,J - • q
ip next month. So far there has been no who served as commissioner of labor sta-
^t°LahPrTerte uP‘urn-Invfact. a few tistics in the Bureau of Labor Statistics
SSS,.,™n,..19.69.“.19.7?: *

i attract more business borrowers. By
lis newspaper’s rules, changes in ttv

Accurate Forecast
Forecast and actual length of busing c?cle • ■ 
expansions based on lags in prime rate.1954-9 
120

.100-

80-

60-

40-1

20-

A Slump Predictor Clinton Should Love
President Clinton has been worrying a

lot lately about what the Federal Reserve
System will or will not do to interest rates.
Well, maybe he can relax, at least for a
while. If a new method for forecasting
slumps continues to perform the way It has
in the past, the next redession isn’t likely 
to be apparent until Mr9, Clinton is safely 
re-elected in 1996. j

The Fed has had a hand in this devel­
opment, too-a fact that Fed Chairman
Alan Greenspan might choose to point out

'!,be,hna,‘%n'S 3"
ai?st« Ss-adds S”“ld “eXPa"S1” laS"',i: “ 

predicted expansion.
If the expansion does indeed last until

October 1996, Mr. Clinton will be able to
go to the polls claiming credit for a very
long expansion. As the accompanying
chart indicates, it will be the third longest
in the past four decades. The chart also
shows, quite graphically, that Mr.
Moore’s formula has come quite close to
predicting all those expansions, be they
long or short.

• the national economy, grabbed national

is deemed over by the National Bureau of to move the rate either up or down. In

no “prime” customers, would back down

Prime borrowers were the largest cus­
tomers with the best credit ratings, a class 
of borrowers that primarily patronized 
only the nation’s largest banks. Competi­
tion among the banks for such business 
was stiff, leading to the frequent changes 
in rates. Late in the 1982-90 expansion, in 
February 1989, the prime hit 11.5%. Then it 
began a steady decline, falling 10 times 
until it reached its current 6% level in July 
1992. The officially reported number hasn’t 
changed since then.

That doesn’t mean that all the best 
and biggest borrowers are paying a flat 
6%. Some are paying less, many are pay­
ing more. Much depends on the banks’ 
need for business and the borrowers’ 
need for funds. As this newspaper's 
money rate table sAys, the prime is a l— » — _ _— A — • a • ■ a . a

—J are
rate, as 

well as the rate’s current stability, carry 
a message, which seems to be quite as 
significant as the messages transmitted 

wild swings.
So, as we say, Mr. Clinton may be able 

to relax through the 1996 election if he puts
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WASHINGTON—Listening to the argument over the future of the North

Atlantic Treaty Organization, I get the feeling that only the

foreign-policy wonks are paying attention. And that may be a good thing.

If the great American public understood that many critics of the Clinton 

administration's NATO policy want to rush the lately democratized central 

and eastern European states like Poland, Hungary and the Czech Republic 

into full NATO membership there would be rumbling in the heartland.

As usual, history is being forgotten—including the history of NATO 

itself. In 1949, when the alliance was created, the Republican Party was 

still essentially isolationist, opposed to mutual security alliances. NATO 

was seen by many eminent Republicans as a departure from Jefferson's 

warning against "entangling alliances," even though there were alarming 

signs that Stalin's aggressive intentions might not stop in Prague, Warsaw 

and Budapest.
Sen. Robert Taft of Ohio, most esteemed of Republican Senate leaders, 

actually voted against NATO, although later, as presidential ambitions 

eroded his sterner principles, he voted to authorize a token deployment of

American troops on the continent.

The creation of NATO did represent a drastic departure from traditional 

American foreign policy doctrine. The Republicans were right about that. 

That the alliance succeeded brilliantly and is now well established cannot 

hide the fact that old isolationist instincts are dozing just beneath the 

surface. The rash expansion of NATO could arouse them, at the risk of a 

dangerous impulse to bolt from Europe altogether.

Much of the criticism of the Clinton administration's go-slow

approach—which envisions a gradual path to "associate" NATO membership 
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for the newly emancipated nations—is captious and some of it partisan. 

Henry Kissinger, the Strategist of Nixon/Ford "detente," is now calling 

for the quick inclusion of new members in NATO. But this is a very 

different Kissinger from the one who counseled President Ford in 1975 not 

to give a White House audience to the exiled Russian writer Alexander 

Solzhenitsyn, lest it be provocative to the Kremlin.

The temptation to expand NATO may be traced to the splash Vladimir

Zhirinovsky's party made in last month's Russian parliamentary elections. 

Zhirinovsky has made crude threats against everyone. He is a blowhard, a 

dangerous one, and nothing would be likelier to lend respectability to his 

rant than the spectacle of the United States and a reunited Germany herding 

former Soviet "satellite" nations, hastily democratized, into an armed 

alliance system.
The Clinton administration's alternative is a "process" in which 

Europe's strays, including Russia itself, would be invited to move toward 

mutual security guarantees which would call for no stark demarcation of 

geographic battle lines.

The administration's critics call it "appeasement," but they miss the 

point. Russia is an economic and political shipwreck, and in its present 

shape a military threat to no one. The administration's proposal for 

"associate membership'' represents an effort to avoid the errors committed 

after both world wars. After 1919, the United States assumed no 

responsibility for policing the peace in Europe. In 1949, the performance 

was far better. We didn't abandon Europe to its internal quarrels, but we 

tended at times to treat Western Europe as an American protectorate.

Something between those extremes is called for now.

And besides, there are vital questions the critics haven't answered. 

Eastern Europe is full of old boundary and ethnic disputes. What geographic 

arrangements, for instance, would we guarantee if Poland became a full 

member of NATO? Poland has always been a historically unstable entity. 

Post-World War II Poland's boundaries were shifted well to the west, at the 

risk, said Sir Winston Churchill, in a vivid metaphor, of "stuffing the 

Polish goose too full of German sausage."
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(o). 1994^ Washington Post Writers Group

We presume that Poland has no designs to reclaim old lands now part of 

Lithuania; and that reunited Germany no designs on the parts of Poland that 

used to be known as East Prussia. But who knows? The debacle in Yugoslavia 

suggests the danger of underestimating the allure of old nationalist 

quarrels and passions, and of linking supreme American security interests 

to them.
The role of the post-Cold War NATO should not be to harden the 

dissolving lines of nationalist enmity but to offer everyone—including 

Russia itself—a stake in ties of mutual respect and civility.
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Today's debate: PROTECTING THREATENED SPECIES

Endangered species law
is a real success story
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OUR VIEW Saving animals and
LlaiAiiMM plants from being 

wiped out protects the planet for

“USA TODAY hopes to 
serve as a forum for bet­
ter understanding and 
unity to help make the 
USA truly one nation.” 

—Allen H. Neuharth
Founder, Sept 15,1982

threatened species on ESA’s lists today.
That fine record doesn’t mean, 

though, that the act or its implementa­
tion has been perfect.

Right now, application of the act fol­
lows the emergency room model for 
care, delivering intensive doses for spe-

€ USA 
TODAY

Peter S. Prichard 
Editor 

Karen Jurgensen 
Editor of the 
Editorial Page

Thomas Curley
President and Publisher s

people, too.
Tougher and wiser, the Endangered

Species Act turns 20 today.
Life hasn’t been easy for the young cies that are in dire straits rather than 

law up for renewal next year. A lot of practicing some preventive medicine to 
mud has been tossed its way in skir- keep them from getting there. .  
mishes over Tennessee’s little snail dart- 1

I
i

i-

Furthermore, the process designating 
er fish and the western forests’ spotted endangered or threatened species re­
owl. Critics mock its protections for mains hit or miss, creating uncertainty 
such odd-named species as the Arkansas for workers and landowners, not to 
fatmucket and lyrate bladderpod and mention for the nation’s biodiversity, 
contend that it’s destroyed jobs. What would help is more information

While some developers have had to about the nation’s plant, animal and in- 
Tnodify plans to accommodate threat- sect life and how they interact 
ened species, only 33 of more than A planned National Biological Survey 
118,000 plans and projects reviewed un- by the Interior Department now await- _ 
der ESA between 1979 and 1991 were ing action in Congress could provide 
canceled or halted. And the act is doing that data. That with a re-enacted ESA, 
exactly what the American people want could make enforcement less iffy and 
it to do — protect this nation’s won- confusing. More important, it would aL 
drous diversity of plant and animal life, low preventive measures so species nev-^ • 

“ Under ESA’s protective wing, the er approach extinction. ‘ T;
bald eagle, peregrine falcon, Aleutian For in nature’s complex architecture, 
Canada goose and greenback cutthroat even the tiniest bacteria have a role to 
trout made comebacks from extinction, play in preserving the health of the plan- - - 
Dozens more soon should join them et And that makes the Endangered Spe- 
from the 594 endangered and 181 cies Act as vital today as at its birth.

