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Taming Global Money

Howard M, Wachtel

The nation-state has
been weakened in its
influence over

f all the changes in the global
economy over the past genas-
ation, nose have occurred
. with such wlacrity ey thosé in global
economic performance.  mony end flaance. And i o ol
An emerging supra- policy sphers have gevernments
national economic orcler lageed further behind in {ntro-
Isim OSfﬂg a unified ducing effsctive supervision and
p regulation.
ideo oi)., of free ma’:ket's Walter Wriston, who (as Chairman
on an historical setting to

i THSLO! oL of Citicorp) was i on the creation of
W,'NC['I it is ill-suited. this aew world financial order, has

written that this was a “nw
5 i i iet g
mists . . . which io torn has allowsd
Tﬁci crestion of & new iaterpational
monerary systemi. This state of affairs
does ot sit too well with many sover-

eign governments becauss Lheﬁ-
B e
politcal soversignty is chal-

lenged by privatized global fins

sakes capital formation for financial
speculation; lower trade velumes to
cover the higher costs of foreign-
exchangs risk: and higher real rates of
interest, as coanuies position their

HOWARD M. WACHTEL is Professcr of
Econsmucs 3t The Amerionn Univesity and it
the auchor of The Morey Mandaring. The
Making of a New Suprarationd! Economlc
Order, M.E. Sharma, 1990,
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interest rates competitively to stabilize
foreign-cxchange valuey.

The Federal Reserve Board of New
York estimates that, after allowing for
resales, some S¢ i1l OLSign

ondon, ut-18 t sUp-
vyesuman Oslensibie reagons
ar fore

~exchange markets. The
is § .the
sole putpose of w, 4 1§ (O buy enoz-
mous volumes low and sell higher in
order to make 2 small' unit profit, but a
largs overall profit. These profits
appear as ephemeral jottings on a
COmIpuLer gereen. i
A globalized money system that
recognizes no gaogriphic houndaries

! ts
ganey. Using the marvel of modern
computer powsr and telecommunica-
uons technology that recognizes no
national boundaries, this foreign-
exéhange system comprises the
essence of a supranarional eco-
nomy--one that is govemad by the
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fundammental tengion batween the unbounded econom-
ic geography of a private global money system and the
bounded politica! geography of vetion states. While
recogniring that this tachnological and insctutional
genis ¢annot be put back into the bottls, it is essential,

el

CUNCANS Ba B - an | &
. Laere are two compelling reasons for
i a powsndal for vast financial instabili-
ty: end (2) the undzrmining of the 20th century's gov-

erning project of social dernocracy.
THE SCOPE OF THE PROBLEM

Several eriteria for the policies that will be proposed
far dealing with this problem ought ro
prevail:

* They should be kept simmple:

« existing national policias should be extended
where faagible;

» exisdng venues and organlzations for iutesnation-
al collaborarion should be used and no naw ones creat-
ed;

' no new international treaty meramgements showuld
be promulgated.

g po . Much of this unragu.
lated money flows through the Ewrodollar system and
comes undar no zatdonal regularory authority, The sys-
tern takes its neme from, and is defined by, tha phe-
nomenon of currencies used outside the borders of eny
country. It 15, therefore, ourside tha jurisdiction of its
asden of origin,

The birth of this systam goas back to the late 1940s,
when the Soviet Union placed liy dollar boldings in 2
French bank to avoid the possibility of having these
accounts frozen, should the United States employ this
strategy to wage the Cold War, The foads grew slow-
ly, and their potential was not realized ontil the United
States (mposed capital export controls in the 1960s.
Banks and their multinations! corporate customers
then found ways around the exchange controls by
using the Eurcdoilar system, The system reached
maturity io the 1970s by being the principal recepiacie
of some S350 billion in surplases earned by OPEC
countries.

About 85 percent of this sucplus is made up of dol-
lars, with German marks and Japenese yen baing the
two other principal currencies. Techaicslly, these cure
rencies should bs regulated in the jurisdicdon in which

they are csed—a practice ignored for fear that the
operations would be moved to en unrsgulated venue, if
a government begaa (o ragulaie their activitdes. We do
not even bave o good accounting of the dollags in the
Eurodollar markers. A rough estimate is thet it {s near.
ly 32 willion. But no ageney of the United States gov-
amaent regulates of mouitars its movements.

CENTRAL BANKING REFORM

Effectively, the Federal Reserve Board hes abdicated
its centrel function of control over the portion of the
moatey supply that is influanced by the Eurodoller sys-
tem, The principal ceawol instrement is the power to
sec rezerve requirements, These are set-asides ageinst
deposits that banks are required to sequéstar. For the
dollars that circulate inside the United Stares, banks
are required to set aside sueh reserves, This {s what
limits the expansion of the money supply, affords the
Federal Reserve control over this cructal monetary
sunction, and aflows it to inflnence interdst rates, Bur
no such reserve centrols exist for Eurodoliars, The
growth of this component of the money supply lies
solely In private bank hands, Hete, banks can theoreti.
¢ally lend out al! of their deposits, evan, though they
tend to hold small reserves—however less than is
required en domestic accounts. The ability to hold less
idle reserves I whst makes the Eunrodollar system so
attractive to bazks. They can make all their deposits

work for them, taereby receiving larger profits.
heaa 4

A globalized money system that
recognizes no geographic boundaries
threatens the most fundamental
economic raison d’étre of the nation
state—the abil‘lr?/ to control its money
supply and influence the valua of its

money. '

Because of thess profits, they can charge lower incer-
5t rates than on domestic borrowing, The policy of
extending reserve requirements 0 Eutodollars, there.
fore, would place them on an equal footing with
domestie dollars. It would eliminare whet is now an
incentive for banks to hold and mvesr dollars outside
the United States where they can earn higher profits,
charge lowar rates of interast, and escape regulatory
and tex obligations.
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The benks’ arguments agrinst such 3 policy change
is that the United Statss does wot have sufficient

woridwide (nfluence to effsctively implement Ik and-

that German marks or Japanese yen would replace
dollars in the Ewvcurrency markets, In regard to the
first point, when cne government consistently conmols
85 percent or more of tha markat, it has 3 “"monopoly”
posidon thae allows it to dictate terms 0 the merket,
As o the second point, Germany and Japea have nei-
ther the dasice nor the capacity to become the world’s

rasarve curreacy. The ssalstasan.banis ogpose this

POWW But
this should aot be the basis of a public banking policy,

the purpose of which ls to promots sound banking and
economic stability.

Rasasis-cecuicenents on Burodolars (combined

mmmmw‘ busidis
the United States god reduce the incsnlive now

aies. The
Eumdollar sy:tam pteson:s m ¢lassic supranational
dilemuma for public polley. If banks mre offered an
unregulated gnd lower-taxed xrena ouiside their nation
of origin, and give up no domestic supports at the
seme time, they will opt 1o do business there rather
than in the regulated and higher-taxed domestic scon.
omy. Without precluding banks from opersting in the
Eurodollar system, it is the job of our goverament to
equalize the domestic and internationsl strucrures in
which banks do business, Otberwise, the outcome !s
predictable, Bagks will protect their Eurodoliar envi-
ronment by investing outside the tax and regulatory
scope of the U.S, government. The increasingly
pgpressive flight of capital from the United Stazes in
the past two dacades i3, in no small measare, indiced
by the skewed incenuves providad by this sbdicadon

ot public-policy responsibilty.
WORLD TRADE

We shall sea Jower volumes of investment inside the
Unitad Statas and more Invesment outside us one oue-
.come of the privatized and unreguluad g!obal finan-

c:alsyn:mA ond o ha higher
[delAe) Tl d NIAMACONE Irade an - esul 0
lower voluime of worid frade than wo he the case,
SUdiC-DO _;’ hounderies were placed amind oYy p-
hanes specalation, Wil speculation in forsign

exchanes comes risk for anyone dealing in t'arure
iransacrions chat require conversion of currencies,
This is as true for the 1oa¢ totriat ns it is for & large
internationel-trade entsrprise, The higher the volatilt.
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ty, the smm the risk and the higher the cost of cover-
ing the dek The volatility in sxchanga.rete fluctua.
tions tn the 1980s ead 1990s has been far greater then
anygne anucipmc efter the and of the Bretton Woods
fixed-rate regime between 1971 and 1973 and the
inrreducton of market-determined cxchange rarss,

And with this voladlity comes cisk, higher costs of
lntesrnadonally waded goods, and u luwer velume of
worid tagde.

Risk is & cost that is added to the price of !ntema-\’
tonally exchanged products. The esst occurs When
firms have to eater the futures markets o hedge their
projected foreign-exchange transactions. Whils this
adds to the employment agd (ncome gansrated in the
peg‘?’hem financial sectors of the oéonomy. the
e prodyction

a8 2 : produced and
lowered employmmr in those sectors. There ls, conse-
quently, & distribudonsl shift in smpioyment that aris-
es from foreign-exchange speculation. Employmeat in
te financial sectors of foreign exchange and funites
merkets that engage in speculation increase, but

employment in the goods-producing segments of the
economy suffers.

The increasingly aggressive: flight of
capital from the United States in the
past two decades is, in no ,small

maeasure, induced by the skewed
incentives provided by the abdication .
of public-policy respons:bdity

The most fervent advocates of free irigde also rasiat
most aggressively any efforts to placa public-policy
boundariss around the prasent foreign-exchenge mar-
kets, But they fail to rexlize that these arrangewments
increase the cost of internationally traded goeds and
theredby lower the volume of intemartional trade.
Public policy that addresses foreign-exchange volatili.
ty end speculation is alsc trade polioy in the best tradi.
ton of an open irading system-—one that is shorn of
the [deologically driven manus of “fres trade.”

CURRENCY SPECULATION

Foreign-exchange speculation feeds off interest-rate
differentials among the industrial countries. Even
small differences in interest ratas, after adjusting for

WESE:ITT $5. QT €344
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inflation and the risk associated with future exchange-
rate changes, can trigger large movements of !’omgn
exchange Such & dcvelopmem can 2k

; v. For
sxample, when interest reles were lower ‘:n Grezt
Britain than they were in Germany in 1993 (after tek-
ing sccount of risk and expecied (afietion) capital
moved fram Greeat Brimin to Germeny, This ¢ifferea-
tal had arisen because of domestic policy declsions
taken in each couatry. Capital moved from Eaglend to
Germmany, 5 speculators (oK advantage of the higher
recurns on the German mark,

Under osdinary ciroumstances, relatively small
movements of currencies out of sterling and iato
marks would ke of no consequenca, But Iif the move-
mount becomes a stampede, then both the mark and
sterling will face destebilization. A large rush out of
sterling will lower the pound’s exchange ratc vis-A-vis
the mark, If it canuot be conteined by intervestion,
pressure will placed on Butish Inrerest rates, First, the
marker will signal a drift upwurd in British interest
cates to attract and retain capital, Eventually, it wiil
have to be ratified by the central bank, thersby forcing
a change in policy inside the British domsstic econo-

One policy instrument-—the
domestic Interest rate—-cannot
‘simuitaneously stabilize forelgn-
exchange rates and achieve domestic
macro policy objectives.

my. This scenario is not fiction, It happened to Great
Beotain in the sumumer of 1993.

The Bretton Woods arrangements were consiruced,
in part, to allow natiens to follow their own dotnestic
sconomic policies without having them distorted by

foreign-exchange speculad ard Keynes,
whose influanc tton
Woo eht to take tha price of { the
" play of the marxet. Iie not balleve government

ces, His one exception was the price of
money, which has 4n {ntemal and an external price. lts
intapoel price is the interest rate, and its external price
is the fomgn-exchwge rate—one nation's price of
money in terms cf another’s.
Keynes's The General Theory, published in the
mid-1930s, focusad on the imernal domestic e¢onomy.
it ignored, for the mast part, extarnal economic rela-

S°d

tions in the internationsl sconomy, Central to this

. work is the {nterest rate (the internal prica of

money)—Iite funcelon, and how it should be deter.
mined. Keynes presented o persuasivs cass tha: the
interest rate should be established by the central bank
in order lo achisve the objectives of high lavels of
employmenc. He insisted thet the laterest:rate be miken
out of the play of market foress and thet it be one of
the instriiments of policy reteined by the governmane. .
In The General Theory, this one price (and just this
one prica!) is set by governmant.

Keynea extanded this reasoning ar Bretton Weods.
If the external price of money (the forejgn-exchange
rate) remained within the plsy of market forces, the
domeasiic interest rate would de affpcied. It would be
dragged into the market, be subjested (o its influences,
and would undermine the canterplece of The General
Theory. The crertion of fixed exchange rates, estab-
lished among governments in internatianal aceord,
was designed t0 remove the extamel price of money
from market forces, in order to promote. international
trade and quarantine domestic interest rates from
ext=rnal markst forces.

The designecs of Bretton Woods saw the we
prices of money linked, [l une were xet free on the
raarket, ipevitably the other woald be as well This
would not be & terrible fate, if one believed the marker
wis more asmite at serting the internal ‘and external
pricas of nioney. But that is nct what Keynes believed:
nor was it the consensus of thoss who accepred fixed
exchange rames at Bretion Woods,

All this collepsed berween 1971 and 1973, when the
fixed exchange-rate regime fell ander its own weight,

It was caused be the abssaca of imsgination gq the

pest of the fndustrial ecogomies

determined excnange-rate sym:m replaced the fixed
exchange-rate regime, cxternal prices of money bagen -
to gyrate more widely with each cycle of exchenge-
rate fluctuations, By the end of the 19708, domestic
interes: rates warg pulled into this maelstrom and ware
used to stabilize sxchange zates. One policy (nstru.
ment—the domestic inrerest rate~—cannot simultane-
ously stabllize forelgn-exchange rates and acnieve
domestie macro policy objactives,

Just &s Keyvnes had predicted, once the external
price of money was left to flost freely on the market,
governmants began to lose control over their domastic
interest rates, In the 1980s and 19904, the two prices
of money have become linked mors closely by tech-
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nology and institutional changes in money markers.

Policy managets have absorbed the lessons of, the

1970s. They now try to calibrate domestic interest
rates to foreign-exchange rate movements.

A NEW POLICY

The agswer io this conundrom [g t0 ¢rcate 2 new
exchange-rate regime that combines the best of the
fixed and market floating systems-—one [n which the

«xabagze-race bands e wide snoughloaccommodare
WW=
i . 10 work, however, a new pol-

iy instrument must be mawd—w
i

W& This v-w
snable countries to pursie thelr own domestic interesr.
rate objectives, but not at the expense of the potential
destadilization from other nations’ interest-rate poti-
cies thet {s induced by the forcigneexchange rate-
transmission mechenism at this time,

The !mportant facrors in the mevemant of short-
tarm flnancial capital are the relgrive intsrast rates in
any two countriss. Thaeir level is Inconsequendal, It
shouid be possible, therefors, to engage in policy
* ceordination over relelive interest razes whils slowly
moving downward the absolute level of interest rates,
Today, ao one government can lower jnterest rates (00
much without threatening & rua on their currency asd
capital flight, But ¢oordination, which can be shown
10 be ia the Interast of eech of the G-3 members, could
restore goverament’s policy cepebilities.

The difficulties of such £ new policy thrust
shouldn't be minimized; nor shounld tbe obstacles be
saan as insurmountable. The coordination need only
occur among three countries—ibe United States,
Japan, and the European Union (wich Germany 2ad
France being the two major players in the Union).
This is not & large group; nor {8 it one which does nec
already have formai and informal venues in which
nonsultation goes an continuousiy. Ihe key actors
know each other very well and shara & common finan-
cial culture and set of interests.

Nations have not pursned this collaborative inter-
est-rae policy, becanse they have jealously guarded
what they costimue 10 delieve is their exclusive frag-
chise avar the value of thelr monay. But this hes bsea

only pardaily vaiid for nearly two decades. Tha more.

quickly countries abandou this fiction, the soorer wil
they be able o ask the appropriate questions sbout
financial policy in the last dacada of the 20th ceawTy.

40 Chalerge/January-February 1690
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AT THE CROSSROADS

The problems pesed by this pew suprnpational eco-
nomic order extend beyond the boundaries of aconom-

ic stability, Political stability is also threstened by 3
global regime la which the nation-state has been
weakened (o its influsoce over economic performance.
This {5 true for the old as well as the new parliamen.

wary demouracies. The aew pariiamentary democracies
in the post-Cold Wur era are ia conflict with & supra-
oational economic order that leaves scent room for
economic itmprovemant aud imposes a uaified ideolo-
gy of frec markets on en huwrleel setting to wtuch it
is dl-suiaed For th -. :

abslract for-cs emmmng from the ;lobgl scenomy
appear 10 exercise more influence over personal eco-
no:mc h:mru than do elecezd gcve:nmen:s

and fear of the fumrc al} converge to destabilize politi-
cal systems. 'I'bcy e seen to be neffective in dealing
with the erosion of economic vitality. Blaming others,
bunkering down, and rsplaying old tapes of ethnic
hatred are the result of governments baving allowed
the untamed forces of economic supranationalism to
‘bave their way with national economies.

Wm Governments ao loager
exeroise o over their economies. The minntins

of nationalism's regression coexms w!.:h me grand
scope of glnbaksm‘s modenmy

to social stebility spawned by the global scon-
omy, therefare, cut more deeply inte society than than
the threat merely to economic siability. In the post.
Cald War period, this threat has become transiated
into nationaljsm and its predilection to the balkeniza-
tion of societies. By not amending to ecoriomic global-
lsm, governments ere ancouraging the incubation of &
nationaliam that confronts them with a new security
threat,

To ordar reprin

, call 1-800-352-2210;
outsida the Uni

Siatas, call 717.832,1818
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Taming Global Money

Howard M, Wachtel

The nation-state has
been weakened in its
influence over

f all the chanpes in the global
economy over the past genes-
ation, nose have occurred

. with such wlacrity ey those in giobal
economic performance. monky end floknce. And in ne other

An emerging supra- policy sphers have gevernments
national economic orcler lagzed further behind in intro-
Is im OS/Hg a unified dx::lngo;ffectivc supervision and
. regula
ideolo 4 of free ma’.'ket's Walter Wriston, who (es Chalrmas
on an historical setting to ot Citcorp) wes it on the creation of
which it is ill-suited. this gew world financial order, has
written that this was a “Ng gystem

LR ] .dd rad
mis? i o whm,ﬁ z.::I tarn Ens allowed

¢ creation of a nsw igtersational

monerary systam. This state of affairs
does not sit too well with many sover-

sign governments becauss the -
politeal soversignty is chal-

lenged by privadzed global fins

gher unemployment, as wealth for-
srkes capital formation for financial
speculation; Jower trade velumes to
cover the higher costs of foreign-
exchange risk; and higher real rates of
inturast, as coanwiss position their

HOWARD M. WACHTEL is Professcr of
Economucs 3t The Amerionn Univessity and (s
the author of The Morey Mendaring. The
Making of a New Suprarationd! Economlc
Order, M.E. Shama, 1990,
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interest rates competitively to stabilize
foreign-cxchange valuey.

The Federal Reserve Board of New
Yo:l; estimates that, after allowing far
65 ‘ = .

sole purpose of which is (0 buy enor.
mous volumes [ow and sell higher in
order to make 3 small unit profit, but a
largs overall profit. These profits
appear as ephemeral jottings on a
comiputer screen.

A glabalized money system that
recognizes no gaogriphic houndaries

f0pey. Uting tha marvel of modern
computer powsr and telecommunica-
dons technology that recognizes no
national boundaries, this foreign-
éxéhange system comprises the
essence of a supranacional eco-
nomy-=-one that is governad by the
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fundarmental tengion batween the unbounded econom-
ic geography of & private globe! money system and the
bounded politica! geography of nation states. While
recogniring that this technological and insctutional

pre are reasons for
a potsndal for vast financial instabili-
ty: and undzrmining of the 20th century's gov.
eming project of social democracy.

THE SCOPE OF THE PROBLEM

Several eriteria for the policies that will be proposed
far dealing with this problem ought ro
prevail:

¢ They should be kept simple:

« existing national poelicias should be sxtended
where feagible;

* existing venues and organizations for internation-
al collaboration should be used and no naw ones creat-
ed;

* no new international treaty erranmgements showld
be promulgated.

With these criteria in

such goverament policies gow. Much of this unregu.
lased money flows through the Ewvodollar system and
comes undar no patonal regulatozy autharity, The sys-
tern takes it name from, aod is defined by, tha phe-
nomenoa of currencies used outside the borders of any
country. It 15, therefore, ouwside the jurisdiction of its
aston of origin,

The birth of this syst=m goas back to the late 1940s,
when the Soviet Union placed ity dollar boldings in 2
French bank to avoid the possibility of having these
accounts frozen, should the Uniced States employ this
strategy to wage the Cold War, The fonds grew slow-

ly, and their potential was not realized ontil the United -

States lmposed capital export controls in the 1960s.
Banks and their multinationsl corporate customers
then found ways around the sxchange controls by
using the Eurodoilar system, The system reached
maturity ip the 1970s by being the principal recepacle
of some S350 billior in surpluses earmed by OPEC
countries,

About 85 percent of this sucplus is made up of dol-
lars, with German marks and Japenese yen being the
two other principal currencies. Technically, these cure
rencies should ba regulated in the jurisdiction in which

o

they are nsed—a practice ignored for faar that the
operations would be moved o an unrsgulated venue, if
a government begaa o ragulaie their activities. We do
not even bave a good accounting of the dollags in the
Eurodollar mackes. A rough estimate is thet it is near.
ly 32 eillion. But no ageney of the United States gov-
«rmaent regulates of mounitors s movements.

CENTRAL BANKING REFORM

Effectively, the Federal Reserve Board hes sbdicated
its central function of control over the portion of the
money supply that is influenced by the Eurodoller sys-
tem, The principal cenwol instrument is the power to
sec reserve requiremenss, These are set-asides ageinst
deposits that banks are required 10 sequéstsr. For the
dollars that circulate inside the United States, banks
are required to set aside such reserves, This is what
limits the expansion of the moncy supply, affards the
Federal Reserve contml over this crucial monetary
sunction, and allows it to influence interdst rates, Bur
no such reserve controls exist for Eurodoliars, The
growth of this component of the money supply lies
solely io private bank hands, Here, banks can theoreti
¢ally lend out all of their deposits, avan, though they
tend to hold small reserves—however less than is
required on domestic accounts. The ability to hold lass
idle reserves Is whst makes the Enrodollar systam so
attractive to bauks. They can make all their deposits
work for them, thereby receiving larger profits.

i

A globalized money system that
recognizes no geographic boundaries
threatens the most fundamental
economic raison d’dtre of the nation
state—the abilgy to control its money
supply and influence the valua of its

money. - '

Because of thess profits,they can charge lower incsr-
5t rates than on domiestic borrowing, The policy of
extending reserve requirements 0 Eutodollars, there.
fore, would place them on an equal footing with
domestie dollars. It would eliminate whas is now ag
incentive for banks to hold and mveer dollars outside
the United States where they can earn higher profits,

charge lowar rates of intesest, and escape regulatory
and tex obligations.
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The benks’ arguments ageinst such g policy changs
is that the United States does not have sufficient

worldwide (nfluence to effactively implement i wnd"

that German marks or Japanese yen would replace
dollars in the Ewvcurrzacy markets. In regard to the
first poimt, when one government consistently conmols
85 percent or more of the markeat, it has 3 “monopoly”
positon that allows it to dictate terms to the market,
As o the second point, Germany and Japea have nei-
ther the desire nor the eapacity to become the world’s

reserve cumeacy. The stal.chason.hanis ogpose this

po%qgmuﬁmumw- But

this should aot be the basis of a public banking policy,

the purpose of which is to promots sound banking and
economic stability.

m;uwmm (combined

{avestment inside

oduce the incanitye now

the United

Euarodollar system presents the ¢lassic supranational
dilsmume for public policy. If banks mre offerud an
uaregulated and lowerstexsd xrena ouiside their natioy
of origin, and give up no domestic supports at the
seme time, they will opt to do buslness there rather
than in the regulated and higher-taxed domestc econ.
omy. Without precluding banks from opersting in the
Eurodoliar system, it is the job of our goverament to
equalize the domestic and internationsl strucrures in
which banks do business, Otberwise, the cutcome s
pradictable, Banks will protect their Eurodoliar envi-
ronment by investing outside the tax and regulatory
scope of che U.S, government. The increasingly
pgpressive flight of capital from the United Staces in
the past two dacades i3, in no smeall measare, induced
by the skewed incentives provided by this gbdicaton

of public-policy respogsibility.
WORLD TRADE

We shall see lower volumes of investment inside the
Unitad Statas and more invesiment outside s oze ont-
.come of the privatized and umg\ﬂ.ucd global finan-

cial system, A fscond oulcomy neg tha bigher
casts nlaced on Intemaropal trade anc the resciting
ower volume of worid rade than wo be the Ca5e,
sublic.o6 _. boundaries were placed aroind fackign.

nans D ) -

. Wiih speculatlon in forsign
exchmvl comes risk {or anyone dealing in faturc
iransactions that require conversion of curcencies.
This is as cue for the Joae tonriat ns it is for & lacge
intemationel-trade entsrprise, The higher the volatili-
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ty, the zmm the risk and the higher the cost of cover-
ing the csk The volatility in sxchanga.rete fluctva.
tions 1n the 1980s aad 1990s has been far greatsr then
anygne annclpu:d efrer the end of the Bretton Woods
fixed-rate regime berween 1971 and 1973 and the
inrroduction of markei-determined exchange ratas.

And with this voladlity comes risk, higher costs of
internatenally waded goods, and s lower velume of
worid tade.

Risk is & cost that is added to the price of tntema-\'
tonally exchanged products. The cost occurs When
firma have to eater the futures markets to hedge their
projectad foreign-exchange transactions. Whils this
adds to the employment agd (ncome gensmted in the

peripheral muncm sectors of the oéonomy. the
a8 d’l

- pmducad and
lowered employmcm in those sectors. There i, conse-
quently, & distributional shift in empioyment that aris-
es from foreign-exchange speculation. Employmeat in
the Zinanciel sectors of foreign exchange and funites
merkets that engage in speculation ipcrease, but
employment in the goods-producing segments of the

ecanomy suffers.

The increasingly aggressive: flight of
capital from the Un%’d States in the
past two decades is, in no small
measure, induced by the skewed
mcentcves f:rovided by the abidication .
of public-policy responsibdhy

The most fervent advocates of free tragde also rasist
most aggressively any efforts to placs public-policy
bouadariss around the prasent foreign-exchenge mar-
zets, But they fail to rexlize that these arrangewents
increase the cost of internatonally treded goeds and
thereby lower the volume of intemational trade.
Public policy that addresses foreign-exchange volasili.
ty end speculation is also trade polfoy {n the best mradi.
tdon of an open irading system-—one that is shorn of
the [deologically driven manus of “fres wrade,”

CURRENCY SPECULATION

Foreign-exchange speculation feeds off interest-rate
differentials among the indusuial countriss, Even
small differences {n interest ratas, afier adjusting for
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inflation and the risk associated with future exchange.
rate changes, can trigger large movmcnu of rorel:n
exchange Such & developmem can 2K

sxample, when intersst rales were lower in Great
Britain than they were In Germany in 1993 (after tek-
ing sccount of risk and expecied infistion) capital
moved from Great Brimin to Germeny, This ¢ifferen-
tal had arisen because of domestic policy decisions
taken in each couatry. Capital moved from Eaglend to
Germany, 25 speculators ook advantage of the higher
rerurns on the German mark,

Undsr ordinary ciroumstances, relatively small
movements of currencies out of sterling and laote
marks would he of no consequenca, But I the move-
mout becomes a stampeds, then both the mark and
sterling will face destebilization. A large rush out of
sterling will lower the pound’s exchange ratc vis-A-vis
the mark. I{ It canuot be conteined by intervestion,
pressure will placed on Britsh interest ratas, First, the
marker will signal a drift upwurd in British interest
rates to attract and retain capital, Eventually, it will
have to be ratified by the central baak, thersby forcing
a change in policy inside the British domestic econo-

One policy instrument—the
domestic interest rate—cannot
‘simuftaneously stabilize forelgn-
exchange rates and achieve domestic

" macro policy objectives.

mny. This scenario s not fiction, [t happened tc Great
Brtain in the summer of 1993.

The Bretton Woods arrangements were cotsirucd,
in part, to allow natiens to follow their own demnestic
sconomic policies without having them distorted by
foreign-exchange speculati ard Keynes,
whose influenc tton

Woods, sought to take the price of moaey out of the
" play of the marxet. Iie not dbaileve government
ces, His one exception was the prica of

money, which has &n {nternal and an external price. Its
intapoal price is the interest rate, and its external price
is the tomgn-exchwge rate—one nadon’s price of
money in terms of another’s.

Kcynes's The General Theory, published in the
mid-19303, focusad on the Umternal domestic e¢onomy.
it ignored, for the most part, extarnal sconomic rela-

g°'d

tions in the international sconomy. Cantral to this

. work is the {nterest rate (the internal price of

money)—Iits funcdon, and Bow it should be deter.
nined. Keynes presented o persuasive cass tha: the
Interest rate should be establithad by the central bank
in order 1o achieve the objectives of high lavels of
smploymenc. He {nsisted that the laterest: rate be taken
out of the play of market forees and that it be one of
the instruments of policy reteined by the governmane. .
In The Gereral Thaory, this one price (and just this
Que price!) Is set by governmant.

Keynea extanded this reasoning ac Bnmon Waods,
If the external price of monay (tha forejgn-exchange
rate) remained within the pisy of market forces, the
domestic interest rare would de affycied. It would be
dragged into the market, be subjestad (o its influences,
2nd would undermine the canterplece of The General
Theory. The crertion of fixed exchange rates, estab-
lished among governments in internationa! aceosd,
was designed to remove the extamal price of money
from market forcss, in order to promote. international
trade and quarantine domestic interest rates from
ext=rpal markst forces.

The designars of Bretton Woods saw the twe
prices of money linked, Il une were set free on the
raarket, ivevitably the other woald be as well This
would aot be o terrible fate, if one believed the marker
wis more asnite et serting the internal ‘and extsmmal
pricas of noney. But that is not whar Keynes believed:
nor was it the consensus of those who accepted fixed
exchange rares at Bretion Woods.

All this collepsed berween 1971 and 1973, when the
fixed exchange-rate regime fell ander its own weight,

'__mm.b:.m&m&mmmmw

-tofthciud\mdalec miwy w

determined excnange-ratc systcm replaced the fized
exchange-rate regime, external prices of poney bagen -
to gyraie more widely with each cycle of exchange-
rate fluctuations. By the end of the 19708, domestic
{nteres: rates werg pulled into this maelsorom and ware
used to stabilize exchange zates. One policy instru.
ment—the dotestic interest rate—cannot simultane-
ously stabllize foreign-exchange rates and acnieve
domestic macro policy objactives,

Just a5 Keynes had predicted, once ‘the external
ptica of money was left to float freely on the markes,
governmeants began to lose control over their domestic
interest rates, In the 1980s and 19903, the two prices
of money have become linked mors closely by tech-
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nology and insticutional changes in money markers.
Policy managers have absorbed the lessons of the
1970s. They now ty to calibrate domestic iaterest
rates to foreign-exchange rate movements.

A NEW POLICY

The answer io this conundrom s to ctcate 2 new
exchange-rate regime that combines the best of the
fixed and market floating systems-—one [n which the

xahanze-zale bands a8 wide.snonghlo.accommodare
WWW=
i ) work, however, a new pol-

i€y insurament must be mz:ad—w
i

W& This wm
easble countries to pursue thetr own domestic {nteresr.
rate objectives, but not at the expense of the potential
destabilization from other natiops’ interest-rate poli-
cles that is induced by the foreign.exchange rate-
transmission mechanism at this ime.,

The !mportanc facrors in the mevemeant of short-
tarm financial capital are the relarive interest rares in
any two countriss, Thair level is inconsequendal, Tt
shouid be possible, therefors, to engage in policy
* geordination over reltive interest razes while slowly
moving downwand the sbsolute level of interest rates,
Today, ao one government can lower jnterest rates (00
much without threatening & rua on their currency and
capim! flight, But ¢oordination, which can be shown
to be in the Interast of eech of the G-3 members, could
restore govetament’s policy capabilities.

The difficulsies of such e new policy thrust
shouldn’t be minimized; nor shounld tbe obstacles be
sa8n as insurmountable. The coordinatieon need only
occur among three countries—ihe Urited States,
Japan, apd the European Union (with Germany zad
France being the two major players in the Union).
This is not & large group; nor is it one whick does nec
already have formai and informal venues in which
nonsultation goes an continuousiy. Ihe key actors
know each other very well and share & common finan-
cial culture and set of inverests.

Nations have not pursned this collaborative inter-
est-raee pelicy, becanse they have jeslously guarded
what they costinue 1o delieve is their exclusive fras-
chise ovar the value of their monsy. But this hes bgen

only pardally vaiid for nearly two decades. The more.

quickly countries abandon this fiction, the soorer wil
they be able to ask the appropriate questions sbout
financial policy in the last dacade of the 20th ceawry.
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AT THE CROSSROADS

The problems pesed by this new suprapational eco-
nomic order sxtend beyond the boundaries of aconqm-
ic stability, Political stability is also threatened by g
global regime la which the nation-state has been
weakened io its influsoce over economic performance.
This {5 true for the old 2s well as the naw parliamen-

tary demouracies. The aew purliamentary democracies
in the past-Cold Waur era are ia coaflict with & supra-
national economic order thut leaves scent room for
economic itnprovement and imposss 2 unified ideolo-
gy of frec markets on en mmdeal mtmg to wtuc!\ it
is xll-suited Fg

absu'mt for-es emmlnng from the ;Iobal mnomy
appear 10 exercise more influence over personal sco-
no:mc famm than do elecned gcvemmn:s

he Weakened ecoaomxc mﬂucnca gl governments.
and fear of the funire all converge to destabilize politi-
cal systems. They are seen 1o be ineffestive in dealing
with the ervsion of economic vitality. Blaming others,
bunkering down, and replaying old tapes of ethnic
hatred ars the result of governments baving allowed
the untamed forces of economic supranatiogalism to

_bave their way with national economies.

W Governments uo longer
exercise on over their economies. The minutins

of nationalism’s regression CORXises w{:h the grand
scope of g).oba.hsm's modarmy

to sociel subility spawaed by the global scon-
omy, therefore, cut mors deeply into society than than
the threat merely to economic siability. In the post
Cald War period, this threat has become translated
into nationalism and its predilection to the balkeniza-
tioa of societies. By a0t amending to ecoriomic global-
ls®, governments ere ancouraging the ineubation of &
nationaliem that copfronts them with & new security
threat,

To qrder reprin

, cell 7-800-352-2210;
outside the Yal

Satas, call 717.832,1838
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Taming Global Money

Howard M, Wachtel

The nation-state has
been weakened in its
influence over
economic performance.
An emerging supra-
national economic order
/s im,poslng a unified
ideology of free markets
on an historical setting to
which it is ill-suited.

HOWARD M, WACMTEL is Professcy of
Econamucs 3 The Ameronn Univeusity and it
the auchor of The Mordy Mendaring. The
Making of a New Suprarationd! Economic
Order, M.E. Shama, 1990,
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f all the changes in the global

economy over the past geneg-

ition, noge have occurred
with such wlacrity ey thosé in global
monky and flaunce. And in nc other
policy spher: have gevernments
lageed further behind in {ntro-
ducing effsctive supervision and
regulation.