:• •.’..’J-
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This law is a disaster
r

—

I

, %

OPPOSING VIEW

impact on local and regional economies 
and on property owners. For that, they.

with the southern California fires, after 
which Barbara Walters and Hugh 
Downs of ABCs 20/20 opined that that 
this “well-intentioned” but “unnatural” 
law may “go too far” since it “might 
eventually threaten your home and 
property, too.” ____

gles and grizzly bears.
In 1993, with 700 

species designated 
“threatened” or “en­
dangered,” and as 
many as 8,300 to be 
listed, the act is the pit 
bull of environmental
laws, capable of stop­
ping any use of any
land, anywhere in the 
country.

It is not just eagles 
and bears which carry 
such job-sapping 
clout, but flies, snails 
and garter snakes.

The act is a disaster
► Alone among federal laws, it man­

dates its goals “regardless of the cost” 
No other law so completely ignores any

Grabbing prl- comparison of costs with benefits, 

vate property
rights on such dubious grounds is
wrong; it could happen to you.

In 1973, Congress wrote the Endan­
gered Species Act to protect golden ea- distinction between species and subspe­

cies, for example, has nothing to do with 
biological science but with political sci­
ence.
► The government’s implementation 

of the act is little more than a land grab, 
as federal officials demand that private 
lands be handed over to the U.S. gov­
ernment as the price for economic activ­
ity.

For years. Westerners and rural 
By William Perry Americans complained about the act’s 
Pendley, presi­
dent and chief le-
MaountairirStates were abused by the media. That changed 

Legal Founda­
tion, Denver.

■!
i

► Many of the species are not in dan- “ 
ger of extinction but simply are not as 
abundant as before or no longer dwell in 
their original habitat.
► Science is almost non-existent The 

• ■>. ' -■ .
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DATE: December 7, 1993

TO: President Clinton

FROM: Derek Shearer

<?
Dear Bill,

Thanks again for the call on my birthday. I greatly enjoyed hanging up on Stanley to
take your call.

I’ve enclosed various items:

(1) Some mysteries for downtime enjoyment.

(2) Some of Glen Fukushima’s recent columns on US-Japan economic relations.

(3) A recent piece that I did for the L.A. 'limes.

(4) A policy memo that my colleague here Peter Dreier has written for Henry

Have a good Christmas,

OCCIDENTAL COLLEGE
LOS ANGELES, CALIFORNIA 90041

J-
N K

Your letter to Glen in August did not reach him until a few days ago due to a staff failure to 

put on a street address. He did appreciate the letter once it finally arrived.

THE PRESIDENT HAS S£EHnationala.\d 
PUBLIC AFFAIRS CENTER 

DIRECTOR, DEREK SHEARER 

(213)259-2539 

FAX (213)259-2734

I hope that you and Hillary get some rest and have some fun over Cliristmas. You 
both deserve it, after the battles of this jear.

Cisneros at HUD’s request. Peter was Ray Flynn’s chief policy advisor for many years 
before I got him to come to Oxy.
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What are™de„„dKu«f usarerhein’plicad""!ofthlsburea"™“Parfcmavdo.bringabounlX  ̂ ! T "r'’1 ^’P’"

nese economy so eagerlv awaited bv the United States PTn r r\ rc,?cdy the symmetries m trade, investment. :
Fact, in the short run the recent political ch-intres in I-' [cclmology Hows etc. between the two countries? To pro- !
could strengthen the bureaucrat thereby makinC mlrS chdn5cs’7,JaPan ^at can tangibly ben- !

oDeniniT pvfh iru’. • ’ • . ? . <-fit the L meed States, the Clinton Administrarinn

that the U.S. message is being delivered accurately tola- 
T”) M n n Ci n r-'i r a I a rzvvt ^-1 1—.•» • T _ _ _ _ _ _ ilitical economy.

as it was in i domestic allies in Japan as possible to apply naiatsu [pres-

strate-

the •

..SWL .luu wjui surnctent calibration to
maximize the desired results while minimizing Japanese

contingent on the Administration's ability first,

by Glen S. Fukushima
Former Director for Japoncs^ Af^rs. Oft.ee of the United States frade Represents

- , •----- U LlltJ

dunng the 38-year rule of the LDP. 

counts,

the use of pinpointed, laser-beam, surgical gaiatsu. ‘

ncromlv,. 1001/ Tti'WWY IWreirfeJTOrM"

a;

j

in '

yo’t bureauemts mav m *’ too busy making
rh,. un.v .1^ P ^^’rngjapan , money. The onlypeople in Japan who have given serious

sec- s

, policy
v “'-**** waiij iia5 reacned. a

point of diminishing returns and that a much more sur­
gical, targeted, and sophisticated use of gaiatsu. coupled

i

i nies under their jurisdiction) that are acting to block or

(3) Devote special attention to the Japanese private

to ensure ; 
--------- - ,J M<;U1g ueiiverea accurately to Ja­
pan and not distorted by the Japanese bureaucracy and 
mass media. The goal is to build as solid a coalition of 
domestic allies in Japan as possible to apply naiatsu [pres­
sure from within] on the bureaucracy- to undertake 
changes consistent with U.S. interests.

What this calls for is a “divide and conquer” approach­
something the Japanese bureaucracy has perfected to an 
art form in dealing with the United States. It is premised 
on the notion that the erstwhile U.S. approach of apply­
ing gaiatsu [pressure from abroad] in an uninformed, 
indiscriminate, across-the-board fashion has reached a

.  the Clinton Administration should i 
pursue a three-track approach:

who advo^e cha^5« tha.
U.S.tJapan asymmetries that exist today.

: fact, in 

i 1

the kite 1930s and early 1940s. That would be a tragedy.”

(2) Single out, criticize and, if necessary, take action 
against those government agencies (or Japanese compa­
nies under their jurisdiction} that ar>- 

i I
, . , r.»7» X., u^ jajjd.irrjc py-
Although the bureaucracy's role today

•he W5OS. I960,,and

nary given Japan s self-proclaimed status as a “capitalist i
free marker economy." From the minutiae of setting !

i technical Standards :_____ . 0

Oi foreign products to the formulation of grand
gies and ’V™—” r-“ T- • - —
of Japan s best and brightest" is awesome. Their collec­
tive intelligence, energy, control of information, pvikv
expertise, human networks, and knowledge of "how the

, world works' is superior to that of virtually anv other in-
i 'ntution m Japan. . , • ------------- o---------, —

The extent of bureaucratic influence in all alt c wth naMZsu, is necessary. This requires, of course, that 
i Jv^life^omesnatu,,^ ‘heAdm,...........

comprehensible to many .Americans (in this regard, the
SCIS ’bout Japan). One |

the Administration develop a sufficient understanding of 
the political dynamics in Japan so that gaiatsu can be ap­
plied intelligently— at the right time, at the right place 
on the right parties, and with sufficient calibration to 
maximize the desired results while minimizing Japanese 

resentment.
The Japanese bureaucracy—despite propaganda to the 

conttarv is more often a part of the problem than part 

, J i----- —;

IS to preserve their ministry’s interests, which usually ;

thought to such big picture issues as ’the rofe ofZpZ 

uons in society’ and who can articulate them cogently are ' 
current or former government bureaucrats." '

’ ized that fully 40% were
j officials (60% if one includes those participants w'ho 

' XJv a"d NHK -P^n-

i

r

small but striking example. Earlier this year. I was invited !

on ,rion^Pane5e <o attend a major conference
x i ° 6 C0fiPonitiOnS in Society.” In examining

' “”!erc"“ I real- ------ ,.................... ........
incl^^ : °fl.he t-Kta-m. l-eir miion

i Tn! ur'™klin8 adhere’'" “,h'
I juggled a aimlhr eoqfeX he r"u,“ ‘>

’SSX and o'erK"P'7le’ i Md “op'raW "'"h Pw'"“
second, .o pres, forkpec.Sc 

what defensively, the sponsors ren iH -E k C.hange$ a'med at benefiring the U™ed States through 
t----------------------  sponsors replied, Japanese busi- the use Of pinpointed, laser-beam, surgical ^iatsu..

60 ” • —-----------

’?j}.C!lVe.ty SUPP°rt those Japanese political leaders ; 

numerous :

  

ith the weak political leadenihip wc have now,

H.ayenu up controlling apa
Hit- way (he militarist took over the country in

Tins statement-uttered recently over drinks late one 
evening bv a liberal Democratic Parry Diet member—is

gies and "visions” for Japan in the year 2020, the power

live intelligence, energy, control of information

i
I

I
to en- j

I

opemng even more difficuk-if that is imaginable- chan 
dunng the 38-year rule of the LDP.

How can this be when, according to Western press ac- ! 
counts, the new coalition government i$ rever$ingPJapan's ' 

traditional policies favonng rural Constituents over urban 
dwellers and producers over consumers? VTten Prime 
Minister s Hosokawa’s slogan is to promote "political re­
form, administrative reform, and economic reform"?

. that now. finally, at long last, 'Japan is Z^^h^ng"?

J, ----MmcaULldCY 5
™ J in°A.be,“ °VCrt’ di.r!Sl’ or ^avy-handed

nary given Japan's self-proclaimed7ta7  ̂a “capluS

! Cc;cbnital standards aimed at impeding the importation

i stitution in Japan.
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POLITICAL ECONOMY

1

Deregulation Is Not Enough
I

D

; Japanese—with the significant exception of government 
i bureaucrats—seem to endorse it. Deregulation has be-

i
In one segment of the Japanese insurance market, for and that without a mechanism to cope with these differ- 
example, foreign firms have established a significant pres- ' ences, profound asymmetries will persist between Japan and

56

by Gian S. Fukushima
Former Dirnctor for Japanese Affairs. Oilice of the United States Trade RepmsentMve

i

ences, profound asymmetries will persist between Japan and i

i
■

I
eregulation" [/nm kanwa] has—at least in con- ; > ’
cept—become a fad inJapan. Given impetus by the I have been excluded, 
new Hosokawn Administration.Japanese arc focus- I ~ ’

tng on the benefits of deregulation—among them, re­
duced government intervention in the economy, a more
efficient allocation of resources, and increased consumer
welfare. The concept has become so popular that many

other countries (see my 7'BT column of May 1993, “‘X- 
Factors’ and Market Access’*).

This means that deregulation alone is unlikely to re­
solve either the “surplus" problem or the “penetration” 
problem. The most likely effect, of deregulation is to make 
it possible for Japanese companies that are not now' in 
certain domestic markets to enter those markets. Since 
foreign firms are more constrained by level two and level 
three barriers than are Japanese firms, they are likely to 

’ benefit the least from deregulation. In fact, deregulation 
can even be detrimental to the interests of foreign firms.

come a centerpiece of both administrative reform and 
economic reform, and plays a prominent role in the re­
cently announced recommendations of the Hiraiwa Com- 

i mission (Economic Reform Research Council).
Many observers assume that deregulation will benefit con- 

i sumers in Japan as well as Japanese and foreign producers. 
In this way, the argument goes, deregulation should ease

persistent current account surplus and (2) open Japan's

: dally foreign newcomers, to penetrate. 
; But are these assumptions valid? Will deregulation truly 1 manufactured products; and (3) the difficulty of expand-

If Japan seriously wishes to address these problems, the 
best solu tion is for the Japanese Government and indus-

I means clear. The reason is that deregulation addresses gram with the specific goal of significantly reducing the 

only one level of a multi-level market access problem. As current account surplus, increasing manufactured im- 
discussed in detail in mv TBTcolumn ofMay 1992 (“Is the ports, and expanding foreign direct investment. Such a 
Japanese Market •Open’?") foreign firms doing business program requires at least three elements, 
in Japan face three levels of barriers; (1) governmental; * First, it should be self-initiated bv Japan, not a grudg- 

i (2) structural, organizational, and institutional; and (3) ing response togatalsu. [pressure from abroad]. The pro* 
I psychological and attitudinal. In addition Japan's defini- g . ... - . .
; tion of "competitiveness" differs greatly from that of most because it is in the best long-term interest ofjapan, as well

as the world economic community, to do so. Second, it 
should be results-oriented because only by focusing on clear [ 
goals and objectives will it be possible to achieve the neces- ' 
sary outcomes. Endless discussions about principles, proce- : 
dures, or processes will, only slow down progress and arouse 
suspicion abroad that, once again,Japan is dragging its feet. ; 
Third, affirmative action should not be seen as “reverse dis­
crimination” favoring uncompetitive foreign companies or 
“punishment” against Japan. Rather, it should be a recogni­
tion that, for whatever reason, Japan *s market differs signifi* 
candy from that of other advanced industrialized countries

the rest of the world and threaten the international trading 

system.
This is not a matter of “good” or “bad," “fair” or "un­

fair.” It is simply a matter of recognizing differences be-
i tween Japan and its trading partners; coming to terms j 

with them in a realistic way; and devising mechanisms to j 
> maximize cooperation, ensure mutual benefits from ; 
j competition, and minimize conflict.

lanuarv 1994/ TOKTO UVSENESS

; ence. In most other segments, however, foreign insur* 
1 ance firms have been excluded by the three levels of 

barriers discussed above. If. as some have proposed, the 
Japanese Government were to deregulate only that mar- 

■ ket segment where foreign firms have already established 
j themselves, this would result in their losing business to 
' Japanese companies newly entering that market segment 

without t he foreign firms having a chance to enter other

segments (dominated byJapanese firms) from which they .

Thus, it is dangerous to applaud deregulation in Japan i 

without examining closely its practical consequences on 
a case-by-Case basis. Otherwise, we will be following the 
familiar pattern of the United States hoping that ; 
"change” will open up Japan but being ultimately disap­
pointed as Japanese consumers and producers, but not 
foreign interests, benefit. The relevant question for the 
U.S. Government and industry is not whether deregula-

I

I sumers in Japan as well as Japanese and foreign producers.

I ease
trade frictions by helping to; (1) reduce Japan's large and them, the most urgent economic problems confronting 

............ ' J ’ _ J ‘‘ J_____  , 
market, which is extremely difficult for newcomers, espe- Japan's current account surplus; (2) the difficulty of pen- ■ 

etrating Japan's market, especially in high value added '

bring about benefits to foreign producers as well as to ing foreign direct investment in Japan. 
Japanese producers and consumers? The benefits tojapa- 
nese producers and consumers are easy to predict. But

I with regard to foreign producers, the answer is by no try to formulate a results-oriented affirmative action pro-

only one level of a multi-level market access problem. As current account surplus, increasing manufactured im- 
_ 1 ■ 1 . *1 • r * • I « .. _ . ..

Japanese Market ■Open’?") foreign firms doing business program requires at least three elements.

First, it should be self-initiated bv Japan, not a grudg-
i’ r- - ■ o - - ■ . r  -------------- --- -------- ---------------------------------* - f- ■- ‘ I

gram should be formulated and implemented by Japan I

j 
i 

tion in Japan is good or bad. but in what way it will be 
implemented and how this affects American interests. j 

In a book published last year entitled Xichi-Bri Keizat ; 
Ma.satsu No Seijigaku [The Politics ofU.S.-Japan Economic Eric- j 
tion] (Tokyo: Asahi Shimbunsha), I examined eleven , 
problem areas in the U.S.-Japan relationship. Among

the two countries are (1) the size and persistence of i

I
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I

“blame the victim,” means that most Japanese find affir-

I

Abetter—though not perfect—formulation of affirma-

I

I to benefit itself—unless, of coutse. there are clearly nega- I expressions, and concepts—whether relating to "open- i 
tive consequences of not. changing. ■ ness,” "fairness.” " results,” or "affirmative action”—that i

i

I
II

s I argued in my previous column (“Deregulation 
« - Is Not Enough,” TBT, Jan. 1994), if Japan serf
JTw ousty wishes to remedy asymmetries witli its trad­
ing partners, the Japanese government and industry
should initiate a results-oriented affirmative action pro­
gram with the goal of significantly reducing tlie current 

| account surplus, increasing manufactured imports, and
I expanding inward foreign direct investment. 
' The single greatest obstacle to realizing this is mental.
1 That is, the mind-set of most Japanese at present is as fol- , alien to Japan. A national consciousness that Japan is a

■ onstrat.es the strength of Japan’s economy: the low level

■ ■ ■-—- ___________________ ....._____ —.      —-
!-------- ----------------------------- ----------------------------------------- ---------- ----- -------------------- ---------------------- -

Affirmative Action Japanese Style

I <

j

 j  

nese changes in rrstdts rather than mere changes in procc- I 
dures. Only by Japan adopting an affirmative action pro­
gram can tills be realized, Mere adherence to a “national
treatment” or “most favored nation” standard will not ' 
solve the problem, since the Japanese economy gives in- , 
ordinate advantages to entrenched incumbents, to the I 
detriment of newcomers (see my “ ‘X-Factors’ and Market ;
Access.” TBT, May 1993).