Welter Wriscon, who (as Chairmas
of Clticorp) was iz on the creation of
this gew world financial order, has
written that this was a “ngw gystem
— it -

. .. which in turn has alewsd
ﬁcuadan of & naw iagternational
monerary system. This state of affairs
does act sit too well with many sover-

sign governments becauss theﬁai-
R R
polltical soversignty is chal-

lenged by privatized global fin
gpomic perlB¥aance 1n (Ae tnd;

srkes capital formation for financial
spesuletion; lower trade velumes to
cover the higher costs of foreign-
exchangs risk; and higher real tates of
inturest, as coanuies position their

intereat rates competitively to stabilize
foreign-cxchange valuey.
The Federal Reserve Hoard of New
York estimates that, after allowing for
.} |

ostensible resgons
~axchange markers. The
is the
sole purpose of w, 5 15 (O buy anoz- .
mous volumes low and sell higher in
order to make 2 small' unit profit, but a
largs overall profit. These profits
appear as ephemeral jottings on a
computer gereen. ‘
A glabalized money system that
recognizes no gangriphic houndaries

- ts
goney. Using the marvel of modomn
computer power and telecommuniea-
dons technology that recognizes no
national boundaries, this forsign-
éxéhange system comprises the
essence of & supranarional eco-
nomy-=-one that is goveraad hy the

© 1995 by JME Sharpe, Irc.
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fundamental tension batween the unbounded econom-
ic geography of & private global money system and the
bounded politica! geography of naticn states. While
recogniring that this technological and insdtutional
genie cannoot be put back into the bottle, it i essential,
geverthzless, that boundaries ba placad an tha at-act
gre are two compelling reasons for
a patsndal for vast financial instabili-
ty: end undzrmining of the 20th century's gov.
eming project of social dernocracy.

THE SCOPE OF THE PROBLEM

Several eriteria for the policies that will be proposed

faor dealing with this probiem ought ro
prevail:

* They should be kept siraple:

« existing national pelicias should be extended
where feagible;

* existing venues and organizations for internation-
al collaboraton shonld be used and no naw ones creat-
ed;

* no new international treaty serangements showuld
be promulgated.

With these criteria in
isting nadonal mogey

governmant policies gow. Much of this unragu.
lased money flows through the Ewodollar system and
comes undar no satonal regulamozy Autharity, The sys-
tern takes its name from, and is defined by, tha phe-
nomenoa of currencies used outride the borders of eny
countey. It 15, therefore, outside the jurisdiction of its
asten of origin,

The birth of this systsm goas back to the late 1940s,
when the Soviet Union placed ity dollar holdings in 2
French bank to avold the possibility of baving these
accounts frozeu, should the United States employ this
strategy to wage the Cold War, The foads grew slow-
ly, and their potential was not realized onil the United
States (mposed capital export controls in the 1960s.
Banks and their multinationsl corporate customers
then found ways around the exchange controls by
using the Eurodoilar system, The system reached
maturity io the 1970s by being the principal receptacle
of some S350 billion in gurplases eamed by OPEC
countries,

About 85 percent of this sucplus is made up of dol-
lars, with German marks and Japenese yen being the
two other principal currencies. Technically, these cure
rencies should bs regulated in the jurisdicdon in which

they are csed—a practice ignored for faar that the
Operations would be moved i an unregulated venue, if
a government Pegaa to ragulaie their activites. We do
not even have o good accounting of the dollags in the
Eurodellar markers. A rough estimate js thet it s near.
ly 32 willion. But no ageney of the United States gov-
«rmment regulates of mouitors its movements.

CENTRAL BANKING REFORM

Effectively, the Federal Reserve Board hes abdicated
its central functon of control over the portion of the
maney supply that is influanced by the Eurodoller sys-
tem, The principal cengol instrument is the power to
Sex reserve requiremenss, These are set-asides ageinst
deposits thar banks are required to sequéstsr. For the
dollars that circulate inside the United Stares, banks
are required to set aside such reserves, This {5 what
limits the expansion of the money supply, affords the
Federal Reserve control over this crucial monetary
sunction, and allows it to inflnence interdst rates, But
no such reserve controls exist for Eurodoliars, The
growth of this component of the moaey supply lies
solely 1o private bank hands, Hes, banks can theorst.
edly lend out all of their deposits, even, though they
tend to bold small reserves—however less than is
required on domestic accounts. The ability to hold lass
idle reserves is whst makes the Enrodollar system so
attractive to backs. They can make all their deposits
work for them, thereby receiving larger profits.

TR

A globalized money system that
recagnizes no geographic boundaries
threatens the most fundamental

economic raison d’étre of the nation
state—the abil:‘?' to control its money
supply and influence the valua of its

money. -

Because of thess profits, they can charge lower incer-
e3¢ rates than on domestic borrowing, The policy of
extending reserve requirements w0 Eutodollars, there.
fore, would place them on an equal footing with
domestie dollars. It would sliminare what is now an
incentive for banks to hold and mvest dollars outside
the United States where they can earn higher profits,
charge lowar rates of intesest, and escape regulatory
and tex cobligations.
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The benks’ arguments agerinst such 8 policy change
is that the United States does uot have sufficient
woridwide (nfluence to effsctively implemens I§ wnd"
that German marks or Japanese yen would replace
dollars in the Eurvcurmrzncy markets, In regard to the
first point, when cne government consistently sonmols
85 percent or more of tha markst, it has 3 “"monopoly”
posidon that allows it to dictaze terms 10 the market,
As 0 the second point, Germany and Japea have nei-
ther the desire nor the eapacity to become the world’s

reserve cumeacy. The stal.taian.hanis ogpose this

polwmugmmw But
this should aot be the basis of a public banking policy,

the purpose of which is 0 promots sound banking and
economic stability.
W (combined
{avestment inside
the United Sta znd reduce the incsntive now
offered to investors cutside the United Staces. The
Eurodollar system presents the ¢lassic supranational
dilsmume for public poley. If banks are offered an
unregulated and lower-texed arena ouiside their nation
of origin, and give up no domestic supports at the
seme time, they will opt 1o do business there rather
than in the regulated and higher-taxed dommestic econe.
omy. Without precluding banks from opersting in the
Eurodollar system, it is the job of our goverament to
equalize the domestic and International strucrures in
which banks do business, Otberwisa, the outcome !s
pradictable, Banks will protect their Eurodoliar envi-
ronment by investing outside the tax and regulatory
scope of the U.S, government. The increasingly
pgpressive flight of capital from the United Staces in
the past two dacades i3, in no small measare, indiced
by the skewed incentuves provided by this gbdicaton

of public-policy respogsibility.
WORLD TRADE

We shall see lower volumes of investment inside the
Unitad Statas and more investment outside us oze ot~
.come of the privatized and umgnm;d z!oba.l finan-
cial Sy!l!nl A Rl S . o(-Ws

ey~

casts nlaced on Intem Irade 2o he resciting
igwer volume of world trade thag would be the case,
sublic-oolicy boundaries were placed aroupd 1acfian.
exchangs soecalation, wiih speculaton in forsign

exchanes comes risk for anyons dealing in future
iransactions chat require conversion of currencies.
This is as crue for the Joae tourist ns it is for & lacge
interationel-trade eatsrprise, The higher the volatili-

38 Chalenge/JowaryFebruary 1995
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ty, the mater the risk and the higher the cost of cover-
ing the dek The volatility in sxchange.rete fluctva.
tions 0 the 1980s and 1990s has been far greater then
anyone muclpmd efter the end of the Rretton Woods
fixed-rate regime betwsen 1971 and 1973 and the
intreducdon of markst-determined cxchange rass,
And with this voladlity comes risk, higher sosts of
Internatonally wraded goods, and w lower volume of
worid trade.

Risk is a cost that is added to the price of lmema-\
tonally exchanged products. The eost occurs When
firms have to eater the futures markets o hedge their
projected foreign-exchange transactions, Whils this
adds to the employment agd (ncome gansrted in the
ped:sheru ﬂnuzcm sectors of the céonomy. the
2aelel «DTOGUCcyY

a8 2 pmducad and
lowered omplaymcm in those sectors. There Is, conse-
quently, & distribudionel shift in employment that aris-
es from foreign-cxchange speculation. Employmeat in
tie financial sectors of forsign exchange and funires
merkets that engage in speculation ipcrease, but

employment in the goods-producing ségments of the
ecanomy suffers.

The increasingly essive. flight of
capital from the United States in tha
past two decades is, m no small
measure, induced by the skewed
incent:ves rowded by the abdication .
of public-policy responsib:ldy

The most fervent advocates of free trage also rasiat
most aggresslvely any efforts to placs public-poliey
boundariss around the prasent foreign-exchenge mar-
kets, Buuheyf-iltor:mzuthutbueamnsumms
increase the cost of internationally treded goeds and
thereby lower the volume of intémational trade,
Public policy that addresses foreign-exchange volasili.
ty end speculation is also trade polioy {n the best zradi.
tion of an open irading system—one that is shorn of
the Ideologically driven manuws of “fres trade,”

CURRENCY SPECULATION
Foreign-exchange speculation feeds off interest-rate

differentials among the indusuial countries. Even
small diffzrences in interest ratas, after adjusting for
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inflation and the risk associaled with future exchange.
rate changes, can trigger large movements of Yoreign
exchange Such & developmem can 2k oo

thaun&rlp.
sxample, when inurut rales were lower in Great
Britain than they were in Germany in 1993 (after tek-
ing sccount of risk and expected infistion) capital
moved from Geeat Britain ta Germeny, This differea-
tal had arisen because of domestic policy decisions
taken in each country. Capital moved from Eaglend to
Germany, 25 speculators ok advantage of the higher
recurns on the German mark.

Undsr osdinary ciroumstances, relatvely small
maovements of currencies out of sterling and into
marks would he of no consequenca, But I the move-
mour becomes a stampeds, then both the mark and
sterling will face destebilizazion. A large rush out of
sterling will lower the pound’s exchange ratc vis-A-vis
the mark. IT It canuot be conteined by intervestion,
pressure will placed on Bdush inrerest rates, Firse, the
marker will signal a drift ypwurd in British interest
rates to aract and retain capital, Eventuxlly, it wiil
have to be ratified by the central bank, thereby forsing
a change In policy inside the British domestic econo-

ot AN BA LT

One policy instrument=——the
domestic interest rate—cannot
‘simuftaneously stabilize forelgn-
exchange rates and achieve domestic
macro policy objectives.

my. This scenario is not fiction. It happened tc Great
Brtain in the sununer of 1993,

The Bretton Woods arrangements were consiructed,
in part, to allow nagens to follow their own detnestic
sconomic policles without having them distorted by

foreign-exchange speculati ard Keynes,
whose influanc tton
W scuueht to take the price f the
" play of the marxet, I8 did not delleve thz government

. His one exception was the price of
money, which has &n internal and an external price. Its
intaroal price is the interest rate, and its external price
is he !omgn-exchsnge rete—one nadon’s price of
money in terms cf another’s.

Kecynes's The General Theory, published in the
mid-19304, focusad on the imaernal domestic e¢onomy.
it ignored, for the mast part, exteraal economic rela-

S'd

tions in thc internationel sconomy, Central to this

. work is the {nterest rate (the internal prica of

money)—its funcdon, and how it should be dater-
mined. Keynes presanted & persuastvs cass tha: the
Imterest rate should be estzblighad by the central bank
in order to achigve the objectives of high lavels of
smployment. He {nsisted that the laterest rate be taken
out of the play of markat foress and thet it be one of
the instriiments of policy reteined by the gavernmane .
In The General Theory, this ooe price (and just this
one price!) s get by governmant.

Keynes extanded this reasoning ac Bretton Waods.
If the external price of money (the forejgn-exchange
rate) remained within the plsy of market forces, the
domesiic interest rare would de affycied. It would be
dragged into the market, be subjested (o its influences,
and would undermine the centerpiace of The General
Theory. The cresion of fixed exchange rates, estab-
lished among governments in internatianal ascord,
was designed to remove the extemel price of money
from market forces, in order to promote. international
trade and quarantine domestic interest rates from
ext=rpal markst forces.

The designecs of Bretton Woods saw the twe
prices of money linked, I une were set frew on the
market, ipevitably the other woald be as well This
would not be o terrible face, if one believed the marker
wis more asnite e serting the internal ‘zod extemal
prices of money, But that is nct what Keynes believed:
nor was it the consensas of those who acceprad fixed
eAchange rames at Bretion Woods. :

All this collapsed berween 1971 and 1973, when the
fixed exchaagc~mc regime fell aude: us own weight,

L w &

'toftbcinduscda.!ec i

determined excnange-mte sym:m replaced the fized
exchangs-rate regime, external prices of money begen -
to gyrale more widely with each cyels of exchange-
rate fluctuations, By the end of the 19708, domestic
interes: rates warg pulled into this maelsgom and ware
used to stabilize sxchange rates. One policy lnstru.
ment—the domastic interest rate——cannot simultane-
ously stabllize forelgn~exchange rates and acpieve
domestie macro policy objectives. ;

Just as Keyvnes had predicted, once the external
price of money was ledt to flost freely on the markes,
governments began to loss control over their domestic
interest rates, In the 1980s and 19908, the two prices
of money have become linked mors closely by tech-
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nology end institutional changes in money markers.

Policy managers have absorbed the lessons of. the

1970s. They now vy to calibrate domestic interest
rates to foreign-exchange rate movements.

A NEW POLICY

The agswer io this conundrom (8 to cTcate 2 new
exchange-rate regime that combines the best of the
fixed and market floating systems——one [n which the

GRADAQ2E:ZAL DINCS B8 WAL 200UgR O RCLaLInoale
W%W=
%ﬂa. o work, however, 8 new pol-
icy instr

meat must be creatad—iha coRcdingtion of

enable countries to pursue their own domestic interess-
rate objectives, but not at the expense of the poteadal
destabilization from other natlops’ interest-rate poli-
cles that is induced by the forcigneexchanpe rate-
rangmission mechanism at this time,

The !mportanc facrors in the movemant of short-
term financial capital are the relarive intersst rates in
any two countriss. Thaeir level is inconsequendal, It
shouid be possible, therefore, to engage in policy
' geordination over relelive interest rates while slowly
moving downward the sbsolute level of interest rates,
Today, ao one goverament can lower [ntarest rates (00
much without threatening & run on their currcncy and
capitul flight, But ¢oordination, which ¢an be shown
10 be in the Intsrest of eech of the G-3 members, could
restore goverament’s policy capabilities.

The difficulties of such £ new policy thrust
shouldn't be minimized; nor should tbe obstacles be
sasn as insurmountable. The coordinaten need only
occur smong three countries—ibhe Uunited States,
Japan, and the European Union (with Germany 2ad
France being the two major players ln the Union).
This is not & large group; nor {s it one whick dees nat
already have formai and informal venues in which
zoasultation goes an continuousiy. I'he key actors
know each other very well and shara a8 common finan-
cial culture and set of interssts.

Nations have not pursaed this collaborative inter-
est-raee pelicy, becanse they have jealously guarded
what they continue 1o celieve is their exclusive fres-
chise ovar the value of their monsy. But this bes been

only pardaily vaiid for nearly two decades. The rmore.

quickly countries abandon this fiction, the soorer wil
they be able 10 ask the appropriate questions about
financial policy in the last dacade of the 20th ceawry.

40 Chalerge/January-February 1699

/.°d

AT THE CROSSROADS

The problems pesed by this new suprnpational eco-
nomic order extend beyond the boundaries of aconom-

ic swbility. Political stability is also threatened by s
global rcgime la which the nation-state has been
weakened io its influsoce over economic performance.

This {5 true for the old 2s well as the nsw parliamen.

ary democracies. The aew puumem.ry democrasies
in the post-Cold Wur era are in coanflict with & supra-
oational economic order thut leaves scant room for
€conomic itaprovement and imposss a uaified ideolo-

gy of frec markets on en hxmrleel oettmg to which it
is xll-suited Fg

abstrnct for-cs cmuming from the ;lobal eoonomy
appeer 10 exercise more influence over persanal sco-
no:mc fbmru thaa do elecb:d govemman:s

he weakened er.onozmc mnumca gt sovernments.
eonomic mun'-ty, nam 3 Tevels of unlempm' yment,'
and fear of the future all converge to destabilize politi-
cal systems. They are seen to be neffective in dealing
Wwith the erosion of economic vitality. Blaming others,
bunkering down, and replaying old tapes of ethnic
hatred are the result of governments baviag allowed
the untzmed forces of economic supranstionalism to
‘bave their way with national economies,

%W Governments ao loager
exeroise oa over their economies. The minntins

of nationalism’s regression coex.u:s w!th the grand
scope of globahsm's modcrmty

to social stebility spawned by the global scon-
omy, therefore, cut mors desply into society than than
the threat merely to economic sigbility. In the post.
Cald War period, this threat has become translated
into nationalism and its predilection to the balkeniza-
tion of sacieties. By not aeading to ecoriomic global-
lsm, governments are ancouraging the incubation of &
nationaliem that confronts them with & new security
threat,

To ordar re, call 1-800-352-2210;
outsida the Uﬁfny' 5!6!85: call ? 17-63203313
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Statement of Charge

Panel on Educational Technology
President’s Committee of Advisors on Science and Technology

July 9, 1994

PRELIMINARY DRAFT—NOT FOR DISTRIBUTION

The Panel on Educational Technology was created under the auspices of the President’s
Committee of Advisors on Science and Technology (PCAST) for the purpose of making rec-
ommendations to President Clinton with respect to the use of technology to improve the
effectiveness of education and training in the United States. When fully impaneled, the group
will include a subset of the current PCAST membership and a small number of outside mem-
bers having expertise in various areas relevant to educational technology. The Panel’s find-
ings will be presented in the form of a written report, which is expected to be completed in
January 1996. '

For purposes of the Panel’s work (and in the remainder of this statement), the term
“education” will encompass preschool, K-12, college, and university education, along with
on-the-job training, “school-to-work” programs, and “lifelong learning.” The term
“technology” will include computer hardware and software, computer networks (including
the Internet) and other telecommunication systems, and interactive multimedia systems.

The Panel’s work may be divided into two categories: (a) analysis of the current state of
knowledge and practice in the field of educational technology, and (b) the formulation of
recommendations to the President regarding the federal government's role in promoting the
use of technology to address the nation’s educational and training needs. The questions that
follow are among those which may be addressed by the Panel in each of these two categories.




Current knowledge and practice

1. To what extent are various technologies currently being applied within the na-
tion’s educational enterprise?

2. What evidence is currently available regarding the impact of technology on edu-
cational outcomes?

3. What is currently known about the relative effectiveness of different approaches,
systems, and techniques? :

" 4. What costs (both direct and indirect, and both capital and operating) are typically
associated with the introduction and ongoing use of various educational technolo-
gies?

5. What is known about the impact of technology on educational productivity and
the management of educational costs?

6. What are the principal barriers to the development, adoption, and successful ap-
plication of educational technologies?

7. To what extent have federal, state and municipal initiatives related to educational
technology proven successful, and to what factors may their successes and limita-
tions be attributed?