The problem is that American-style affirmative action is [

lows: the current account surplus is good because it dem- homogeneous population not confronted with the need
1 to redress past (and present) discrimination toward 

of manufactured imports should be maintained because 1 women, Koreans, and others, coupled with a tendency to i 
it keeps Japanese manufacturers in business and provides 
employment tojapanese workers; and the level of inward mative action incomprehensible. It is commonly trans- | 
foreign direct investment should be minimized to repel lated as “gyaku sabeisu' [reverse discrimination]—a term j 
■‘foreign invaders" who might threaten Japanese compa- often used in the mass media to describe U.S. '’demands” 
ni.es, flout Japanese government attempts at administra- for market access. This conceptualization only com- 1 
five guidance, and upset the “social order” ofjapan. 

With these as received wisdom, it is no wonder that an
endless series of academic symposia, government re-

\ 
\ 
\=

Iy

The U.S. government must ultimately decide what le- ( are understandable tojapanese sensibilities. Otherwise, 
verage, inducements, incentives, or sanctions to use. | as in so many U.S.-Japan negotiations, the two sides will 
Whatis clear’ is that the United States must insist on Japa- continue to talk past each other.  
------------ -------- ... --- ------------------ -—------- -------- ---- --- -------- ------ ---------------------

by Glen S. Fukushima
Director for Japanese Affairs. Office of that United Stat&s Trade Reptesontative

i

I
\
\

pounds die problem by implying that the United States, 
from a position of weakness and uncompetitiveness, is 
beggingjapan for a special favor, a. handout, something 

ports, blue-ribbon commissions, and international trade undeserved but perhaps necessary to appease a once-re- 
agreements over the past decade have yielded so few con- spected elder brother who has gone terribly astray,
crete results. Despite the hand-wringing that Japanese Abetter—though not. perfect—formulation of affirma-
leaders display to foreigners about the need for Japan to tive action for the Japanese con text might be to use tire term
reform its system to be “in better harmony with the rest ; “shinkisannyushayugu saW—policies, measures, plans, or 
of the world”—words reminiscent of the Maekawa Com- steps to promote, favor, prefer, welcome, or warmly receive
mission Report of April ‘7, 1986—the fact is that most newcomers. Although a bit clumsy, this expression lias the • 
Japanese believe they have created a supremely effective virtue of using words with positive, inclusive connotations ! 
economic system, thank you, and that the only problem rather than the liarsh, negative, and exclusionary ring of a 
is that foreigners—because of their uncompetitiveness, ; “gyaku sabetstf forcibly imposed from the outside upon a

Conceptually, one method of explaining rhe logic might !

Japan be denounced for providing to the world's consuxn- Japan’s new common carriers in telecommunications, 
ers high-quality products at low prices?” This is echoed by which as of April 1,1935 were permitted to enter the mar- 

I Japanese government officials, Witness Eisukc Sakakibara, ket for the first time pursuant to the new Telecommunica-

contends in his book Beymd Capitalism; The Japanese Model “privatization'' of Japan’s state-owned telecommunications 
of Market Economics that Japan represents “one legitimate monopoly, Nippon Telegraph and Telephone Public Cor-
model of capitalism that is different from the American or ; poration (Nil1). Although the heavy hand of the Ministry 

, ■ * t I of Posts and Telecommunications as regulators is no model
highly efficient and competitive.” Indeed, the Ministry of ' to emulate, the important principle to analogize to foreign

that Japan’s "superior” form of state-guided capitalism of- I in mind, made a conscious effort to ensure that the new- ( 
frrv ji’t'ntpr HpvpInntrimtai for thr» pennomips of rnmMx—i.e.. the new common carriers—-would be given !
East Asia, Africa, and Eastern Europe than does the laissez- > certain advan tages over NTT so they could compete effec- !

I image of success, it is unlikely that Japan will change except

mission Report of April “7, 1986—the fact is that most

economic system, thank you, and that the only problem rather than the liarsh, negative, and exclusionary ring of a

envy, or racism—choose to criticize Japan rather than poor, innocent, and blameless Japan.
j giving it die praise and recognition it deserves. Conceptually, one method of explaining the logic might
* In the words of many Japanese industrialists, “Why should be to analogize the position of foreign newcomers to that of

Japan be denounced lor providing to the world's consum- Japan’s new common carriers in telecommunications, 
ers high-quality products at low prices?" This is echoed by which as of April 1,1985 were permitted to enter the mar-

Deputy Director-General in the Ministry of Finance, who . fioris Business Laws. These Laws provided for the

of Market Economics that Japan represents “one legitimate monopoly, Nippon Telegraph and Telephone Public Cor-

neo-clas$ical economic mode] [and] has proved to be
____ '..i., _____ . . ..

Finance is only one of many Japanese institutions insisting ! newcomers is that Japanese policymakers, with clear- results j 
that Tarran’* “snnprinr” forrn fif stafe-tniidAd ranitalism At- I in mind, made a conscious effort to ensure that the nCW- f 

fers greater developmental lessons for the economies of I comersi.e., the new common carriers—would be given ' 
' Anlq A C.-.> nn ,1 —3 a 1 — ztvaFlU,AVPF I' l" *A thPV CAuld COmOete effec- '
I fairs -Anglo-American form of capitalism. Given this self- lively with the erstwhile monopoly.
I image of success, it is unlikely that Japan will change except ’ The U-S. government and industry need to find words.
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My role as a giver of books to the 
current President clearly has a 
limited tenure, but as a service to 
other future political leaders I have 
put together a holiday gift basket 
of books for all those men and 
women who might aspire to be 
President It is comprised of books 
that I have shared with Bill Clinton 
over the years, as well as books 
that I require of my Public Policy 
students at Occidental. It's a 
weighty basket—but ideas do 
count as the recent election dem­
onstrated. and being President is 
serious business.

al acts of courage and vision can 
sometimes play in movements for 
societal reform. The President had 
Branch help him with his inaugural 
address, and would like him to 
write the history of the Clinton 
administration. This is the one 
book that I have advised the Presi­
dent to give as a gift to all visitors 
to the White House, whatever the 
season. LEADERSHIP by James 
MacGregor Burns. Winner of the 
Pulitzer Prize and the National 
Book Award in 1979, this is the best 
book written on political leader­
ship. Burns, a historian at Williams 
College, utilizes his knowledge of 
political history to illustrate and 
analyze different types of leader­
ship and how power is exercised. 
THE DISUNITING OF AMERI­
CA: Reflections on a Multicultural 
Society by Arthur M. Schlesinger, 
Jr. This brief essay by the noted 
historian and former Kennedy 
speechwriter helps to put in histor­
ical perspective the current debate 
about ethnicity and the American 
identity. Schlesinger argues that it 
is the job of the President to try to 
unite Americans across class, race, 
and ethnic lines—no easy task in 
an immigrant-based society. THE 
PERMANENT CAMPAIGN by 
Sidney Blumenthal. This work by 
the “New Yorker” Washington 
correspondent Sidney Blumenthal, 
one of the country’s most intelli­
gent and insightful political jour­
nalists. is an essential primer in the 
modern political process.
CHAIN REACTION: The Impact 
of Race, Rights and Taxes on 
American Politics by Thomas and 
Mary Edsall. This is the best book 
on how race colors national politics 
in the U.S. Written by one of the 
Washington Post’s top political re­
porters and his wife, it is an 
analytical study of domestic Amer­
ican politics over the past three 
decades. RETHINKING SOCIAL 
POLICY: Race, Poverty and the 
Underclass by Christopher Jencks. 
Northwestern University professor 
Jencks clean-headedly dissects 
both traditional liberal and conser­
vative approaches to crime, wel­
fare, affirmative action, and pover­
ty and finds them wanting. THE 
DEBT AND THE DEFICIT by 
Robert Heilbroner and Peter Bern-

Translated into Spanish by 

Gloria de Aragon Andujar

stein. A succinct primer on the
difference between the Federal understand the magnitude of the 

 task that Yeltsin and other Russian
reformers face in building a new

USED BOOK FAIR
San Diego, Jan. 15 & 16, 1994 
Town & Country Hotel, Special 
Room Rates 1-800-772-8527. 
For info: (619) 232-0132.

I have only given President 
Clinton two nonfiction books since 
he's moved into the White House: 
Paul Kennedy’s “Preparing for the 
Twenty-First Century”—an im­
pressive survey of trends in world 
economics and politics and Rich­
ard Reeves’ profile of JFK in 
power, “President Kennedy.” This 
is the best study that I’ve read of 
what it’s like to be President.

Available at 

bookstores everywhere

PARTING THE WATERS: 
America and the King Years 
1954-63 by Taylor Branch. This is 
the most brilliant history written 
to date of a grassroots political 
movement—in this case, the civil 
rights movement. The book has the 
sweep and narrative power of a 
great novel. Branch's attention to 
detail allows the reader to under­
stand the subtle interplay in Amer­
ican politics between outsiders and 
insiders, and the role that individu-

Shearer is Director of the Inter­
nick. First hand reporting by the national & Public Affairs Center at 
Washington Post’s Moscow corre- Occidental College, and a professor 
spondent on the decay and fall of of Public Policy. He was an econom- 
the Communist system in Russia.
This is the best "you-are-there”

3y DEREK SHEARER

uring the 1992 Presi- 
f } /\ dential campaign.

I candidate Bill Clin-
/ / ton's battered leather

~ briefcase always
bulged with books. As a policy 
advisor and friend, I frequently 
added to the briefcase’s weight by 
giving Clinton books on economics 
and public policy. I also brought on 
the campaign plane mysteries to 
read for relaxation, and Clinton 
would always grab them. Eventu­
ally. my sharing of books with 
Clinton was noticed by the press— 
and I was dubbed, "the bookmo-

WALTER LIPPMAN AND THE
AMERICAN CENTURY by Ron­
ald Steel. The best book that I've including is LINCOLN by Gore 
read on American foreign policy. Vidal. This historical novel depicts 
The most influential political col- Lincoln’s ability to combine cour- 
umnist of the American Century, age and statesmanship with a will- 
Lippman’s central role in debates ingness to use power and to engage 
about America's world leadership in pragmatic politics—all in an 
spanned Woodrow Wilson’s ad- effort to preserve the Union.

Reading books, of course, is the 
easy part; running for and winning 
the job takes great stamina, com- 

 ____   mitment and ambition. Good luck
with'these"essentiai books“ and holiday greetings. ■

TEMPLE: How The Federal Re­
serve Runs The Country by Wil­
liam Greider. Every President
must deal with the unelected head major economic and political force 
of the Federal Reserve and his in the 21st Century—an epoch that 
relatively unaccountable power, might well be the Asian Century. 
This 1987 book by a former Wash- THE ENIGMA OF JAPANESE 
ington Post reporter was the first POWER: People and Politics in a 
to report on and analyze the inner Stateless Nation by Karel van 
workings of America’s national Wolferen. An instant classic on the 
banking system. RIGHTEOUS inner workings of Japan's politi- 
PILGRIM: The Life And Times of cal/industrial system, this book by 
Harold L. Ickes 1874-1952 by T. H. a noted Dutch journalist should be 
Watkins. Historical perspective on required reading for American 
the interplay of environmental
ideas and power politics can be

ministration to that of Lyndon 
Johnson.
To prepare a future President for 
international leadership, I would 
start : I.!. .1  
LENIN’S TOMB: The Last Days of 
the Soviet Empire by David Rem-

. Ry Ot TR 
IL. LXFA.MOLS. C 
JUDICIA'

r BOOKS BOUGHT -i 
•We visit you and give estimate. 

No Obligation, Immediate Pavment.

BERKELOUW
830 N. Highland Ave.. L.A. 90038 

--------- 213 466-3321 ______

ROSA: a iq-year-old 

illegal immigrant from 

Mexico who dreams of 

being a glamorous model 

while selling herself on 

the streets in Texas.

debt and the fiscal deficit. An
admirable companion book is his
wonderful history of economic civil society and a market econo­
ideas. THE WORLDLY PHILOS- my. THE SEARCH FOR MOD- 
OPHERS. SECRETS OF THE ERN CHINA by Jonathan Spence.

Yale history professor Spence has 
penned a lucid history of modem 
China—a country that will be a

trade negotiators—and it should 
also be the President's Christmas 

gained by reading this biography of gift to the new American ambassa- 
' ‘ dor to Japan, Walter Mondale, 

fective Cabinet member, Secretary UTOPIA UNARMED: The Latin 
of the Interior Harold Ickes, the American Left After the Cold War 
preeminent Progressive of this by Jorge G. Castaneda. A professor 
century. COSTING THE EARTH: of economics and international af- 
The Challenge For Governments, fairs at the National Autonomous 
The Opportunities For Business University of Mexico, analyzes the 
by Frances Cairncross. Written by left’s failures south of the border, 
the Environmental Editor of “The TROPICAL GANGSTERS by 
Economist” magazine, this is a Robert Klitgaard. A firsthand ac- 
sensible discussion of the economic count by a young economist of 
challenge of environmentalism, foreign aid operations in equatorial 

Africa.
The only work of fiction that I’m

’ . -fe' i

Th Ptiftci Gin Book for Your faioriu Law Professknal 
CORPUS JURIS HUMOROUS

TRACI: a 14-year-old 

from the suburbs in 

Texas whose obsessive 

visions of being head 

cheerleader are spurred 

by her mother's unful­

filled dreams.

Ages 12 and up 

$10.95
S3.95 PBK.

VXVSU.^.w^^.w.
AND WITTY REPORTED

RELATED MATERI
1256A.D. TO 

700 rEARS OF JUDICIAL HU.MOR' 
HILARIOUS! ENTERTAINING' 

Over 280 Actual Cases. Ancient & Modem.
Extracted from the Official Reoonen lirbanm ci Litennim 

724 Pagn. Durable. U.V. Coiled. Pertect-Bound Cmei 

Total Price: *28* 
Prue includes all Tn. Shippmg « handling! 

Order Now To Ensure Pre-Xmas Delivery 
Please Ship cupic’.« CORPUS JURIS HUMOROUS. 
Send completed order form «ndi check or mono order pavatHe io 

SUC-MAT and mail 10
M W-MAT. P.O. Box M2MJI. Tuuln. C A M26M0 ics advisor to Bill Clinton in the 

1992 Presidential campaign, ana 
book on Russia since John Reed's served briefly as Deputy Under Sec- 
classic TE5TDAYS THAT SHOOK retary Of Commode ’' *

8OOK REVIEW / LOS ANGELAS JIMES

HUMOROUS. EXTRAORDINARY. OUTRAGEOUS. 
UNUSVAL. COLORFUL. INFAMOUS. CLEVER

-------------  -----TID JUDICIAL OPINIONS AND 
tERlALS DATING FROM 
TO THE PRESENT
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At Empower America, Refuge for Conservatives,
First Year Has Been a Tale of Money and Ego

IVin Weber '>■

Law-

Theodore Forstmann

Massachusetts Sen. Edward Kennedy by a

> 
<

<
z 

o

u 
si
«-
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chairman and Bill Dal Col, a former Kemp 
aide, becoming president.

__________________________________ Sitting in the group's headquarters, 
says that "we put out direct mail for Mr. Dal Col can only laugh about the

ret Thatcher thinks the Kansan “has it 
all.” And after years of loyalty to Mr. 
Kemp, Mr. Wanniski speaks like a proud 
tutor of Mr. Dole’s “late conversion” and 
openness to the idea of eliminating the 
capital-gains tax. (A Dole presidency 
would “cut the capital gains tax . . . or the 
index at least, or maybe eliminate them 
altogether," the senator said on NBC’s 
"Meet the Press” last week.)

Mr. Wanniski says that Empower 
America is “spinning its wheels.” But the 

shifting alliances 
are colored by a 
feud between him 
and another old > 
Reaganite, former ' 
Office of Manage­
ment and Budget 
economist
rence Kudlow, who 
has become a major 
player in the Kemp- 
Bennett-Weber ad­
vocacy group. Mr. 
Wanniski denies 
there is any connec­
tion between his

closed yesterday at $27.75 on the Big old supply-side nemesis-and' potential 
Board, but according to Securities and Kemp rival-Senate Minority Leader Rob- 
Exchange Commission filings, Mr. Weber 
has the option to buy as many as 30,000
shares at $3.30 apiece - a difference of
nearly $750,000. “It was very generous,”
Mr. Weber says.
Safe Harbors for the Elite

For their part, Mr. Bennett, the former
education secretary, and Orson Swindle, a
former Vietnam POW lured from Ross
Perot’s political camp, are both paid in the
same range as Mr. Weber’s salary. And
together with the older Heritage Founda­
tion, where former Attorney General Ed­
win Meese was paid more than $211,000 in
1992, Empower America illustrates how

/

. ■

J
<
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weekly reports for a O 
network of 500 radio
talk-show hosts 
across the country.
Meanwhile, an ag­
gressive mail campaign has yielded a list 
of more than 100,000 donors, worth millions 
in future contributions and able to sustain 
staff and big salaries for the organization’s 
founders.