Recommendations for the future

1. What changes, if any, could be made to existing federal programs in order to ac-
celerate the development, deployment and evaluation of effective educational tech-
nologies?

2. In light of involvement by the states, the municipalities, and the private sector in
developing, deploying and evaluating educational technologies, what sorts of new
initiatives might be most appropriately undertaken by the federal government?

3. What can the federal government do to facilitate the acceptance and utilization of
educational technologies already known to be efficacious and cost-effective?

4. How can the life-cycle costs of effective educational technologies be brought
within reach of those institutions who would benefit from their use?



5. How can educational technologies be used to enhance educational productivity,
supporting a significant improvement in instructional effectiveness within the
budgetary constraints now faced by the nation’s educational institutions?

6. What measures could the federal government take to support, incent or otherwise
stimulate research activities targeted toward the development and enhancement of
educational technologies and of techniques for their effective utilization?

7. What can the federal government do to facilitate rigorous experimental research
to evaluate the efficacy of alternative approaches, systems, and techniques?

8. How can educational technologies be exploited to address the needs of special
student populations, including low-achieving, economically disadvantaged, learning
disabled, behavior disordered, emotionally disturbed, and physically handicapped
students?



THE PRESIVENT HAS SEN

W tas



THE PRESIDENT HAS SEEN
/95— @%@@
o —
WEEKLY Economi& BRIERING Suevwvar
OF THE PRESIDENT OF THE UNITED STAT -

Prepared by the Council of Economic Advisers
with the assistance of the Office of the Vice President

July 14, 1995

CHART OF THE WEEK

Population in Vietnam and Selected Asian Countries
200 -

150

100

Millions (mid-1993)

[4)]
o

Indonesia Vietnam Philippines  Thailand Malaysia Cambodia

At over 71 million, the population of Vietnam outranks all other Southeast Asian
nations except Indonesia, making it an important potential future market for U.S.
investment and exports. During the past several years, Vietham has moved to
encourage private enterprise, and it is now estimated that about 10 percent of the
workforce is employed in the private sector. Although it is too soon to assess the final
outcome of these policies, they have helped generate annual GDP growth above 8
percent for the past three years, a sharp contrast to the declines in GDP during this
period for the economies of Central and Eastern Europe and the former Soviet Union.




BUSINESS, CONSUMER, AND REGIONAL ROUNDUP

(Flu) Bug Off! A new flu vaccine developed by MicroGeneSys, Inc., of Meriden,
Conn., recently passed preliminary clinical trials with flying colors. The new
vaccine proved as effective as existing ones and caused fewer side-effects. Flu
vaccines currently available to the public—which are manufactured from chicken
eggs—can take up to nine months to produce and cannot be adapted to season-
specific flu strains. The new vaccine’s reliance on genetic engineering will allow
production in as little as three months and speedy updating to current strains. This
improvement is important because epidemic outbreaks of the flu often cannot be
halted if the strain emerges after the year’s vaccine supply has been manufactured.
According to the Centers for Disease Control, the flu infects 25 to 50 million
Americans annually, about 20,000 of whom die from influenza itself or its
complications. Current vaccines are 70-90 percent effective in young adults but
less so in the elderly, who account for 85 percent of flu-related deaths.
addition to its public health benefits, a more effective vaccine would help reduce
the economic cost of the flu, which a conservative estimate places at over $1
billion yearly.

Sharp Demand for Mexican Bonds. An initial plan by the Mexican government
© to issue $500 million in sovereign debt received offers from investing banks
totaling $1.8 billion, a response so strong that the debt sale was doubled to $1
billion. The interest rate on the two-year notes is high relative to pre-crisis
Mexican rates but significantly lower than rates at the peak of the crisis. Though
the bonds carry no external guarantee of repayment, they will be collateralized.
While the deal’s size pales by comparison to the nearly $40 billion pledged in late
December by the United States and the IMF, it may be an indicator of renewed
faith by financial markets in Mexico. Such a successful offering is a hopeful sign
that, unlike the debt crisis of the early 1980s, Mexico’s recent problems will not
drag on for years. If all goes well, Mexico may see its borrowing costs fall in the
future, possibly spurring much-needed economic growth.

Regulating Research. A recent change in regulations governing the hiring of
foreign workers has caused a good deal of controversy among university officials.
The change, which was the Labor Department’s response to an administrative
court’s interpretation of labor law, requires universities to pay foreign workers on
a wage scale comparable to the private sector’s. As a result, required salaries for
foreigners can significantly exceed—sometimes nearly double—those typically
offered to U.S. citizens in the same job. The regulation originally was designedk
to prevent wage undercutting by foreigners. But educators say that just the
opposite may happen—universities may be priced out of some important research
if no qualified American is available, since the regulation makes foreigners too
expensive.

Weekly Economic Briefing 5 July 14, 1995
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Thus, in the long term, workers may bear a substantial portion of the corporate
tax.

Consumers: Consumers also may bear the burden of the corporate income tax if
corporations raise prices to maintain their after-tax profits in response to an
increase in the tax. Vigorous competition from foreign and non-corporate
producers, though, could limit price increases and block the ability of firms to
pass the burden on to consumers.

Summary. Who ultimately pays the corporate income tax is unclear. Although
persuasive arguments can be made that its burden rests on investors in the short
term, arguments can also be made that workers (or even consumers) pay at least
some of the tax in the long term.

Current Approaches to Assessing the Burden

Different views about the burden of the corporate income
tax are reflected in different approaches to measuring its
effect on after-tax incomes. TMmDMmgnt
presently assigns the burden of the corporate tax enfirely
to_investors.  Other analysts, though, disagree. The
Congressional Budget Office historically has assumed
that 1/2 of the corporate income tax is borne by investors
and the rest by workers. The Joint Committee on
Taxation in the past has assigned the corporate income
tax burden to investors, but in the new Congress the
Committee staff has decided that there is too much
uncertainty about the ultimate burden to assign it at all.

Weekly Economic Briefing 4 July 14, 1995
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MEMORANDUM FOR THE P EN \
FROM: Laura D'Andrea Tyson\ X/(Aua ) /%ﬂ*—‘\ \ o

Anthony

RE: Japan Civil Aviation Negotiations

This Friday, July 14, is the last day for public comment on DOT's proposed order to
impose sanctions on Japan for its failure to honor Fed Ex's application for the routes it needs
for its Subic Bay hub. Expectations at Fed Ex are that Secretary Pena will impose the
sanctions next week if we have not reached an agreement that gives Fed Ex its rights.

Last week's meetings in Washington with the Japanese produced some progress, but
large differences remain. A delegation headed by Dan Tarullo will leave for Tokyo
tomorrow morning to continue discussions.

We have told the Japanese that if they grant the seven contested Fed Ex routes without
condition, we would enter into good faith negotiations on an all-cargo aviation arrangement
that would remove limitations on their operations which they feel are an unfair legacy of the
1952 treaty. But they are concerned that such negotiations could continue for some time,
with no tangible benefits for them. To alleviate this concern, we have offered a quick second
stage after the Fed Ex rights are granted, in which they would get some additional rights and
we would get a smaller amount of rights. Our concept is that this second stage would be
limited in scope. s

The Japanese have been insisting on removing many more limitations in the second
stage than we contemplated. They are also insisting on a guarantee that if they grant the Fed
Ex rights they would get their second-stage rights. Our concern, in turn, is that if we give
too much in the second stage, Japan will have little incentive to continue into the broader all-
cargo talks, in which we will be seeking better procedures for Fed Ex and new rights for
some of our carriers. We also recognize that close linkage between stage one, during which
Japan grants the Fed Ex routes, and our proposed stage two risks further requests for new
rights from Japan the next time Fed Ex seeks new routes under the Agreement.



Today we held a meeting with Secretaries Christopher and Pena, and others in which
we considered these problems. We concluded that the following negotiating instructions
should be given to Tarullo:

(1) The second stage should either be small enough to ensure that Japan would have
incentive to negotiate stage three, or it should contain a time limit on the duration of
at least some of the new rights granted. The time limit in turn would ensure that
Japan would have incentive to negotiate a permanent agreement.

(2) If a satisfactory stage two arrangement can be foreseen, Secretary Pena would be
prepared to offer Minister Kamei, his counterpart in Japan, assurances that we would
ratify the stage two deal more or less immediately upon the grant of the rights to Fed
Ex.

This approach effectively ties the three stages together. It does risk projecting the
appearance that we are paying for the Fed Ex routes. Fred Smith may be concerned that
later applications filed by Fed Ex may also be subjected to bargaining with the Japanese
before they are granted.

However, by structuring the arrangement so that both sides have incentive for a third
stage of negotiations on a broader agreement, we are laying the groundwork for amelioration
of the larger Fed Ex problems. Moreover, we cannot lose sight of the fact that getting seven
new routes for Fed Ex in one package is both important to Fed Ex as a commercial matter
and very unusual in Japan as a practical matter.
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MEMORANDUM FOR THE PRESIDENT (jbCLL%WJ\j})HEJé.
FROM: susaN BropEY 977
OFFICE OF LEGISLATIVE AFFAIRS

SUBJECT:

CONGRESSIONAL CORRESPONDENCE

Attached are letters from Senators and Members that I

thought you would like to see:

1)
2)
3)
4)
5)
6)
7)

8)

Butler Derrick (D-SC), former member of Congress;

Steny Hoyer (D-MD);

Pete Geren (D-TX); | ; Q)Z( h

Patricia Schroeder (D-CO); ) 7 a {’C(

Byron Dorgan (D-ND); Qﬁ{(‘ Z yi(/

Jim Kolbe (R-AZ) and Jon Kyl (R-AZ); \e({(gqg,

Tom Daschle (D-SD) and Harry Reid (D-NV); and ?é(
AN

Kay Bailey Hutchison (R-TX). . -

%
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dhe Dallas Morwing News

April 30, 1995

Tacky

*Even some Dallas Republicans were
taken aback at the Easter card they
received from Texas Sen. Kay Railey
Hutchison. “Come to Washifigion Tor
ESSTer,Yhe card invited; inside, the
inscripdon added, “there’s a ham in,
the White Houss.”




@hz Ballag Morming News

May 3, 1995

8,.0n Page: 1J of the: Sunday E,M onss
,W"‘a‘hcrvane em.that re’ecme'g1 3 és S

;‘u'n' dors: . Kay-Bailey Hut hf.o
ll"dkeftﬁ'er M;'Hutchlqcn Aor Any’ mam ﬁ& sg_ %"
‘e card.'e accqrdfng 16 thé 8enator’s

*Hutehissn's letter 1o the 8ditor on Pa A.')«

nSn n']“"é"o gg_ne:
NAtor:




@he Ballas Morming News

May 3, 1995

Weathervane errs
" Iwas quite taked aback 10 open
"up my April 30 Dallas Morning
- News and read that; nccording to
“Weathervane,* I was responsible
for sending’ out a greeting card
which consisted of- a gratuitous
insult; to the president or the
_Umted States. | “

Neither I, nor any member of
my staff, had anything to do with.
this card. If The Dallas Morning
News-had contacted me or my
office before publishing the iterd,
we would have assureg you. Lhat
this, offensive and dlsrespectful
message did not originate with us,
I may disdgree with the presl
dent on; matters of policy, but 1
would never take‘ such & cheap
shot. I regret ‘that's your papcr dids
Thank you for allowmg me to set'
the rccord straight. i
W KAYBAJLEYHUTCHISON A
2 _— ‘,)_US Scnalorf
L. WashingtonD. C*.-




dhe Dallag Morming News

May 7, 1995

Erase that' >3 .~ a

A Weathervane ftem in last Sunday s
paper about an Easter card gent under
Sen. Kay Bailey. Hutchuon s name

News, also didnot cau the senator for a

response, /Ll KX THO l TN ;1\ oA
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UNITED STATES SENATE
WASHINGTON, D. C. 20510
ByrRON L. DORGAN S5 A 2 P '_]E
NORTH DAKOTA

May 19, 1995

- The Honorable William J. Clinton
President of the United States
1600 Pennsylvania Avenue, N.W.
Washington, DC 20500

Dear Mr. President:

Thank you for leading the National Rural Summit to
a tremendous success.

I think that your visit to Iowa, and Secretary
Glickman’s five state tour, demonstrated your continuing
commitment to rural America.

I have heard only the most positive comments about
your productive forum in Iowa. I also understand the
attendance at the North Dakota forum exceeded that of any
of the other four states on the Secretary’s tour.

I know that a great deal of time and energy went
into planning the forums, and those of us from rural
America are deeply grateful for your leadership and

participation.
Sincer ;
Byforf L. rgan
U.S. Senator '

BLD:ckk




Congress of the nited States

WASHINGTON, DC 20510

IS MAY 2 BRI 9L

May 18, 1995

Dear Mr. President:

On behalf of the Mexican and American Delegations to the
34th annual meeting of the Mexico-U.S. Interparliamentary
Group, thank you for receiving us at the White House.

We realize you have a full schedule and appreciate your
taking the time to welcome us. It was a highlight of our trip
-and ended the conference on a positive note.

Sincerely,

Jon Kyl
Chairman
Senate Delegation

The President
The White House
Washington, D.C. 20500




-

* Tom DASCHLE, SOUTH DAKOTA, CHAIRMAN . DantEL AxAxA, HAwAl

Harry Re0, NEVADA, Co-CHAIRMAN . Byron L. DORGAN, NORTH DAXOTA
PAUL S. SARBANES, MARYLAND, VICE-CHAIRMAN CAROL MOSELEY-BRAUN, ILLINOIS
CHARLES S. ROB8, VIRGINIA, VICE-CHAIRMAN ‘ ?:::mi ({.‘F:ewn;‘czw.mw‘sconsm
PATTY MURRAY, WASHINGTON, VICE-CHAIRMAN ’ s e chcut

3 PAuL WeuLsTone, MiINNESOT,
JoHN GLENN, OHIO, VICE-CHAIRMAN mmtth Qtﬂttﬁ ﬁeﬂate ? J. BENNETT JOHNSTON, LouusumA‘
ERnEST F. HOLUNGS, SouTH CAROLINA . DianNe FENSTEW, CALIFORNIA
CLA1BORNE PELL, RHODE ISLAND ﬁ { { WeNDELL H. FORD, KenTucky, Ex Officio
Oissons Pu. fvoue Bemocratic Policy Committee cro
DanieL PATRick MoYNiHAN, New York . ' 8 i ¥ R —~ TBas ULk, MARYLAND, Ex Ofricio
JOHN D. ROCKEFELLER IV, WEST VIRGINIA Wiaghington, BE 20510-7050 ;' i T s ARY OF CONFERENCE)

(202) 224-5551

May 17, 1995

The Honorable William J. Clinton
President of the United States
The White House

Washington, D.C. 20500

Dear Mr. President:

We wish to express our sincere thanks for your participation
in the Democratic Issues Conference recently held at the
Kingsmill Conference Center in Williamsburg, Virginia. Thanks to
you and the others who joined us, the weekend was a tremendous

~success.

Although we spend long hours in committee and in meetings
focusing on the problems facing our nation, the opportunity to
get together with other Democrats and informally discuss issues
is unfortunately rare. Those of us who attended the conference
very much enjoyed hearing your insights and found the discussion
extremely valuable.

We appreciate your taking the time to join us, and we look
forward to working with you to build on the weekend’s successes.

With all best wishes,
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My dear Mr. President: CQ@S;Z//

Deputy Assistant Attorney General Washington, D.C}

It is with much regret that I write to inform you that I shall
be leaving the Administration after my vacation in August. As you
may recall, my family was forced to remain in Chicago during the
first year I was here, and the additional expenses of maintaining
two households and traveling back and forth have exhausted my
savings much more rapidly than I expected. Accordingly, financial
considerations require that I return to the private sector, and I
shall be joining the law firm of Howrey & Simon in Washington.

My two years as the Deputy Assistant Attorney General in
charge of appellate litigation in the Civil Division have been very
rewarding and worthwhile. Among the cases I have argued in the
courts of appeals are the "gays in the military" litigation; the
Freedom of Access to Clinic Entrances Act (FACE) suits; and the
Brady Act challenges. I also have been heavily involved in the
Religious Freedom Restoration Act cases; the "Megan’s Law"
litigation; the lawsuits by Cubans and Haitians at Guantanamo; the
litigation challenging the constitutionality of the 1990 census;
and the Armstrong case concerning the status of White House
computer records and of the National Security Council under the

Freedom of Information Act. As you can see, it has been a busy and
exciting time.

To serve in your Administration has been a source of pride and
accomplishment, and I am honored to have had the chance to
contribute to your important efforts. If possible, I would very

much like to stop by to convey my regards and say farewell in
person.

With my deepest thanks and best wishes.
Sincerely yours,

Mark I. Levy
Deputy Assistant Attorney General
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Frank Shrontz The Boeing Company
Chaimman P.O. Box 3707
Chief Executive Officer Seattle, WA 98124-2207

July 10, 1995

95 JuL 17 A0 : 23

Dear Mr. President

Thank you for the opportunity to attend the White House meeting of
corporate members of the National Minority Supplier Development
Council. I have a long-standing previous commitment and will be
unable to join you for the July 17 meeting.

Your efforts to promote the development of minority suppliers is
commendable and on-target. Boeing was extremely proud to be
named the 1994 Corporation of the Year by NMSDC, in recognition
of our efforts to identify and develop minority suppliers. It is an
honor we value highly. We share your feelings that building a strong
minority supplier infrastructure is in the best interest of the nation's
economy and its people.

Your support of NMSDC and its goals is a positive sign of support to
the corporate and minority supplier communities. Please accept my
best wishes for a successful and productive meeting.

" Sincerely,

Fand

- Frank Shrontz /\\\M
BoRY ) wo
The Honorable William J. Clinton
President of the United States W !
The White House u / _
Washington, D.C. 20500 L
L b
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Today's debate: CLOSING MILITARY BASES

Will politics pollute

Lallds

VRE PRESIDENT HAS SEEN

., iwtss

base-closing process?

Previous base clos-
m ings have kept poli-
tics out. President Clinton should
resist the temptation also.

Politics or principle?

The White House is wrestling this week
with a painful choice between the two:

» Should President Clinton fight to pro-
tect jobs at unneeded military bases in Cali-
fornia, thus boosting his chances of win-
ning a vital pile of electoral votes next year?

» Or should he let them close as the po-
litically neutral base-closure commission
wants, citing the interests of the nation?

Clinton has until July 15 to make up his
mind. But one look at a “solution” offered
Thursday by Defense Secretary William
Perry — to privatize rather than close the
bases — leaves little doubt as to the admin-
istration’s leaning. And that would be a
tragic departure, the first rejection of a
base-closure list by a president for a single,
compelling reason — his re-election.

With just 16 months to go, the last state
Clinton’s political advisers want to offend
is the emir of the Electoral College. Califor-
nia’s 54 electoral votes alone could deliver
one-fifth the total needed for the presiden-
cy. Winning the state is virtually essential
to Clinton’s chances.

Unfortunately for the president, the
commission slated six large California in-
stallations for closing, including two not of-
fered up for sacrifice by the Pentagon —
McClellan Air Force Base in Sacramento
and Oakland Army Base. The loss of
42,270 jobs is not the kind of news any as-
piring president wants to deliver.

But that's exactly why the base-closure
commission was created: to keep politi-
cians and politics as far removed from de-
cision-making as possible,

The logic behind this is proven: If politi-
cians don’t have to make hard choices, they
won't have to take heat for the results, If
shielded from electoral wrath, they’re less
inclined to influence and interfere,

That simple strategy worked well in 199]
and 1993. Politicians howled every time a

Jobs lost to base closings

The top 10 areas that would be affected
by the latest round of base closings, how
many jobs they would lose and the per-
centage of total jobs that represents:

Jyobs

Source: Defense Base Closure and Realignment
Commission

military installation in their back yard was
closed or downsized. But they, like their
communities, were forced to accept the in-
evitable: With the Cold War over and the
deficit untamed, the military must shrink.
And who could better decide where the sac-

rifices should be made than a commission
free from political considerations? ‘

California got clobbered. It will, indeed,
suffer economic losses. But it went into this
competition with many more military jobs
to lose, thanks to previous successes of its
politicians in snaring these lucrative em-
ployment centers. And it is not the largest
sufferer. Since 1988, military cutbacks have
cost Guam 16% of all jobs on the island.

Preparing for this latest round of clos-
ings, the commissioners visited more than
200 military installations and held dozens
oflocal and regional hearings. Everyone got
a chance to make his pitch. Then the com-
mission did its difﬁcul.t job — fairly and
impartially. It eliminated bases not needed
for the national defense, Continuing waste-
ful spending to prop up local economies is
not its goal.

That’s an example President Clinton
should emulate, It may be unnatural for a
presidential candidate not to count elector-
al votes. But it’s irresponsible for a presi-
dent not to put the national interest first,

i,
S
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including the signed
letter to Senator Pack,
and the several letters
that are waiting to be
signed, are all being

held in Staff Secy's ofc
awaiting your instructions
on how to handle.
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THE WHITE HOUSE
WASHINGTON
SJL 14 el {7
July 14, 1995
ACTION
MEMORANDUM FOR THNIDENT
FROM: ANTHONY LﬁgéL/
PATRICK GRIFFI ’\é
SUBJECT: Letter from Senator Packwood, Representative
Wyden, et al. Concerning Foreign Spent Nuclear
Fuel
Purpose

To respond to a letter urging you to block the importation of
spent nuclear fuel from foreign reactors.

Background

Senator Packwood and Representatives Wyden, Furse and Bunn of
Oregon oppose a proposal to return U.S.-origin spent nuclear fuel
from foreign research reactors to the United States. Admitting
that spent fuel into the U.S. would advance our nonproliferation
objectives because it contains over four*metric tons (i.e.,
around 180 weapons-worth) of highly enriched uranium (HEU).
Moreover, the Department of Energy’s efforts to help convert
foreign research reactors from HEU to safer, low-enriched uranium
depends on our willingness to take back the spent fuel from these
reactors. (That is why, in PDD-13, you directed the Secretary of
Energy to accelerate this spent fuel takeback program.)

Portlande.Qregon is a possible port of entry for spent nuclear
fuel coming from East Asia. The Department of Energy is
currently circulating a draft environmental impact statement to
affected municipalities for comment. A recommendation from the
Secretary of Energy on a plan for the final disposition of this
material is expected by the end of the year.

While this program supports an important nonproliferation
objective and has received the backing of a number of arms
control and environmental NGOs, it has met opposition from
municipalities that are potential transit or storage points.

cc: Vice President
Chief of Staff
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THE WHITE HOUSE

WASHINGTON

Dear Mr. Chairman:

Thank you for your letter concerning the disposition of spent
nuclear fuel from foreign research reactors.

The Department of Energy, in consultation with the Department of
State, is currently reviewing a proposal on the disposition of
spent nuclear fuel of U.S. origin from foreign nuclear
facilities. As this material contains over four metric tons of
highly enriched uranium -- enough for as many as 180 nuclear
weapons -- it is critical to our national security to see that it
does not fall into the wrong hands. I am committed to the safe
disposition of this material as part of our nonproliferation
strategy.

I understand your environmental and cost concerns. As our laws
require, the Department of Energy will take fully into account
such concerns and any others received as comments from the
municipal authorities in potential ports of entry on the proposed
plan and its environmental impact. o

Finally, I also can assure you that no non-U.S. origin material
-- such as that currently in North Korea -- is being considered
for shipment to the United States under this program.

Thank you for sharing your views on this important issue. =

Sincerely,

The Honorable Bob Packwood
United States Senate
Washington, D.C. 20510
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Congress of the Wnited States C/ <%
MWashington, BE 20515
May 1, 1995 __;"’
The President : ¢ "

The White House _ g

Washington, DC 20500
Dear President Clinton:

We are writing to express our strong opposition to the U.S. Department of
Energy’s proposal for the United States to import spent nuclear fuel from foreign
research reactors. The goal of this policy of reducing the potential for proliferation of
nuclear weapons is laudable. However, it makes no sense for DOE to propose to
import spent nuclear fuel from North Korea and other foreign countries when the
United States has not determined how to maRage the spent nuclear fuel generated in
this country. In addmon DOE’s proposal racges several additional concerns.

First, the sites where DOE proposes to store foreign nuclear fuel are ill-suitcd
to handle this material. The Hanford Nuclear Reservation and the Idaho National
Engineering Labaratory already have major environmental problems with storage of
nuclear wastes. In fact, DOE’s recent Baseline Environmental Management Report
estimated that the costs of cleaning.up existing contamination at the Hanford and
INEL sites is over $60 billion. With budget pressures thallenging DOE’s ability to
comply with cleanup schedules the Department is legally obligated to meet, we are
concerned about DOE undertaking additional waste management respansibilities that
could impede current cleanup activities.

A Second, we question the cost effectiveness of importing spent nuclear fuel for

management in the United States. DOE's estimates of the total cost of acceptance
and storage of foreign fuels in the United States range from $1.4 to 1.65 billion. By
comparison, DOE’s analysis states that "in countries that do not have an existing
nuclear infrastructure, it would cost tens of millions of dollars per country to set up
a secure area, purchase storage casks, transfer the spent fuel to the cask, and
maintain a secure area for 40 years." Accordingly, it would appear that the United
States could fund the overseas storage of spent fuel for the same or lower cost as
importing and managing this material at U.S. facilities. Moreover, overseas storage
would have no domestic environmental impact.



The Presidenf
May 1, 1995
Page 2

Third, DOE's analysis of the potential hazards associated with importing and
managing foreign nuclear fuel in the United States minimizes the risks to U.S. workers
and the general public. DOE apparently limited its analysis to the risk of radiation
exposure from accidents occurring during shipment of nuclear materials and ignored
the threat of nuclear shipments becoming the target of a terrorist action in this
country. Because much of the spent nuclear fuel can be directly used in nuclear
weapans, terrorist groups may try to hijack or sabotage shipments of this material.
The tragic consaquences that could result if this material were to fall into the wrong
hands would seem to warrant additional security measures to prevent this from
occurring. Howaver, DOE is proposing to off-load foreign nuclear fuel at public ports
in Partland, Oregon, Tacoma, Washington and other large cities and to transport the
fuel using commercial rail or truck carriers.

A final concern arises from DOE’s willingness to make special arrangements for
DOE facilities to accept responsibility for storage of spent nuclear fuel from foreign
reactors when there is currently no DOE facnhq accepting spent fuel from domestic

reactors.

In short, we seriously question the wisdom of implementing DOE's current
proposal to import foreign spent nuclear fuel in the United States given the absence
of a suitable facility for managing these wastes, the potential hazards to U.S. workers
and the general public, and the costs of implementing this proposal.

Thank you for your consideration and we look forward to your response.

Sincerely,
RON WYDEN a g; PAﬁKWOOD i
Member of Congress United States Senator

ELIZ URSE
Member of Congress ember of Congress
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THE WHITE HOUSE '
WASHINGTON

OFFICE OF THE STAFF SECRETARY

Fax Transmittal Sheet

TO: The Honorable Richard Riley
Fax Number: 401-2098 . Phone Number: 202-708-5366
FROM: Todd D. Stern

SUBJECT: Presidential Note: "Make three copies of this and
the article. =

DATE: July 18,1995
NUMBER OF PAGES (including cover sheet): 3

MESSAGE:

If all pages are not received, please call 202/456-2702

The document accompanying this facsimile transmittal sheet is intended only for the use of the individual or
entity to whom it is addressed. This message contains information which may be privileged, confidential or
exempt from disclosure under applicable law. If the reader of this message is not the intended recipient, or
the employee or agent responsible for delivering the message to the intended recipient, you are hereby notified

that any disclosure, dissemination, copying or distribution, or the taking of any action in reliance on the
contents of this communication is strictly prohibited.
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in the stock market is to fig-
ure out which industries and
companigs will be thriving 10
yea_r;,rfrom now—and invest in
them. That's not easy, of course,
but consider the payoff. In 1986,

INVESTING

James K. Glassman

O ne way to make huge sums

fo; example, a prescient investor
might have looked at the infant
personal computer business and
concluded that a certain Red-
mond, Wash., firm that wrote sys-
tems software would boom. A
$15,000 investment in Microsoft
Corp. back then would be worth
more than $1 million today.

~ My candidate for the hottest in-
dustry in 2005 is education. Right
now, nearly all of the $400 billion
that's spent on it each year flows
to government entities and to
nonprofits, rather than to com-
mercigl firms. But it doesn’t take
1 genius to predict that the folks
who manage education today
won't still have their near-monop-
2ly in the next century.

By any objective standard, they
have done a poor job—and the

Soour Jurd 1998 .

BUSH

roughly the same as the public schools
themselves spend, then tries to do a
bgt_ter job. I was impressed on my own
visit a year ago to a Baltimore school
run by EAI, but the company has to
overcome severe political obstacles.
The stock has tumbled by 70 percent

in late 1993; Moe believes it could
double this year.

Other companies, notably Christo-
pher Whittle’s Edison Project, which is
closely held and recently received an

money to fund their inefficiencies!
is running out. For example, while
elementary and secondary school
enrollments rose less than 3 per-
cent from 1980 to 1993, expendi-
tures rose 161 percent. Quality?
SAT scores are flat or falling, Any
private business that performed
that way would have submitted its
Chapter 11 filing long ago.

“The education market today

reminds us of what the health
care business looked like 10 to 15
years ago,” Says Michael Moe,
who heads the growth-company
group at Lehman Brothers Inc.
and is one of the few analysts who
follow education stocks.

There's enormous resistance
to change among entrenched in-

See G_LL\gSMAN, H2, Col 4

GLASSMAN, From H1

terests, he told me, just as there was’

in health. People would say, “You
shouldn’t make money off hospitals,”
just as they're now saying, “You
shouldn’t make money off a child's ed:
ucation.” But changes are happening
and it's inevitable that for-profit firms
will enter what Moe calls “a gigantic
market.”
Some of them are already there
Here is how the tiny education indus
try shapes up:
~m School management. The big name
here is Education Alternatives-Inc.
the Minneapolis-based firm that, unde
?contract with city authorities, rur

nine schools in Baltimore, will soon bx
gin running at least five in Hartfor
and may add another 11 in Washing
ton.

infusion of venture capital money, are

| starting to compete with EAI, but the

market is certainly big enough. If pri-
vate firms take only 20 percent of pub-
lic' elemen and secondary school
revenue 10 years from now, they’ll be

. grossing about $100 billion.

" l?rivate school chains. Last week,
tho Gov. George V. Voinovich (R)
signed a bill creating a pilot voucher
program in Cleveland that helps par-
ents spnd their kids to private schools.
In Milwaukee, a successful voucher
program is about to be expanded.
P{ivate education, perhaps with
public subsidies, may be the wave of
the_ future, But is it a business? The
Edison Project, which originally
planned to start a chain of low-cost pri-
vate schools, evidently doesn’t think
s, but a few companies are making at-
tempts.

= EAl'takes a fee per student that's”

after hitting a high of $48.50 a share

The most prominent is Nobel Edu-
cation Dynamics Inc., based in Media,
Pa. The firm, traded over-the-counter,
will own 52 schools across the country
by year-end and will add at least 42
more in the next three years by up-
grading child care centers into ele-
mentary schools, each with the fancy
moniker Chesterbrook Academy. ’

Nobel even makes a profit: $1 mil-!
lion on $10 million in revenue for the;
first quarter. But it remains a tiny’

DeVry has a low profile (when I
asked Labor Secretary Robert B.
Reich, he said he'd never heard of it),
but it's probably. the best of all the for-
profit education firms, It currently ed-
ucates 15,000 students—35 percent
of whom are black or Latino—on 13
cam| -around the country, offering-
post-secondary degrees up to an MBA.
DeVry is extremely well run. Its tu-
ition is only $6,000, it gets no alumni
contributions, and it last year generat-
ed $12 million in profits on $211 mil-
lion in revenue. '

~ According to an enthusiastic article

in the spring issue of Policy Review,
“At Hughes Communications, the na-
tion’s largest satellite company, 22 of
the 30 engineers responsible for orbit
maintenance ‘are DeVry graduates.
KLA Instruments, which designs quali-
ty control systems for the manufac-
ture of microchips, boasts that a fifth
of its 1,000'employees graduated from
DeVry.” .

[~ Wrtes Stephen Glass: “DeVry has
fo

und that-the best way to attract
more students—over half of whom are
the first in their families to attend col-
lege—is to secure high-paying jobs for

duates. A
i Ei Tere are lots of shady operators in

the technical school business, but De-

\ Vry has maintained a good reputaion
' because it actually delivers what'it

promises. . e

Other highly regarded, publicly
traded technical school chains cited by
analysts: the Apollo Group Inc.,.which
operates the University of Phoenix,
and ITT Educational Services loc.;
which is 83 percent owned by JTT
Corp. and six months ago offered.the
rest of its shares to the public.
They’ve since jumped from $10 o

* $17. ITT/ESI, which earned $4 million

on revenue of $51 million in the first
quarter, operates 56 schools for
20,000 students in 25 states. '

__FUTURE GIANT?

A pioneer in a burgeoning
industry, Educational
Atlte;'ngtwes is off to a bumpy
siart:

Monthly stock prices closes
45
40
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SOURCE: Bloomberg Business News
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company, with a market value of less
than $30 million.

u Technical colleges. “In successful
investing,” Alexander Paris of Barring-
ton Research told me, “it's good to find
a problem, then find a company that
seems to be solving it.” The problem is
that too few Americans are being
trained for well-paying high-tech or
medium-tech jobs. The company with
the solution, Paris and quite a few oth-
fl:urs believe, is DeVry Inc. of Oakbrook,

= Learning programs. This may
eventually be the best business ofj‘al!,
because it requires so little capital and
uses technology that's getting better
and cheaper by the minute, ol
TRO Learning Inc. of Schaumburg,
11, appears especially well positioned,
says Paris. The company sells interac-

tive computer programs (mostly under ,

the brand name Plato) for schools, es-

pecially community lleges, to’ train
and test students in téchnical courses.
TRO, however, has had a tough tirhe
making money; its stock has lad-
- guished for the past two years. *.". -
Sylvan Learning Systems In¢.,
based in Columbia, sells its tutbring
programs in both inner-city schools
(where they're bought with féderal
funds) and in the suburbs, where stu-
dents use them to catch up or g8t
ahead. Sylvan's stock price has - dou-
bled in a year and a half. .
Moe advised keeping an eye «on
Westcott Communications Inc., which
produces educational programs that it
broadcasts through private satellite
television networks to businesses and
classrooms. In 1994, the company
earned $12 million on revenue of.$90
million; sales have tripled in three

years.

—

Ten years from now, will one of
these companies be the Microsoft—or
the Columbia-HCA Healthcarge
Corp.—of education? Perhaps, but
none of the firms is very big, and all
could be outstripped by a newcomer,
Michael Milken, the former junk bord
king of Drexel Burnham LambertInc.,
is among the smart investors who un:
derstand the opportunity. He told the
Wall Street Journal on Friday that’he’s
trying to build his own education com-
pany. “If we are successful,” he said, ‘T
really believe you can have a $50 bil-|
lion or $100 billion company in'the

“field of education.”

Andrew Beja, who follows the sec- |
tor for Advest in Hartford, agrees:
“You don’t know exactly what role the
free-entetprise system will have, but [
guarantee you it will be a lot greater
than it is today.” &

7

Thé Inside Scoop

T trotigh the ead of -
May, only 6 percent.of
the managers of the
2,500 U.S. stock mutual
furids tracked by Lipper
Analytical Services In¢.
had beaten the broad.
market averages. Steven
Halpern, editor of Dick
Davis Digest, says "
“investors should avoid
most mutual funds.” . - -
Most, but not all.
Halpern says these six
funds, run by “exceptional
managers,” are worth -
consideration: Harbor
International, Strong
Opportunity, Mutual
Shares, Brandywine,
Longleaf Partners and
Selected American
Shares. The managers'
common traits, besides |
great track records?
Passion, inner strength,
optimism. '
— James K. Glassman
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~ Ne way to make huge sums
O in the stock market is to fig-

ure out which industries and
companigs will be thriving 10
yeg_r;yfrom now-—and invest in
them. That’s not easy, of course,
but consider the payoff. In 1986,

INVESTING

James K. Glassman

fo.r example, a prescient investor
might have looked at the infant
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roughly the same as the public schools
themsqlves spend, then tries to do a
bgt_ter job. I was impressed on my own
visit a year ago to a Baltimore school
run by EAI, but the company has to
overcome severe political obstacles.
The stock has tumbled by 70 percent
after hitting a high of $48.50 a share
in late 1993; Moe believes it could
double this year.
Other. companies, notably Christo-
pher Whittle’s Edison Project, which is
closely held and recently received an

personal computer business and |
concluded that a certain Red-

mond, Wash., firm that wrote sys-

tems software would boom. A

$15,000 investment in Microsoft

Corp. back then would be worth

more than $1 million today. :
~ My candidate for the hottest in-
dustry in 2005 is education. Right
now, nearly all of the $400 billion
that’s spent on it each year flows
to government entities and to
nonprofits, rather than to com-
mercial firms. But it doesn't take
1 genius to predict that the folks
who manage education today
won't still have their near-monop-
Jly in the next century.