At center stage is Vin Weber. Empower 
America’s vice chairman and one of three 
politically minded brothers who have had 
at least passing association with the advo­
cacy group. Elected to the House from 
Minnesota in the Reagan landslide of 1980, 
the personable Mr. Weber helped engineer 
the rise of Newt Gingrich, now the House 
Republican whip, who joined the Empower 
America board in a shakeup last month. 
Mr. Weber ran aground in the House Bank 
scandal of 1992, and chose not to run for 
re-election; in private life, he has set out 
to make money while keeping open the 
option of a comeback campaign for the 
Senate in 1996.

Mr. Weber’s new Washington consult­
ing firm and his role as a National Public 
Radio commentator complement his part- 
time duties at Empower America, where 
he earns $150,000 a year and stands to reap 
a small fortune from stock options steered 
his way by Mr. Forstmann.

Just weeks after the advocacy group 
was announced last January, the Wall 
Street financier added Mr. Weber to the 
board of a Forstmann-controlied company 
slated to go public months later. Shares 
in the company, Department 56 Inc., a 
maker of collectible porcelain figures,

raised more than $1.1 million over the 18 Wlth Malcolm S. Forbes Jr., of the maga- 
months ending last June - most of which zin® family, becoming chairman, Mr. 
only paid postal costs and fees charged by Weber moving from president to vice 
RDI and its subsidiaries.

David Kunko, one of RDI’s founders,
casts himself only as a businessman and

Meanwhile. Mr. Forstmann’s depar­
ture doesn’t mean he has severed all ties; 

  he is now "founding chairman,” and the
summer was part of a bizarre challenge to Sfoup is mailing copies of a recent speech 

1 _ »___j ______hv him tn flM colort "nnininn.n,nbA^"

brother, James, a Washington consultant itian. a crusading political activist, he 
who has long had dealings with RDI for happily describes how next week s first of 
business and political clients, was instru-  J * JI
mental in seeing that the Virginia com­
pany won the work. But all sides deny
that the younger brother benefited finan­
cially from his advisory role.

RDI estimates that Empower America

anyone who will pay.” In the case of turmoil around him and try to look ahead. 
Empower America's contract. Mr. Weber’s Sounding more like a marketing manager

ert Dole. With the encouragement of Texas 
deal maker and former Democratic Na­
tional Chairman Robert Strauss, the two 
men dined together at Mr. Forstmann s 
New York residence in July, and the 
financier separately contributed an esti­
mated $50,000 to Mr. Dole’s own fledgling 
nonprofit organization, the Better America 
Foundation, in late September.

Meanwhile, Jude Wanniski, the supply­
side advocate and former Wall Street Jour­
nal editorial writer who is a longtime 
Forstmann associate, has begun to play an 
advisory role to Sen. Dole. A recent memo 
from Mr. Wanniski to Sen. Dole gushes

seven "issues" schools planned for candi­
dates this year is sold out. A microchip­
based high-tech "actuality service" is al­
ready feeding taped quotes to radio sta­
tions. he adds, and there will even be an 

r  ”800" number where candidates can call in
could net at least $3 million a year from the after Labor Day to get advice on Empower 
donor list already compiled. This money America's issues, such as school choice or
will be needed, since Mr. Forstmann, who taxes. "Six p.m. to midnight. Eastern
put up $1 million of his own money and Standard Time," he says, smiling, 
helped raise several million more for Em­
power America last year, has distanced
himself a bit from the enterprise and its
chief political beneficiary, Mr. Kemp.
Shifting Alliances

Mr. Forstmann, who declined to be
interviewed for this article, last month
gave up the chairmanship of Empower
America. And he has shown signs of
developing more of a relationship with that

By David Rogers
Staff Reporter of The Wall Street Journal

WASHINGTON - George Bush hadn’t 
yet left town last winter when a new 
advocacy group called Empower America 
set up shop to house the best and brightest 
of the conservative cause. One year and 
millions of dollars later, the question is: 
Just who is empowering whom?

With two likely Republican presidential 
contenders, Jack Kemp and William Ben­
nett, on its board, Empower America’s $4 
million-plus budget and its supply-side, 
free-trade, school-choice ideology make 
it a political force to be reckoned with in 
1996. But its first 12 months are already a 
cautionary tale of money and ego on the 
right.

Bankrolled by leveraged-buyout artist 
Theodore Forstmann, the fledgling organi­
zation blends Wall
Street money and
the grass-roots mar­
keting techniques of
Perot-era politics.
From high-rent of­
fices just blocks
from the White
House, Empower
America's fax ma­
chines spin out 
waoVlv ronnrfc fnr n

such tax-exempt nonprofits have become ,with a second-hand account that Marga- 
safe harbors for elite figures in the conser­
vative movement.

For example, Mr. Bennett’s $150,000
salary from Empower America is supple­
mented by Heritage, which paid him $89,-
800 in 1992 as a distinguished scholar.
Neither he nor Mr. Kemp will disclose their
current salaries from Heritage, but both
are paid handsomely while keeping staff at
Empower America. (Heritage’s own filings
with the Internal Revenue Service show
that its president, Edwin Feulner, received
pay and bonuses valued at more than
$360,000 in 1992 - significantly more than
his counterparts at other Washington non­
profits such as the American Enterprise
Institute and Brookings Institution.)

In Empower America’s case, it helps to
pay for those generous salaries through
direct-mail appeals run by a Virginia com­
pany called Response Dynamics Inc., or '
RDI. The company has a broad corporate ;
clientele but is best-known in the GOP for
its involvement in several efforts that have
been criticized as antithetical to the very !
party-building-type ideas Empower
America is said to advocate.

In 1988, RDI mailed for the National
Security Political Action Committee, feelings about Empower America and his 
whose independent-expenditure “Ameri- feelings about Mr. Kudlow, but he accuses 
cans for Bush" organization financed the Mr. Kudlow, now chief economist at Bear 
famous Willie Horton television ads. In Steams & Co., of going behind his back in 
1992, the company worked for a second 1992 when both were advising the Russians 
independent committee that traded on the on financial matters. Mr. Kudlow says it 
Bush name in its fund-raising and was was the Russians who were unhappy with 
criticized by the official Bush campaign as Mr.^Wanniski.
siphoning off funds and being counterpro­
ductive.

In addition, the company until last

Massachusetts Sen. Edward Kennedy by a by h*"1 t0 25,000 select "opinion-maker" 
native Georgian and obscure Reagan-era members. But his move has triggered a 
Agriculture Department official who reshuffle at the top of the organization.
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son.

In a separate study of the 1992

President Clinton’s support,

the polls, Leege found, Republican

ipation.'

are
i

■ does not end, with evangelical ac-  
Religion has become a powerful twists and their allies," said Ralph 

predictor of both political partisan* Rc*d. executive director of the

s, by television evangelist Pat Robert-

Leege defined as evangelical

51 percent to 30 percent, with 19 
percent for Perot. White church­
going Catholics backed Clinton by a 
43-to-38 ratio over Bush; Clinton 
got support from 61 percent of the 
white Catholic voters who do not go 
to church.

Among secular, non-religious 
x adults, Clinton won a strong major­

ity of 57 percent Jews, blacks and 
Hispanics all cast majorities for 
Clinton.

Geoff Garin, a Democratic poll­
ster who worked for the campaign 
of Virginia Lt Gov. Donald S. Bey­
er Jr., found during the last election 
survey data in Virginia strongly 
supportive of Leege.

In a poll conducted in July, when 
Democrat Mary Sue Terry and Re­

publican George F. Allen were run-

PoliticalResearch Finds Religion 

Key Indicator of Party Loyalty

race, Garin asked voters whether 
“the most serious problem in our so­
ciety" stems from a decline in moral 
standards or from economic and fi­
nancial pressures on the family.

Those who said moral decline was 
the most serious problem backed 
Gov.-elect Allen 57 percent to 27 
percent, while those who said finan­
cial and economic pressures on the

--------- p   1 *■"'  ■/ energetic c5fe 6f any "winning Re-' 

.ihony V ' publican majority begins, though it
■ does not end, with evangelical ac-
Religion has become a powerful Avista and their allies," said Ralph 

predictor at both political partisan- Reed, executive director of the 
ship and ideology, playing a role Christian Coalition, a group started 
ahnilar to that of race or income, ' ~ .
according to a number of studies.