By any objective standard, they
have done a poor job—and the
money to fund their inefficiencies!
is running out. For example, while
elementary and secondary school
enrollments rose less than 3 per-
cent from 1980 to 1993, expendi-
tures rose 161 percent. Quality?
SAT scores are flat or falling. Any
private business that performed
that way would have submitted its
Chapter 11 filing long ago.

“The education market today

reminds us of what the health

care business looked like 10 to 15
years ago,” says Michael Moe,
who heads the growth-company
group at Lehman Brothers Inc.
and is one of the few analysts who
follow education stocks.

There’s enormous resistance
to change among entrenched in-

See GLASSMAN, H2, Col.4
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terests, he told me, just as there was’
in health. People would say, “You
shouldn’t make money off hospitals,’
just as they’re now saying, “You
shouldn’t make money off a child's ed:

ucation.” But changes are happening

and it's inevitable that for-profit firms

will enter what Moe calls “a gigantit

market.”

Some of them are already there
Here is how the tiny education indus
try shapes up:

~u School management. The big name
here is Education Alternatives-Inc.
the Minneapolis-based firm that, unde
contract with city authorities, rur
nine schools in Baltimore, will soon bx
gin running at least five in Hartfor
and may add another 11 in Washing
ton.

mfusg’on of venture capital money, are
starting to compete with EAL, but the
market is certainly big enough. If pri-
vate firms take only 20 percent of pub-
lic' elementary and secondary school
revenue 10 years from now, they’ll be
grops;img abo:; '$}‘00 billion.

u Private school chains. Last week,
Ohio Gov. George V. Voinovich (R)
signed a bill creating a pilot voucher
program in Cleveland that helps par-
ents send their kids to private schools.
In Milwaukee, a successful voucher
program is about to be expanded.

Pfivate education, perhaps with

public subsidies, may be the wave of
the‘ future. But is it a business? The
Edison Project, which originally
planned to start a chain of low-cost pri-
vate schools, evidently doesn’t think
so, but a few companies are making at-
tempts.

= EAl'takes a fee per student that’s”

DeVry has a low profile (when I
asked Labor Secretary Robert B.
Reich, he said he’d never heard of it),
but it’s probably. the best of all the for-
profit education firms. It currently ed-
ucates 15,000 students—35 percent
of whom are black or Latino—on 13
campuses around the country, offering-
post-secondary degrees up to an MBA.
DeVry is extremely well run. Its tu-
ition is only $6,000, it gets no alumni
contributions, and it last year generat-
ed $12 million in profits on $211 mil-
lion in revenue. '
~ According to an enthusiastic article
in the spring issue of Policy Review,
“At Hughes Communications, the na-
tion’s largest satellite company, 22 of
the 30 engineers responsible for orbit
maintenance ‘are DeVry graduates.
KLA Instruments, which-designs quali-
ty control systems for the manufac-
ture of microchips, boasts that a fifth
of its 1,000 employees graduated from
DeVry” - - } :

Writes :Stephén Glass: “DeVry has
found that-the best way: to attract
more students—over half of whom are
the first in their families to attend col-

lege—is to secure high-paying jobs for

duates. _
- iﬁere are lots of shady operators in

. the technical school business, but De-
| Vry has maintained a good reputation
' because it actually delivers what it

The most prominent is Nobel Edu-

cation Dynamics Inc., based in Media,

Pa. The firm, traded over-the-counter,
will own 52 schools across the country
by year-end and will add at least 42
more in the next three years by up-
grading child care centers into ele-
mentary schools, each with the fancy
moniker Chesterbrook Academy.

_ Nobel even makes a profit: $1 mil-|
lion on $10 million in revenue for the;
first quarter. But it remains a tiny'

promises. > s
Other highly regarded, publicly

| traded technical school chains cited by
analysts: the Apollo Group Inc.,.which
operates the University of Phoenix,
and ITT Educational Services Ioc.;
which is 83 percent owned by JTT
Corp. and six months ago offered. the
rest of its shares to the public.
They've since jumped from $10 (o

* $17. ITT/ESI, which earned $4 million
on revenue of $51 million in the first
quarter, operates 56 schools for
20,000 students in 25 states. o

__FUTURE GIANT?

A pioneer ina burgeoning
mdustry,'Educational
/}lte;'n_atwes is off to a bumpy
starti. -

Monthly stock prices closes
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company, with a market value of less
than $30 million.
= Technical colleges. “In successful
investing,” Alexander Paris of Barring-
ton Research told me, “it's good to find
a problem, then find a company that
seems to be solving it.” The problem is
that too few Americans are being
trained for well-paying high-tech or
medium-tech jobs. The company with
the solution, Paris and quite a few oth-
elanrs believe, is DeVry Inc. of Oakbrook,

@ Learni;‘g b;;-g-;m; This 'ma;
business of all,

eventually be the best

Ten years from now, will one of
these companies be the Microsoft—or
the Columbia-HCA Healthcare
Corp.—of education? Perhaps, but
none of the firms is very big, and all
could be outstripped by a newcomer,
Michael Milken, the former junk bod
king of Drexel Burnham Lambert'Inc.,
is among the smart investors who un:
derstand the opportunity. He told the
Wall Street Journal on Friday that“he‘s
trying to build his own education com-
pany. “If we are successful,” he said, “T
really believe you can have a $50 bil-
lion or $100 billion company in’the
“field of education.” : o

Andrew Beja, who follows the sec-;
tor for Advest in Hartford, agrees:
“You don’t know exactly what role the
free-entetprise system will have, but [
guarantee you it will be a lot greater
than it is today.” ’

The Inside Scoop

T trotigh the ead of -

May, only 6 percent.of

the managers of the

2,500 U.S. stock mutual

furids tracked by Lippér

Analytical Services In¢.

had beaten the broad.

market averages. Steven

Halpern, editor of Dick

Davis Digest, says -

“investors should avoid

most mutual funds.” . - -
Most, but not all.

Halpern says these six

funds, run by “exceptional

managers,” are worth -

consideration: Harbor

because it requires so little capital and !

uses technology that's getting better g‘tem:lﬁ'g;;"ﬁg&';gl

and cheaper by the minute, i St?f:)e : Braﬁ diiing
TRO Learning Inc. of Schaumburg, S, g

111, appears especially well positioned g?ﬁ:; iartners and
g . AR merican

says Paris. The company sells interac- Shares, The managers’

tive computer programs (mostly under .

common traits, besides |

the brand name Plato) for schools, es-

o, : ; great track records?

mt‘;‘:m%t Hege;i-‘t:g train Passion, inner strength,
NIS0S. optimism.

TRO, however, has had 2 tough tirhe - James K. Glassman

making money;

based in Columbia, sells its tu
programs in both inner-city sch

its stock has lar-
guished for the past two years. *.~. -

Sylvan Learning Systems JIné.,
tbring
ools

(where they’re bought with féderal
funds) and in the suburbs, where stu-
dents use them to catch up or get
ahead. Sylvan’s stock price has dou-

bled in a year and a half. .
Moe advised

keeping an eye on

Westcott Communications Inc., which

produces educational programs that, if
broadcasts through private satellite

television networks to businesses and

classrooms. In 1994, the company
earned $12 million on revenue of $90
million; sales have tripled in three
years. .
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MEMORANDUM TO THE PR;:}BENT

LEON PANETTA
DOUG SOSNIK

FROM: Harold Ickeq:EZa/

SUBJECT: Dwayne Andreas

Attached is a copy of a recent article from New York magazine, of
10 July 1995, about Dwayne Andreas’ relationship with Senator
Dole. The article also claims that the Environmental Protection
Agency was originally in sympathy with environmental groups who
think ethanol is a waste of time, but EPA did an "about-face"
after the 1992 election when Andreas dollars began to flow to the
DNC and ordered gasoline refiners to use ethanol instead of
methanol which, according to the article, is cheaper and cleaner
than ethanol. "In essence, the EPA determined that 10% of the
gasoline sold in the US would have to contain ethanol."




EFORE HE DIED, RICHARD NIXON
gave Bob Dole some political
counsel. To win the
Republican nomination, Nixon
advised, Dole should run “as
far as you can to the right”
because that’s where the GOP
primary voters are. But after
winning the nomination, Dole should
“run as fast as you can back to the mid-
dle.” Dole—in all things Nixon’s disci-
ple—has so far followed the plan to the
letter. He has savaged the merchants of
rap, gleefully obstructed the nomination
of Henry Foster, and repeatedly professed
his devotion to “reining in government,”
as he terms it. So far, the right seems
impressed; Dole’s long history of moder-
ate squishiness—his sponsorship of civil-

ob Dole’s Sugar Daddy

Thanks to the Senate majority leader’s gaod offices, Dwayne Andreas and
Archer Daniels Midland are the nation’s No. 1 corporate-welfare case.

Why so smug, Dwayne?
One word: ethanol.

because -the Decatur, Illinois-based

rights bills and tax hikes—is fading from company wanted to do something with
memory. But Bob Dole will deserve to be corn by-products. But it needed political
called a real conservative only when he help, since its cost of production left
denounces the purest boondoggle in the ethanol uncompetitive with gasoline. In

federal budget: the giant corporate-wel-
fare apparatus that supports his friend
Dwayne Andreas.

but you’ve surely eaten his processed-
food products. i
largest shar

Midland, the agribusiness conglomerate
that advertises itself on the Sunday-
morning chat shows as “Supermarket to
the World.” ADM buys wheat, soy-
beans, and corn and converts them into
those curious-sounding ingredients like
high-fructase corn syrup and partially
hydrogenated soybean oil without which
Bugles, TV dinners, and Cheez Whiz as
we know them would be impossible.
Andreas is also the most adept cultiva-
tor of government subsidies since the
railroads were built. There.are few
important elected officials he has failed
to befriend and assist. But it is the Dole-
Andreas relationship more than any
other that stands as a case study in the
legal corruption of politics, and as an
explanation of why, in the midst of a
budget-cutting frenzy, some of the juici-
est handouts aren’t even in jeopardy.

You may not know Andreas’s name, viable,

1978, Dole secured the 54-cents-a-gal-
lon exemption from the federal highway
tax that made ethanol economically
then, he has introduced
more than 50 bills to promote its

He has extended the subsidy, prodded
the Agriculture Department to donate
its corn surpluses to ADM, demanded
tariffs to block Brazilian ethanol, and
fended off attempts by competing prod-
ucts to get in on the action. And though
Bill Bradley and a few other noble souls
have fought the ongoing subsidy, worth
$3.5 billion over the next five years, it
seems truly ineradicable. In the words of
a Prudential Securities research report
of last year, “Ethanol’s well-known
exemption from the federal fuel tax
through the year 2000 remains safe, in
our opinion, as long as Senator Dole . . .

retains his substantial political clout.”
In the past, Dole has justified his
defense of ethanol by claiming it as legiti-
mate pork barrel—it helps corn farmers
in his home state. But what of his avid
defense of another Republican budget
survivor, the sugar program? There aren’t
any sugarcane growers in Kansas. Dole’s

than advancing the cause of the synthet-
ic fuel ethanol. Ethanol came into being

Dole has performed many services to.position makes sense only when you

understand that the market for another
ADM product, the corn-based sweetener
fructose, depends on Congress’s artificial-

" ist. He simply writes big checks.

ly inflating the price of its competitor,
sugar. The sugar and ethanol causes are
related, of course. “It’s a cascading sub-
sidy,” says Rob Shapiro, an economic ana-
lyst at the Progressive Policy Institute.
“They start out with a subsidy for corn
and produce comn syrup, whose price is
supported by the sugar quota. Then they
take the refuse and make ethanol with a
60-cents-a-gallon subsidy. This is proba-
bly the least subtle case of corporate wel-
fare out there.”

ilses b A ST T,
legalized bribery. And 50 S Tiot_§50
legalized. In 1972, he gave a secret
$25,000 cash contribution to his close
friend Nixon that found its way (via G.
Gordon Liddy) into the account of one of
the Watergate burglars. Two years later,
he was indicted (though ultimately
acquitted) of passing his close friend
Hubert Humphrey an illegal contribution.
A few years after that, he was revealed to
have given a bundle of ADM stock to the
family of yet another close friend, a Carter
nominee to the Commodity Futures
Trading Corporation. Since then, Andreas
has tried to maintain a low profile, though
he occasionally makes it into the news for
doing things like buying Carter’s peanut
farm for $1.2 million. He shuns the press
and avoids having anything so gross as a
Washington office or a registered lobby-

Campaign cash is the least of it. Since
individuals and corporate PACs can-donate
only limited amounts to candidates,

22 NEW YORK JULY 10, 199§

Photograph by Steve Woit.
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Andreas and ADM have given Dole less
than $100,000 in direct contributions
over the years. But Andreas has found
other ways to express his gratitude. Most
notoriously, Andreas sold the Doles an
apartment in an exclusive Bal Harbour,
Florida, co-op he. runs, at the below-mar-
ket price of $150,000. (Howard Baker,
David Brinkley, and Bob Strauss are also
Andreas-sponsored neighbors.) Dole has
use of ADM’s corporate jet, a privilege he
has taken advantage of 29 times since
1993, according to Newsweek. When
Elizabeth Dole became chairman of the.
American Red Cross, Andreas sent the
charity a half-million-dollar check to wel-
come her, and another half-million the
next year. He has given $275,000 to
Dole’s foundation for the disabled, and
$100,000 to the recently closed Better
America Foundation, a Dole front.
“Despite all the money he’s given, it’s a
drop in the bucket compared to the hun-
dreds of millions that have accrued to
Andreas and ADM because of his political
connections,” says Charles Lewis, director
of the Center for Public Integrity, an anti-
| lobbying group. “It’s chump change.”

) Dole, of course, has no monopoly on

<> vice. PA was originally in
sympathy with envxrommm_gfﬁhps

that think ethanol is a waste of time
since it may actually raise smog levels
and a gallon of the stuff produces only as
much energy as was used to create it. But
after the 1992 election, when Andreas-

[~ bucks' began to flow to the i
< i!:ter Ero UsI0] i € ton EPA %’d

’ana ]

i dhea i eATer TeSeene
ich is chea C T. IL. €SSence
the EPA determin percent of
e gasolme SO|

) to contain ethanol. Given that the bulk

of the nation’s ethanol-production capac-
ity belongs to ADM, this amounted to a
} dirigiste allocation of market share to a

single, favored company. When the issue
came up for a vote in the Senate, Al
‘Gore broke a 50-50 tie in ADM’s favor.
Oil companies subsequently sued to
reverse the EPA’s decision and in April
won their case, but the EPA is appealing.
Should it prevail, the total cost of the
ethanol boondoggle will increase to $1
billion a year, while boosting the price of
gasoline as much as 7 cents a gallon.

In a rare interview last year, Andreas

| told the Houston Post that there was no

such thing as a free market. “People who
are not in the Midwest do not understand
that this is a socialist country,” he said.
Maybe this is what Nixon had in mind for
the general election: junk-food collec-
tivism. Dole’s slogan could be “Socialism
in one company —or perhaps “All power
to the Soy-viets.”
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4 July 1995

MEMORANDUM FOR THE P ﬁ%IDENT
LEON PANETTA
ERSKINE BOWLES

ce: ‘.Iiiiiiiiiiillﬂr'.__isp U3 ooy
N St
Harold Ickes 6527

FROM:

SUBJECT: Meeting with Congressman John Murtha of
Pennsylvania

On 28 June, Doug Sosnik and I met with Congressman Murtha at his
office. He made a number of points.

Jobs are the key to Pennsylvania. He suggested that you go to
the Philadelphia shipyard sometime in September or October this
year to focus on the transition of that yard from relying almost
completely on public (defense) contracts to private contracts.

It is critical to win western Pennsylvania, where gun control is
very tough issue. He suggests focusing on locks and dams,

high-tech software in the Pittsburgh area, airports, which are a
very large employer, as are hospitals and medical professionals.
He also suggested focusing on education, stressing that
universities are large employers, and the need to provide easier
access to education through a decent student loan program which
you have promoted.

Hg_gugsglg_gg_thg_w1sdom of having the Vice-President 1ntroduce
you. In his view, it makes you look weak. R

He said you should not, under any circumstances, overturn or
change the BRAC's report. It will make you look political and
weak.

He thinks you are doing the right thing with the Japanese.
On balance, he thinks you can win. The two critical issues, as

far as he is concerned, are jobs and presidential
strength/leadership/character.



N

Colin Powell: He does not think Colin Powell will run, but that
he is under extreme pressure to do so. He urges that you call
him from time to time and seek his advice. He thinks that
certain Blacks in Congress are trying to get Powell to run.

Democratic State Committee: He thinks Mark Single will make a
good state chairman, but he emphasizes that we will need our own
person and operation in Pennsylvania.

He thought that Linda Rhodes, who is now at the Social Security
Administration, did a very good job as State Chair, although she
is a tad liberal for his district.

e urged that we talk with Kathleen Baker Noll (Knoll) who is
very well-liked by activist women in Pennsylvania and who did a
very good job as Pennsylvania State Treasurer. Her daughter is

urrently running for Treasurer. (She may be pro-life.)