Among white voters who art   „
members of Christian denomina- members of such churches and de­
dans, the Republican Party is in- nominations as the Southern Bap? 
creasingjy becoming the home of tint Convention, the Church of the 
regular churchgoers who bold Nazarene, the Assemblies of God, 
strong religious beliefs, David C. and the Missouri and Wisconsin 
Leege, professor of government Synods of the Lutheran Church, 
and international studies at the Uni- Mainline Protestants included 
versify of Notre Dame, found in an members of the Episcopal Chijrch, 
extensive analysis of polling data, the United Church of Christ, the 
White voters who attend church Presbyterian'Church (UBA), the 
irregularly or identify themselves i Reformed Church in America and 
as non-religious are more likely to
be Democrau, Leege found. ~

Blacks, Jews and Hispanics, in­
cluding those who attend religious
services and those who do not, cast 

Democratic majorities.
The driving force in the growing

religious polarization of the white
electorate is the Republican re­
alignment of evangelical voters.
Their support for President George
Bush in 1992 was far higher than
that from any other major religious
category, and they are substantially
more conservative and traditionally
moralistic than any other religious
group.

A more subtle process working in
favor of Democrats, however, in­
volves the growing numbers of men
and women who identify themselves
with a religious denomination but
are not regular churchgoers. These
voters are substantially more in­
clined to vote Democratic and hold
more liberal positions on such is­
sues as abortion, school prayer and
gays in the military.

One of the most striking trends in
Leege’s examination of National
Election Studies data from 1960 to
1992 is the steady decline of white
voters who say they are members
of “mainstream" Protestant church­
es, including Episcopalians, Pres­
byterians and Methodists.

In 1960, these men and women
made up a decisive plurality of
white adults, 41 percent, twice as
many as either white evangelicals
or Cathofics. By 1992, however, the
share of whites identifying them­
selves as members of these and oth­
er mainline denominations had fal­
len to 22 percent, roughly equal to
the percentage of evangelicals and
Catholics. 

In addition, by 1992 the percent­
age of mainstream Protestants who
regularly went to church fell to sub­
stantially less than that for white
evangelicals or for white Catholics.

“The [Protestant] mainline
around which so much of the civic
agenda revolved throughout Amer­
ican history, is indeed the sideline,"
Leege said. Instead, "The Christian
Coalition is the part of the Repub­
lican coalition that is growing, and
the old mainstream Republicans
shrinking.", w

“What it really;shows -is that the

fe»gg»h»rriiM.t)w „„ „ l9w

Terry 61 percent to 29 percent
Asked if they held favorable or 

unfavorable views of the GOP and

era, and 21 percent blacks and
Jews.

Leege'a study takes the analysis 

ers most concerned with moral de­
cline viewed the Republican Party 
favorably by a 63-to-12 ratio and the 

of religiousness a step further by Democrats unfavorably by a 49-to- 
comparing the voting patterns of’ 25 ratio. In coutrast those who said 
whites who are regular churchgoers financial 30(1 economic pressures on 
and those of the same denomination tbe family were more important than 
who do not go to church. moral decline held positive views of

Among church-attending white the Democratic Party by a 62-to-24 
mainline Protestants who went to ratio’ 30(1 viewed the GOP in slighly 
the polls, Leege found, Republican more than positive terms.
Bush beat Democrat Clinton 44 402? ?6- L e s
percent to 32 percent, with 24 per- WhlJe the GOP has faced cnb- 
cent for independent candidate 68111 for becoming too heavily in- 
•* - — fluenced by evangelical Christians,

Thomas Mann, a political scientist 
at the Brookings Institution, noted 
that the secular shift in the Dem-

| the Christian Church (Disciples at 
iChrist). * x- . s.,

In a separate study of the 1992 i nin-wl, 
at 

ference sponsored by the Ethics 
and Public Policy Center, John C. 
Green, of the University of Akron, 
found that white “evangelicals were 
Bush’s largest single constituency 
in 1992, making up nearly two- 
fifths of his total,” followed by white 
mainline Protestants, Catholics and 
*teculars and other traditions.”

verse": 18 percent white evangel­
ical, 17 percent white mainline 
Protestant, 26 percent white Cath-

percent to 32 percent, with 24 per-
<-----  ' • • j__ _________ _
Ross Perot White mainline "pt-ak

estants who did not go to church 
backed Clinton over Bush 43 per­
cent to 28 percent, with 28 percent
for Perot Regular churchgoers ocratic Party bas the liability of en- 
among white evangelicals backed couraging “the perception that they 
Bush over Clinton 69 percent to 21 316 “bosP^ble to people with
percent, with Perot getting just 9 strong rehPous beliefs and panic- 
percent; non-attending white evan- »Pation-"
gelicals backed Clinton over Bush |
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or constituents. "Some might argue [this) want to make sure that somebody’s got the

— a uau-uuz.eu mgn-powerea u.o. uno account tne "rising human cost" to 
consulting firms are getting the lion’s ordinary Russians squeezed by economic

White House Approaches Rudman on Pentagon Post

After Bobby Inman told the White

Favoritism Alleged
In an earlier letter to Sen. Leahy, Mr.

reforms.

Administration officials agree that 
more emphasis should be put into crafting 
a social safety net in Russia, but they insist 
that U.S. bilateral aid cannot pay for such 
a program. Instead, the administration is 
lobbying still-skeptical international lend­
ing agencies to come up with more social 
spending for Russia.

BWWASAHTNr¥nN J°U^A: S^,Re^rteT interested in taking the Pentagon post.
rnnton?T7GT0N J 1116 Wlute House BW tnman told the White

d™61- Ne* Hampshire Sen- House on Jan- 6 that he wanted to with- 
mterest ?n ^ay t0 gaUge his draw his name from consideration for the

™ ««. vice Prest
dent Al Gore began the process of looking 
'  ‘ ..._i
process, Mr. Gore talked to Sen. Nunn, 
the chairman of the Armed Services 
Committee. But the Georgia Democrat 
expressed no interest in the job, the aide 
said. Aides to Sen. Nunn declined to 
comment.

Senate Subcommittee Leaders Criticize

Administration Handling of Russia Aid

By C«u Anne Robb,ns Job aI t„e sute JIr Ta|to„

has been criticized for failing to predict the 
strong showing of Russian fascists and 
communists in last month's parliamen­
tary elections, and any perceived problems 
with the Russian aid program could cloud 
his confirmation hearings.

The foreign operations subcommittee is 
one four congressional committees that 

Leahy (D., Vt.), chairman' of” the Senate must si8n off on specific aid projects before

Foreign Operations Subcommittee, and any money1S committed. The four commit- 
the panel’s ranking Republican, Kentucky tees have alreatiy cleared about $1 billion 
Sen. Mitch McConnell, charged that the in new bUaterai aid projects of a total $2.5 
aid program lacks “a coherent strategy or biiii°n previously appropriated for Russia 
conceptual framework.” And they called and 1116 former Soviet Union in fiscal 1994. 
on the administration to make no new The subconiniittee’s objections aren’t ex­
commitments of funds until it defends the pec.ted to slow down any disbursements. In 
program in hearings scheduled for early their letter> however. Sens. Leahy and 
next week. McConneU suggested that their recent ap-

The hearings are also expected to raise P™711 of ihe first set of projects was given 
questions about the workings of specific in ccco^ihon of “the urgency of some of
aid projects. Sen. McConnell has privately the Programs” as well as “our desire not to
charged that one. a $190 million housing- cause difficulties” during Mr. Clinton’s 
resettlement program for Russian military sun,rnfi meeting, rather than any satisfac-

Staff Reporter of The Wall Street Journal

WASHINGTON — In an early sign of 
congressional discontent with President 
Clinton’s Russia policy, two key senators 
are criticizing the administration's man­
agement of the multibillion-dollar Russian 
aid program.

In a late-December letter to Secretary 
of State Warren Christopher, Sen. Patrick

an administration official said
I_______  ______ _ ___________ _

Republican, is interested in the”job. He 
couldn’t be reached for a comment last 
night.

Separately, other administration aides 
said the White House "sounded out" Sen. 
Sam Nunn recently about whether he was

officers, “reflected potentially illegal ac- tion ^th the design or management of the 
tions.” project.