THE WHITE. HOUSE
WASHINGTQON

July 10, 1995

Mr. Pr;:;ébgt:

This memo from Carol Rasco
summarizes a report on
modernizing Medicare by

Lynn Etheredge. If you

want to see the report itself
"we'll send it up. -

By, S




THE WHITE HOUSE
WASHINGTON

July 7, 1995 955“_ 7 PB: 31

MEMORANDUM FOR THE PRESIDENT
FROM:: Carol H. Rasco
SUBIJECT: Lynn Etheredge's Report on Medicare

Lynn Etheredge has just completed the attached report that provides solid recommendations about -
how the Medicare program can be modernized. It is a well-written and researched analysis that
documents the current shortcomings of Medicare and provides specific suggestions about how we can
move the program into the 21st century. In short, he advocates utilizing the best of private sector
competition, quality and accountability innovations without undermining the program.

As you may recall, Lynn is a consultant who has worked closely with both Republicans (OMB career
under Reagan) and Democrats (your health care transition team and as a consultant last year to
Kennedy's Labor Committee.) Most recently, he has been associated with the Jackson Hole group.

He is well respected by all sides and is shopping the concepts outlined in this paper to moderate
Republicans and Democrats.

The good news is that much of what Lynn is advocating is consistent with the Medicare
restructuring/managed care enhancement package you explicitly and/or implicitly included in your
balanced budget alternative. His recommendations would empower beneficiaries and the Medicare
program itself, without fundamentally destroying the current system that has gained the
overwhclmmg support of the public. They would contribute to your goal of providing more efficient
options without financially coercing beneficiaries into plans they otherwise would not choose. Most
importantly, they represent an alternative to the status quo that can be used to counter Republican
voucher proposals. In short, your proposal has choice with security, whereas the Republicans are
financially coercing beneficiaries into capped managed care plans. The approached outlined by Lynn
would likely have the added benefit-of being well received by the business, the managed care, and
the aging advocacy communities.

While we would probably have to push HHS on some of Lynn's recommendations —— particularly
with regard to a timely implementation schedule —— we believe the current environment has made

the Department much more receptive and encouraging of movement in this direction. Donna Shalala,
in particular, would probably love to embrace them.

I wanted to share this with you now because I think it is particularly timely relative to the inevitable
upcoming Medicare reform debate. I have asked Chris Jennings to stay in close touch with Lynn
and to continue to have appropriate White House and Department representatives review our '
substantive and political positioning strategy vis a vis Medicare. Unfortunately, because of the
perception that we (and HCFA in particular) are not sufficiently open to the types of suggestions
Lynn has raised, we must be careful about how and when we move this type of agenda to ensure that
the Administration gets its due credit. Attached is a one-page summary of Lynn's recommendations.

cc: Alice Rivlin
Laura Tyson



HIGHLIGHTS OF ETHEREDGE'S MEDICARE REFORM RECOMMENDATIONS

Medicare's mission philosophy needs to be revised to emphasize Medicare as a
health plan. Most importantly, Medicare needs to become accountable, not just for
insurance to pay bills and protect financial assets, but for improving the health of its
enrollees, by providing preventive health measures and quality medical care.

Medicare should have new authorities to purchase health care on the basis of
explicit quality and other criteria and competitive performance. To improve
Medicare's performance, Congress needs to provide authority to move beyond the
limits of regulatory rule-making and price-setting so that Medicare can adopt the
same types of successful purchasing techniques pioneered by private-sector pay.
(This is very similar to the Clinton Administration PPO and point of service options.)

Report cards that assess Medicare's performance on the basis of cost, quality,
outcomes, and service need to be utilized so that the program can be held
accountable by enrollees and policymakers. These measures need to reflect a wide -
range of criteria, including preventive care, quality of care, consumer satisfaction, and
health outcomes, and should also apply to competing private health plans. Report
cards should show national, state-level, and market—area performance.

Medicare needs to adopt competitive purchasing of standardized services and

supplies, including durable medical equipment, laboratory testing, radiology, and
outpatient surgery.

Medicare needs to significantly expand its use of centers of excellence and
specialized services contracting. Medicare now uses such concepts in its coverage
for transplant services; private-sector plans use selective contracting even more widely
for many forms of surgery, cancer care, and mental health. Intelligent purchasing by
Medicare would produce better quality, cost, and service competition among providers,
to the benefit of Medicare beneficiaries and taxpayers.

A national strategy for clinical effectiveness and outcomes studies for the
Medicare population needs to be implemented by analyzing the Medicare data to

identify procedures with wide variations that seem likely to reflect overuse and
underuse. '

Medicare needs to be better empowered to drop providers who are contributing
to a significant fraud and abuse problem in the program. :
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Reengineering .. . is the fundamental rethink-
ing and radical redesign of business processes
to achieve dramatic improvements in critical

contemporary measures of performance, such

as cost, quality, [and] service.

—Michael Hammer and James Champy,
Reengineering the Corporation

At the time of its enactment 30 years ago,
Medicare was patterned on the health insur-
ance models widely used by private employ-
ers and insurers for the under-65 population.
In this model, the primary administrative
function of insurance companies and of the
Medicare program was simply to pay bills.

‘Today, Medicare remains essentially a bill-
paying insurance program, with the addition
of national formulas for hospital and physician
payment rates.

In recent years, the private sector has
moved beyond this traditional insurance mod-
el. Private-sector payers are no longer simply
paying bills but are using a variety of evolv-
ing purchasing techniques, in a competitive
marketplace, to restrain costs and improve
quality and service. Among these purchasing
strategies are many forms of selective, compet-
. itive contracting; capitation and risk-sharing
,arrangements provider performance stan-

dards, with incentives, penalties, and continu-
ous quality improvement goals; management
of high-cost cases; centers of excellence for
transplants, heart surgery, cancer care, and
other treatment; prevention and chronic dis-
ease management initiatives; consumer infor-
mation and incentives; specialized contracting
for pharmaceutical benefits, substance abuse,
mental health, and other services; and special-
ized claims-auditing firms to deal with fraud.
Individuals with benefits offered by large
employers—including, through the Federal Em-
ployees Health Benefits Program (FEHBP), the
nation’s political leaders and federal workers—
are usually able to make choices among a num-
ber of health plans on the basis of provider
networks, cost, quality, service performance,
and other features.

In this new purchasing environment, private-
sector employers and consumers are increas-
ingly able to make informed choices—to hold
providers (and the plans that contract with
them) accountable—through the use of tools such
as the National Committee on Quality Assur--
ance’s (NCQA's) “report cards,” which are
based on the Health Plan Employer Data and
Information Set (HEDIS), and other quality
measures, such as health outcomes. The HEDIS
data set includes more-than 60 quality, service
access, patient satisfaction, outcomes, and other
performance measures, including preventive
care (such as immunizations, mammography
screening, and eye exams for diabetics) and
signal indicators for poor quality (such as inpa-
tient admissions for asthma and treatment fol-
lowing heart attacks).

In the current political cllmate, there is great
interest in the federal government's making
available to the Medicare population a broader
choice of competing private health plans that
use such purchasing technologies. Today, health
maintenance organizations (HMOs) and other
private plans enroll only about 10% of the
Medicare population. Among the many mea-
sures that could open up more plan options are
an FEHBP-type "managed competition” ap-
proach that would allow Medicare béneficiaries
to make informed choices among a wide range
of HMO, preferred provider organization
(PPO), Medicare Select, medigap, and other
plans during an annual open season. Other op-
tions being discussed involve workers staying
with employer/association plans after turning
age 65 or some use of medical IRA accounts
and catastrophic coverage. Much of theratten-
tion in Congress now centers on the policy
questions involved in structuring new options -
for Medicare enrollees.

As a complete reform strategy, such options
would fall short. They do not reform the basic
Medicare program. Over 90% of Medicare’s
spending is through the fee-for-service model. -
As of January 1, 1995, 19 states had no Medi-
care HMO enrollees and 32 states had 1% or
fewer of their Medicare-eligible populations



enrolled in HMOs. A handful of states—
including California (42% of Medicare HMO
enrollees) and Florida (17% of Medicare HMO
enrollees)—accounted for most of the Medicare
HMO membership.! Even with an FEHBP-type
arrangement and optimistic growth assump-
tions about private plan enrollments, many fac-
tors make it likely that most Medicare eligibles
in most states will still be in the program for the

rest of the decade and beyond.? In its traditional

bill-paying mode, the Medicare program has
very few tools for dealing with the volume,
intensity, and quality issues that are its major
cost-drivers. Thus, devising a strategy for fun-
damental reform of the basic Medicare pro-
gram—"reengineering” Medicare—is essential
not only to deal with budget issues but also to
achieve improvemients for the 37 million people
who depend on the program.

What should be done about the basic Medi-
care program? What would be in the best in-
terest of its 37 million elderly and disabled
enrollees?

This paper considers the question of wheth-
er Congress should give Medicare the same
types ofiauthorities that are available to its
private-sector competitors—particularly au-

- thorities’to use new purchasing techniques—
-and require performance accountabilities for
their use through HEDIS-like quality and
health outcomes measures. Should not the
nation’s elderly and disabled, as well as tax-
payers, ask for and expect a state-of-the-art
Medicare program? If this approach were
adopted, Medicare-eligible individuals would
be able to enroll either in a Medicare program
that is working hard to provide the best econ-
omy, quality, and services or in competing
private-sector health plans that are paid equiv-
alent (risk-adjusted) capitation amounts. One
might expect that, over the long term, both
taxpayers and Medicare-eligible persons
would benefit by such competition.

At the most general level, reforming the
Medicare program in this way would start
with three fundamental changes:

m A revised mission philosophy that emphasizes
Medicare as a health plan. Most importantly,
Medicare would need to become accountable,
not just for insurance to pay bills and protect
financial assets, but for improving the health
of its enrollees, by providing preventive
health measures and quality medical care

~ ® The adoption of “report cards” that assess Med- -

icare’s performance on the basis of cost, quality,
outcomes, and service so that it can be held ac-
countable by enrollees and policymakers. These
measures need to reflect a wide range of
criteria, including preventive care, quality of

- care, consumer satisfaction, and health out-
comes, and should also apply to competing
private health plans. Report cards should
show national, state-level, and market-area
performance.

The measures that could be used by a refor-
mulated Medicare can be illustrated by com-
paring current official data reports with new
health-related data that could be a basis for
the above-described report cards. The most
extensive public accounting for Medicare’s
operations is the Medicare and Medicaid Statisti-
cal Supplement published in February 1995.¢ Its
more than 370 pages are filled with statistics
that emphasize financial, workload, and
claims-paid data, such as hospital days of care
and expenditures, that are appropriate to a
traditional health insurance program. No-
where are there measures of quality of care
and improved health status or reports on en-
rollee satisfaction.

Two recent studies highlight the kinds of
health-related measures that might be*uséd to
assess Medicare’s future performance as an
accountable health plan. The Physician Pay-
ment Review Commission (PPRC) and the
RAND Corporation have recently developed a
set of approximately 50 quality measures that
can be implemented, using-claims data, for the
current Medicare program. Several measures,
which have been run against Medicare’s na-
tional claims data, are shown below in Table
1. A number of them are similar to the



NCQA's HEDIS measures used for private-
sector health plans. In the view of the physi-
cian consensus panels developing the mea-
sures, these are “necessary care” indicators;
that is, professionally acceptable practice
should be near 100% compliance.

TABLE 1

Clinically Based Indicators of
Quality of Care for the Elderly
Medicare Claims Data, 1992 and 1993

Breast Cancer

For patienbs.with breast cancer,
interval from biopsy to surgery
less than 3 months 64%
Man\mography every year for

patients with a history of

breast cancer 61%

Mammography every 2 years
in female patients ' 39%

Diabetes

Eye exam every year for patients
with diabetes 38%

Heart.Problems

Visit within 4 weeks following
discharge for patients hospitalized

with MI :

EKG during ER visit for
unstable angina

84%

81%

Mental Diagnosis

Visit within 2 weeks following
discharge of patients hospitalized

for depression 95%

The PPRC-RAND study shows several qua-
lity indicators on which the care received by
Medicare elderly patients merits an "A”
(95%+) on a nationwide basis. But it also high-
lights a number of prevention indicators, such

as mammography and eye exams for diabetics;,
for which there should be failing grades, *D”
or “F,” as well as many indicators in the 60%
to 85% range where care falls well below pro-
fessional standards. The study also highlights
particular problems for minority populations
and for rural and underserved areas.’

Another recent study, by Lewin-VHI for the
National Institute for Health Care Manage-
ment, analyzed Medicare hospitalization rates
for three diagnoses that are sensitive to good
ambulatory care and preventive measures. For
1992, the study reported Medicare hospitaliza-
tion rates for asthma to vary by more than 3:1
among states, hospitalization rates for diabetes
by more than 5:1, and hospitalization rates for
hypertension by more than 8:1. Even after
statistical adjustments for demographic charac-
teristics, several-fold variations still remained.t .

Given such statistics, any presumption that
Medicare has already become the “gold stan-
dard” of quality care and that it is up to its
competitors to prove their superiority should
be put aside. Medicare’s performance needs to
be measured and accountable on the same
basis as its competitor plans, so its enrollees
can make informed choices.

The third fundamental change that would
need to occur for Medicare to become more
like a state-of-the-art accountable health plan
is the following:

® Medicare should have new authorities to pur-
chase health care on the basis of explicit quality
and other criteria and competitive performance.
Within the many statutory constraints Medi-
care has to operate under as a government
program, it has generally been run effec-
tively, efficiently, and with continuing im-
provement and innovation. Given its con-
straints, Medicare is now about as good a
program as it can be. But, in nearly every
area—such as three-year-long rule-making
processes, volume increases and quality
assurance issues, fraud and abuse, and rap-
idly rising budget costs—it is clear that
Medicare cannot deal as effectively as it



needs to with the complexity and pace of
change in today’s health system, nor can it
hold physicians, hospitals, and other provid-
ers accountable for improving their perfor-
mance. To improve Medicare’s performance,
Congress needs to provide authority to
move beyond the limits of regulatory rule-
making and price-setting so that Medicare
can adopt the same types of successful pur-
chasing techniques pioneered by private-
sector payers. Such evolution could build
incrementally through many Health Care
Financing Administration (HCFA) initia-
tives, but, if fully reengineered, the Medi-
care program would be quite different a
decade hence. Such changes will require a
new bipartisan political consensus.

The next section elaborates on management
challenges for the Medicare program’s future if
it is to be an effective health care purchaser.
Following that is a discussion of specific legisla-
tive changes needed to allow Medicare to be an
effective purchaser and competitive health plan.
A third section sketches a research agenda for
developing a Medicare management strategy to
use these new statutory authorities. A final sec-
tion discCusses issues related to competition be-
tween a reengineered Medicare program and
" competing private-sector health plans.

THE CHALLENGE OF MEDICARE
MANAGEMENT

For the federal government, serious efforts
to manage Medicare as an accountable health
- plan would be among the most enormous and
complex tasks it has ever undertaken. To put
the task on the scale of private-sector enter-
prises, the Medicare program, with $160 bil-
lion of spending in 1994, has passed General
Motors—with $154 billion in revenues, the
nation’s largest private company—to become
the nation’s largest business-type operation.”
In 1994, only three privately managed U.S.
corporations (General Motors, Ford, and Ex-
xon) had more than $100 billion in revenues,
11 had $50 billion or more in revenues, and
110 had $10 billion or more in revenues. To-

day, 37 million persons depend on the Medi-
care program. Within 30 years, as the baby
boom generation retires, Medicare will be pur-
chasing health care for about 70 million per-
sons, and its annual 5pendmg will be many
times greater than it is today.

An understanding of the challenges of chart-
ing Medicare’s future begins with an under-
standing of the scale involved. Nevertheless,
there is a widespread misperception about the
Medicare program that must be dealt with to
understand just how difficult it will be to
manage the program. That is the myth of uni-
formity, predictability, and gradual change.

Medicare can seem to be a deceptively sim-
ple and easy-to-reform program. Its enroll-
ments, financing, and benefits are defined in
statute. It has a centralized administrative
structure (DHHS/HCFA); a uniform set of _
regulations; payment rates for hospitals, physi-
cians, and other services that are specified by
national formulas; and a national quality as-
surance/peer review structure, the Profes-
sional Review Organization (PRO) system.
Individuals who are not health services re-
searchers also tend to presume that health
care is enough of a science that area-to-area
rates of service use will be roughly uniform
and that clinical practices change gradually,
primarily as a result of the steady accumula-
tion of scientific data. A misperception that
the health care system is evolving in gradual,
uniform ways is also reinforced by national
health expenditure and Medicare actuarial
data that aggregate a vast number of complex
changes and variations into single categories
such as “intensity.” :

The following selection of data illustrates
how far assumptions of uniformity and steady
change are from the Medicare program'’s reality.

m Hospital use. Even on a regional basis, Medi-
care enrollees' use of hospital care varies by
a ratio of 2:1—from 1,735 days/1,000 en-
rollees in the western states to 3,455 days/
1,000 enrollees in the northeastern states in
1992. As they have for years, hospital



lengths of stay continue to average about
50% longer in the northeastern states (10.4
days) than for the western states (6.7 days).®

Rates of change in hospital use by diagnosis-
related groupings (DRGs). In the 1988-1992
period, hospital discharges for Medicare
enrollees rose by 8.3%. Of the 65 leading .
DRGs, however, only 12 had increases be-
tween 0% and 20%. Seventeen DRGs had
increases of 20% to 40%, 9 rose by 40% to
60%, and 5 increased by more than 60% in
the four-year period. The most rapid in-
creases were reported for DRG 88 (chronic
obstructive pulmonary disease), 219%; DRG
462 (rehabilitation), 103%; and DRG 214
(back and neck procedures with complica-
tions and /or comorbidities), 75%. Dis-
charges declined for 22 DRGs. Eleven DRGs
had declines of between 0% and 20%; 8 de-
clines were in the 20% to 40% range; 3 de-
clined by over 40%. The DRGs that de-
creased most were DRG 90 (simple pneumo-
nia and pleurisy) and DRG 96 (bronchitis
and asthma with complications and/or co-
morbidities), which had declines of 52% and
58%, respectively.’ : .

Nursing home use. Rates of nursing home use
varied by 6:1 across states. Minnesota resi-
dents used 1,364 days/1,000 enrollees, Con-
necticut residents 1,235 days/1,000 enrollees,
and Indiana residents 1,067 days/1,000 en-
rollees in 1992. Among the low-use states
were Maine (248 days/1,000 enrollees),
Oklahoma (326 days/1,000 enrollees), and
New Hampshire (327 days/1,000 enrollees).