Talbott Is Reassuring
------------------- Mr- Talbott said he will try to convince 

McConnell charged that administration the senators that “the policy is pointed in 
aides told the subcommittee that they the right direction.” Mr. Talbott and Mr 
planned to go along with the demands of Christopher have spent several hours this 
Russian municipal officials in eight cities--- week in meetings with Sen. Leahy trying to
that a percentage of all houses built for head off any confrontation at the hearing
officers returning from the Baltic Repub- Mr. Leahy said, “We haven’t raised these 
lies be given to their own political cronies issues to beat up on anybody 
pv* _ 1_A. _ r.a •« W rf’ • •

amounts to extortion,” Mr. McConnell long-term goals in view.” 
wrote in the letter. President Clinton, President Clinton’s' strong, personal 
according to aides, raised the issue in his commitment to President Yeltsin may also 
recent summit meeting with Russian Pres- be criticized at the hearings. Mr. Leahv
idem Boris Yeltsin. is also expected to urge administration

The senators are also expected to ques- officials to refocus aid programs to take 
tion why a half-dozen high-powered U.S. into account the "rising human cost” to 

O ■ 1 1 4a ■ ■ ■ , » — . ■ ■■ «•

share of technical-assistance contracts
valued at millions of dollars.

Until now, the administration’s re­
quests for Russian aid have breezed
through Congress. These questions come
at a particularly tough time for the admin-
istration and Strobe Talbott, who is Mr.
Clinton’s top adviser on Russian affairs
and was recently nominated to the No. 2
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5 January 1994

Dear John:

Sincerely,

enclosure

qC» 5

Mr. John Podesta 
The White House 

Washington, DC 20500

Robert A. Peck
Group Vice President, External Affairs

Of course, we would love to have the President and Hillary at the public awards 

gala (hosted by Charlie Rose and possibly keynoted by Secretary Cisneros) at the 

National Building Museum on 1 February. But I know that an Oval Office event 
is more doable. Monday, 31 January, or the following day, would be ideal: the 
Gold Medalist is from Great Britain and probably won’t be here until that 

preceding weekend. We are told that the British Ambassador is interested in 
being on hand whenever and wherever the medal is presented.

Please call me if you can get a reading (phone: 202.626.7374; fax: 202.626.7365). 

Best New Year’s wishes. Say hey to Pat Griffin.

S'

W I 

b h-IXl.

Can I ask your help on a presidential presentation? Last year, the President was 

kind enough his first week in office to present the annual Gold Medal of The 

American Institute of Architects and we have asked him to present it again this 

year. Enclosed is a copy of our letter, which went to the attention of Nancy 
Hernreich.

• \ •' >k \\\
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THE AMERICAN INSTITUTE OF ARCHITECTS

22 December 1993

Dear Mr. President:

Sini >

The AIA Gold Medal is the highest honor in American architecture. It was 

created in 1906 with the support of President Theodore Roosevelt and has been 

presented by many presidents since.

The Honorable William J. Clinton
The White House

Washington, DC 20500

James P. Cramer, Hon. AIA 

£recuZrre Vice Prettdenl/CEO

1735 New York Avenue, NW 

Washington. DC 20006-5292 

Telephone 202.626.7310 

Facsimile 202.626.7426

James P. Cramer, Hon. AIA
Executive Vice President/CEO

In January, just a week after the Inauguration, you were kind enough to present 

the 1993 Gold Medal of the American Institute of Architects in the Oval Office. I 

am writing to ask if you would once again honor the architectural profession by 
presenting the 1994 Gold Medal, either at the AIA’s annual Accent on

Architecture awards gala at the National Building Museum the evening of 
February 1, or at the White House on January 31.

The 1994 Gold Medal is being bestowed on Sir Norman Foster of Great Britain 

who is known for the elegance of his "high-tech" designs; he is the 13th foreign 
winner of the award. The selection of Sir Norman points up the fact that 

architecture is a profession in which there is an active free trade; I am happy to 

report that it is a trade in which Americans are doing extremely well.

We hope that you will be able to present the Gold Medal and join us at Accent on 
Architecture. Our-staff contact for information and arrangements is Robert A. 

Peck, our Group Vice President for External Affairs (phone: 202.626.7374; fax- 
202.626^365).



THE WHITE HOUSE

WASHINGTON

January 17, 1994

✓ X

TO:

FROM: ston

SUB J: Elders on drug legalization--again

Am I alone in thinking that something is amiss here?

What standards of collective discipline are we prepared to 
uphold?

The question now is not the merits of drug legalization, but 
rather the conduct appropriate for a senior administration 
official once the President has made an authoritative policy 
determination.

Harold Ickes
Chr i stjaie^yarney 
JohrTPodesta 7

Am i alone in thinking that something is amiss here? In the wake 
of last month's Elders statement, I thought that the President 
had made his administration's position unambiguously clear. It's 
one thing to blunder into a public flap; it's a very different 
(and more serious) matter deliberately to repeat the mistake.

J?
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not see

views. ‘.After reading most of that the news media “has been verv icind 
... I realized I probably made a to me."

»

JOYCELYN ELDERS
. restardteti ioptc sina last montit

>. • .. * reaiueu i proDaoiy made a
| more honest, aboveboard statement 
| than I knew I had made." she told 
■ the group.

The administration has dis­
avowed Elders's statements on 
drug legalization, saying President
Clinton is opposed to the concept. 

Elders said she did not know how 
drug legalization could be earned

But she added that she now knew 
which parts of the press “usually get 
things wrong." She did not elaborate.

After her talk. Elders said that 
she has been surprised at the na­
ture of some of the attacks against 
her in Washington. “I thought the 
level of personal attack was a 
shock," she said.

drugs also has a racial aspect, with

jailed for a drug offense than whites. 
„— Her son was arrested on a drug

statement the person asking the Possession charge in Arkansas soon 
mtacfiAn I____ _£*._ l ...

about the question than I did." Despite the prow, attention the

arrest received, she said she feels

Reuter

NEW YORK. Jan. 14-Surgeon
General Joyceiyn Elders said today
that after reviewing many studies
she remams convinced that the le­
galization of illicit drugs should be
actively examined.

Elders raised a storm of controver­
sy last month by saying, in response
to a question, that drug legalization
should be studied as a means of re­
ducing violence in society.

Speaking today at a lunch organ­
ised by Redbook magazine, she said
that at the time of her original 

-- ----a. M*.t_ . . ”

question obviously knew more after her original 
about the question than I did." tU

out she said that after reading legalization remark^ »mi ann’s 
numerous studies, she stood by her

Elders Reiterates Her Support 

For Study of Drug Legalization

out But she said she did r.Gt
how it could be condemned “until 
you do the study."

She said that if the government 
refuses to do the research. “I sus­
pect ru be going around to talk to 
major foundations, major universi­
ties, to really get them to do a solid
basic study to ready look at that 
kind of issue."

She said the criminalization of 

blacto 14 iKiy-Vte

Her son was arrested on a drug
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Dear President Clinton,
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SMALL BUSINESS
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The President of the United States.
The white House
Washington, DC 20500

United States Ornate
WASHINGTON* DC 20510-3803

For this reason, I believe the United States needs to 
continue its current policies as it reexamines the constantly 
developing business markets. Last iyear, the U.S. exported 60 
million eggs. The fact that these eggs are in demand overseas 
provides American poultry farmers with an additional market in 
which to sell their goods. If the egg portion of the EEP program 
is not renewed, not only would the U.S. stand the chance that it 
might lose future contracts in these markets, but economic 
consequences for farmers would be felt at home as well. Already 
production for 1994 has commenced. With no place to sell their 
product abroad, farmers would end up flooding the U.S. market 
with eggs and the industry as a whole would suffer.

i

i

i 
?

I write concerning the continued delays for the 
Enhancement Program (EEP) for eggs in 1994. I urge you to 
support the poultry industry by renewing the EEP contract for 
this year.

In light of your announcement,that you intend to sign the 
General Agreement on Tariffs and Trade (GATT), I believe that the 
United States will work towards finding its way into new 
countries' markets. However, I am worried that we could be 
losing a golden opportunity to maintain at the very least our 
current market position and possibly even forgoing future 
considerations after GATT by holding up the egg part of the EEP.

I agree that all programs shoiild be examined closely, 
especially during times of fiscal restraint. And, I agree that 
it is important that we work towards the GATT structure as the 
backdrop for potential trade policies. However, to hold up this 
program indefinitely while overall trade policy is discussed 
would only undermine the purpose of the EEP — to promote U.S. 
sales in foreign countries.

!
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for eggs through 1994.
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trade policies. r" 
effect would be mid-1995.
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As the United States prepares to debate the GATT, I beii_ 
it is important that we do not turn our backs on our current 
trade policies. The earliest the GATT agreement would go into 
effect would be mid-1995. Until then it is important that we 
continue to stand our ground, and I would appreciate your 
assistance in helping to move forward the continuation of the : 
for eaas throuah 1994.
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