Home health use. The rate of home health
visits per 1,000 enrollees varied by more
than 17:1 among states in 1992. The high-
use states included Mississippi, with 11,786
visits /1,000 enrollees and Tennessee, with
11,717 visits/1,000 enrollees. At the other
end of the range were Hawaii, with 668
visits /1,000 enrollees, and South Dakota,
with 969 visits/1,000 enrollees."

Growth rate in part B spending. Over the
1986-1992 period, Medicare part B annual

expenditures rose at a national average of
8.8%. Here again, substantial national diver-
sity, rather than uniformity, is the dominant
pattern. The rate of increase varied more
than 3:1 among states—from 4% to 5% an-
nually in California and Hawaii to between -
13% and 16% annually in South Carolina,
Delaware, Kansas, Nevada, and North Caro-
lina.” oy

® Growth in physician procedures. Over the
1991-1994 period, the growth rate of Part B
-services averaged 3.5% annually. Behind
these averages, however, were quite differ-
ent and rapidly changing patterns for differ-
ent services. Echocardiograms increased at a
19.3% annual rate, angioplasty at 17.1% an-
nually, MRIs at an 11.9% rate, arthroscopy
at 9.1%, coronary artery bypass grafts at
8.8%, and joint prostheses at 7.3% per year.
Among the declining procedures were trans-
urethral prostate surgery, falling 9.9% annu-
ally, and cataract lens replacements, falling
2.3% annually.®

A common-sense view might be that high-
use areas would probably also be areas of
high overuse. This assumption was rigorously
tested by RAND researchers using 1981 data
for three procedures: carotid endarterectomy,
coronary angiography, and upper gastrointes-
tinal tract endoscopy. The rates per 10,000
elderly varied among three sites by 3.8 times
for carotid endarterectomy, 2.3 times for angi-
oplasty, and 1.5 times for upper gastrointesti-
nal tract endoscopy. Their findings were that
rates of inappropriate use were not much dif-
ferent between low-use and high-use areas.

- However, rates of inappropriate use for all

three procedures were significant, ranging
from 17% to 32%."

One might be skeptical about some of the
Medicare-reported trends. (Were there really
major epidemics of chronic obstructive pulmo-
nary disease and complicated back and neck
problems requiring hospitalization of the el-
derly that escaped the national media atten-
tion in 1988-92?) But Medicare has spent a



great deal of effort and money to improve its
data systems. To the extent that Medicare’s
payments do not accurately reflect the services
being provided to its beneficiaries, then far
more is wrong about provider billings (and
Medicare administration) than data errors.

REENGINEERING MEDICARE
MANAGEMENT

The only way we're going to deliver on the
full promise of reengineering is to start reen-
gineering management.

—James Champy

If Medicare were to be operated in a more
business-like way, what important changes
should Congress consider making in the Medi-
care program'’s authorities? Many government-
sponsored activities do have flexibility similar
to that found in private-sector businesses;
these activities include the Tennessee Valley
Authority and other power marketing authori-
ties, the Government National Mortgage Asso-
ciation, and the Federal Reserve Board. But
granting Medicare, with $175 billion in pur-
chasing power and 37 million enrollees, a freer
rein will need to be done carefully and
. watched vigilantly.

In general terms, Medicare needs the authority
to select providers based on quantifiable measures
of quality, outcomes, and service and to use com-
petitive purchasing. The heart of a private-sector
plan’s ability to improve quality and assure
accountability is its capacity to decline to do
business with poor performers and to move -

“business toward better performers. In contrast,
Medicare is the prime remaining example of
the traditional insurance “any willing pro-
vider” philosophy. To be certified as a Medi-
care provider usually requires little more than
state licensure or accreditation by certifying
organizations that are provider-dominated.
Congress has created a virtual entitlement for
health care providers to participate in Medi-
care. Competitive procurement is a standard
business method for assuring good quality,

cost, and service, and it should also be avail-
able for Medicare administrators. ‘

Among the areas for possible use of such
authorities are:

u Competitive purchasing of standardized services -

and supplies, including durable medical ,
equipment, laboratory testing, radiology,
and outpatient surgery

™ Establishment of explicit quality and service

performance standards and refusal to do business
with providers that do not measure up. For the
welfare of its beneficiaries, Medicare needs
to move beyond the minimal participation
requirements that are now set in legislation.
New standards for providers should include
the HEDIS-type “report card” and health
outcomes measures for which the Medicare
program will be accountable (for example,
physicians who fell below certain standards
in providing mammography screening for
their patients would be dropped from the
program).

Development and use of centers of excellence and
specialized services contracting. Medicare now
uses such concepts in its coverage for trans-
plant services; private-sector plans use selec-
tive contracting even more widely for many
forms of surgery, cancer care, mental health,
and so forth. Major expansions may be pos-
sible to develop disease management and
preventive services for patients with chronic
or high-expense illnesses and for disabled
enrollees. Intelligent purchasing by Medi-
care could call forth better quality, cost, and
service competition among providers, to the
benefit of Medicare beneficiaries and tax-
payers. To preserve Medicare’s role in as-
suring a broad choice of providers, Medi-
care enrollees might still be able to go to
non-preferred providers, but with higher co-
payment rates.

Use of case management for high-cost patients.
Most private-sector health plans have the
flexibility to work with high-cost patients to
develop service packages, such as home



care, that can better meet their needs. The
Medicare statute does not permit such flexi-
bility, even when it would be in the best
interests of the patient and the program.
With so many frail elderly and disabled
patients, Medicare might be able to make
good use of such authorities.

Elimination of notice of proposed rule-making
process for purchasing. Like Gulliver tethered
by many bonds, the Medicare program'’s

- effective use of its purchasing power is held
back by numerous technical constraints,
some of which are appropriate to a rule-
making administrative style but not to a
business-type operation. Most important of
these is the Notice of Proposed Rule Making
requirements that now involve at least a
three-year process for major Medicare policy
initiatives or changes. Such rule-making is
frequently, in essence, simply a statement of
contractual terms, that is, what Medicare
will and will not pay for, under what terms,
and in what circumstances. A private busi-
ness that had to go through a three-year
process any time it wanted to write or re-
vise a contract with its suppliers would
probably be in the same financial predica-
ment as the Medicare program.

,»"

Authorization for Medicare simply to drop provid-
ers in the best interests of the program to deal
with fraud and abuse. In recent testimony, a
Government Accounting Office (GAO) official
noted that the Medicare program is “over-
whelmed” by fraud and abuse and that it is a
“particularly rich environment for profi-
teers.”” Among Medicare’s many problems
are the difficulties of kicking providers out of
the program and the limited resources made
available by the Department of Justice. A
recent GAO study based on studies of claims
denial rates for 74 services across 6 carriers
noted that one-half of denied claims were
submitted by between 2% and 11% of provid-
ers.'® Acting as a business-type purchaser,
Medicare would have authority to simply
stop doing business with any supplier, at its
discretion. In areas of widespread fraud,

Medicare might also be allowed to engage
private-sector law firms to recover on behalf
of the government.

Authorization for Medicare to organize and con-
tract for quality assurance at its discretion. Since
1965, the major initiative to improve Medi-
care quality has been enactment of the PRO
system. It is an expensive program (costing
some $325 million in 1994), deals almost ex-
clusively with inpatient hospital care, and has
been of questioned effectiveness. The 53

-PROs are provider-dominated organizations.

Most are physician-sponsored, for example,
by local medical societies, and typically have
a board of directors composed primarily of
physicians and other provider representa-
tives. Medicare Part B services are largely
subject to quality review by the claims-paying
carriers. As noted in an Institute of Medicine
report on Medicare quality improvement, the
implementation of a new health-oriented mis-
sion for the Medicare program will require
far-reaching administrative, contractual, and
other changes that include reconsideration of
PRO, carrier, and HCFA roles.” Would a pri-
vate-sector purchaser, intent on improving :
quality of care, want to be constrained to ‘con-
tracting with a medical society or provider-
dominated organization?

Publicity about data on quality and. service.
With the advent of HEDIS and buyers in-
sisting on accountability, provider secrecy -
about quality problems is being replaced by
publicized reporting in the private sector.
Statutory change should also allow this ap-
proach to be adopted by the Medicare pro-
gram. Such publicity about where physi-
cians and hospitals stand compared to pro-
fessional benchmarks and guidelines can be
important acts in themselves to encourage
better patterns of care and service.

Improvement of customer service. The Medicare
program has never had a strong customer
orientation. As an adjunct to the Social Se-
curity Administration (SSA), it started with
representatives in' SSA’s district offices, but



it lost these community-level staff when
HCFA was established. Customer service is
an area in which Medicare is at a-competi-
tive disadvantage vis-a-vis competing pri-
vate health plans.

m Enactment of special authorities for Medicare in
the hiring, promotion, and compensation of em-
ployees. There is no activity which is of larg-
er budgetary consequence or greater man-
agement challenge for the federal govern-
ment over the next half century than the
Medicare program. Today, Medicare is
bound by government-wide civil service

- procedures, promotion, firing, compensation
levels, and personnel ceilings. In business-
type operations, such as the Federal Reserve
Board, Congress has been willing to make
exceptions so that federal activities can be
carried out with the required professional
expertise. In particular, the Medicare pro-
gram may need such flexibility if it is to
compete with private-sector plans.

Certainly some health care providers—and
competing health plans—will question the
wisdom of such new Medicare authorities. But
why would beneficiaries and taxpayers want
to keep Medicare from being as good a pro-
gram as,it can be? If Medicare is expected to
- compete with private plans for enrollees, why
should it not have comparable purchasing
flexibility?

A STRATEGIC PLAN FOR MEDICARE
MANAGEMENT

If the Medicare program, as an accountable
health care purchaser, is to begin to use these
authorities to deal with quality, service, and
cost issues, where should it start and what
should it do? Given the program'’s scale and
complexity, a great deal of work will need to be
done to devise an intelligent purchasing strat-
egy before that question can be answered in a
way that has wide professional and political
support. As a matter of law, Medicare cannot
deal with such problems in an arbitrary or ca-
pricious manner. Beneficiaries have rights to

due process and to judicial review for claims
denials. Much of the needed research will be
useful for competing private-sector health plans,
since these plans will face the same issues and
few yet have much special expertise in manag-
ing care for the Medicare populations.

Research might help Congress, the executive
branch, and other interested parties in the ’
following five basic areas:

® A national strategy for clinical eﬂ‘ectweness and
outcomes studies for the Medicare populations.
‘This strategy could be built by analyzing the
Medicare data to identify procedures with
wide variations that seem likely to reflect
overuse and underuse or excessive rates of
increase and by prioritizing a research agenda
by potential payoffs in enrollee health and
program costs. It also needs to include recom-
mendations concerning funding for the effort,
the appropriate methodologies to assure use-
fulness, and an ongoing system to automati-
cally evaluate new technologies and clinical
practices. The serious shortcomings of much
of the published literature on medical treat-
ment, well-known to clinical effectiveness
researchers, was highlighted in a recent New
York Times story of a Canadian assessment of
treatment for whiplash injury that found only
62 of 10,382 studies met the evaluators cnte—
ria for solid scientific evidence."®

u Development of HEDIS-type “report card” mea-
sures for quality/health outcomes, consumer
satisfaction, and service. These data need to
be collected at the state and market-area
level, so that HCFA can manage its carrier/
PRO contractors accountably and so that en-
rollees have comparable data to private-sec-
tor plans for making their enrollment deci-
sions. These report card measures need to
be selected for their validity and reliability
and should include information that is im-
portant to consumers for making choices
among health plans.

m Studies of “best practices” in all major areas of
costs, quality, and service. Medicare is a vast
program that has not been very amenable to



centralized, command-and-control manage-
ment. Political decision-makers and the
Medicare program have rightfully been
extremely wary about trying to use govern-
ment coercion to change medical practices.
Perhaps the best-way to foster desirable
change in a competitive-choice market system
is to make sure that patients, providers, and
competing health plans are well-informed
about the best practices and performance
benchmark standards that they should look

for in making purchasing decisions or should ,

offer to be successful in the marketplace. The
private sector’s new purchasing techniques,
and their applicability to Medicare’s popula-
tions, need to be carefully assessed.

Effective communication strategies. The devel-
opment of a national research effort for ef-
fectiveness and outcomes studies, report
card data, and identification of best prac-
tices need to be matched by strategies to be
sure the information is effectively communi-
cated and that it takes into account the
range of sociological and other factors that
need to be addressed for effective change.
Good clinical research data on outcomes
and effective communication seem to have
been an effective strategy in the recent de-
clines in prostrate operations and cataract

~ surgery, two procedures that had been in-
creasing rapidly until better information was
made available to clinicians and patients.

Assessment of where both Medicare and compet-
ing private health plans do and do not work
well, and why. One of the important open
issues for health policy is to identify market
conditions where health plan competition
can improve health care and where such
competition does not work well. In today’s
market, for example, while the Twin Cities
area has one of the highest national rates of
HMO enrollment for the under-65 popula-
tion, only 9% of Medicare eligibles are en-
rolled. A possible reason is that HMOs can-
not make much money or provide many
additional benefits for 95% of the Medicare
expenditures in this area. Some analysts
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have also argued that managed competition
will not work well in rural areas. If Medi-
care competition is opened up to a wide
variety of options more attractive than
HMOs—for example, PPOs, point-of-service
(POS) plans, Medicare Select options, and
other arrangements—market research on
their comparative success can yield insights
about how the Medicare program may need
to be changed to better meet the needs and
preferences of its enrollees.

In addition to these areas, there are a number
of special study topics that could prove useful
for devising a strategy for Medicare to operate
as an accountable health plan.

W Special studies of needs and service for Medicare’s
disabled populations. Medicare’s 4 million dis-
abled enrollees have been badly neglected by
health policy analysts and in Medicare policy-
discussions. Medicare publishes very little
data on their characteristics, needs, and ser-
vice use. Nevertheless, this is an important
group for analysis, as its rate of growth (4.0%
annually in the period 1982-1992) is more"
than twice that of the elderly population (a
1.9% annual increase during the same peri-
od); the under-45 disability group has been
growing even faster, almost 11% annually
over this period. With a benefit package fo-
cused on acute medical care, the Medicare
program is not well-designed for totally and
permanently disabled persons. Since this
group is unlikely to be attractive to private
health insurance plans, it is particularly im-
portant that the Medicare program, as an
accountable health plan, make special efforts
to be sure that they are being well served.
Separate HEDIS-type measures may be need-
ed for disabled subpopulations.

® Special studies of high-use elderly populations.
As is the case with the under-65 population,
Medicare’s spending for the aged is highly
skewed, with about 5% of enrollees account-
ing for about 50% of expenditures on care,
10% for about 70% of expenditures on care,
and about 20% accounting for about 80% of



expenditures on care. Among the high-ex-
pense populations are important subpopu-
lations with chronic illness. Trying to iden-
tify these groups and analyze potential im-
provements in their care will be of particu-
lar importance for dealing with Medicare
spending issues. To the extent that such
high-use groups remain with the Medicare
program, it will be even more important for.
Medicare to have a scientifically strong clini-
cal basis for assessing their needs and care.

Special studies of disease management and pre-
vention initiatives. It may seem unusual to
‘think about prevention and long-term dis-
ease management for Medicare enrollees,
but its elderly enrollees are in the program,
on average, for over a decade, with some
enrolled for up to 40 years; its disabled en-
rollees receive benefits for even longer.
Among prevention initiatives reported by
HMO:s for the over-65 are activities to re-
duce falls, a leading cause of hospitalization
in the elderly, and to identify inappropriate
prescribing and potential drug-drug interac-
tions. As an increasing number of pharmacy
benefit management and other firms de-
velop' disease management expertise, it will
be important to assess the potential of these
develdpments for the Medicare population,
particularly in light of the many studies that
show misprescribing for the elderly.

Policy development for post-acute hospital care.
A particularly rapid part of Medicare’s re-
cent growth has been in post-acute hospital
care. Between 1992 and 1993, Medicare
spending for home health and skilled nurs-
ing care each grew by about 40%, to a total
of nearly $17 billion. Rehabilitation therapy
claims are growing about 30% a year.” This
entire policy area needs careful review, in
conjunction with the Medicaid program,
which is the nation’s largest financer of
long-term care, to rationalize the service
efforts. Standards of appropriateness of care
are more difficult to come by in this area
than for clinical effectiveness and outcomes
studies of acute care.
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m Better risk-adjustment mechanisms and proce-
dures. It is predictable that the basic Medi-
care program will continue to have a less
healthy population than competing private
health plans, at least for the foreseeable fu-
ture. This will be an ongoing area of re- :
search and policy analysis. Perhaps an inde-
pendent or quasi-independent organization
should manage the annual “open season”
competition between Medicare and private
health plans to help assure fair, well-in-
formed choice by eligible individuals.

This is an outline for a very broad and multi-

year research agenda. But such an effort is

needed, by both public and private sectors.
Over the past 10 years the primary focus of
Medicare policy has been to design, implement,
and refine its price controls—using DRGs and a
resource-based relative value scale (RBRVS).
Today, there is very little that is “on the shelf”
that can be implemented in the short run.

CAN MEDICARE COMPETE
SUCCESSFULLY?

Given new accountabilities, new management
authority to purchase health care, and a strate-
gic plan for its future, can Medicare compete
successfully with private health plans for the
benefit of the elderly and disabled? Why not
just leave Medicare alone as a traditional bill-
payer and hope that it will whither away as
beneficiaries choose better-managed private
health plans? There will be those who believe
that privately managed health care plans will
out-perform any new-model, government-run
Medicare program in head-to-head compétition
and that trying to manage Medicare as a com-
petitive health program is hopeless or unwise.

Nevertheless, the Medicare program is still
the choice of over 90% of its eligible popula-
tion (and, in a majority of states, of 99% or
more of eligibles), and it seems premature to
predict Medicare’s demise or to make an un- -
challengeable case about private health plans’
interest and ability to compete, on a nation-
wide basis, for the Medicare population,



particularly its high-expense frail elderly, chro-

nically ill, and disabled populations. Given the’

current situation, it would be a high-stakes
risk to ignore upgrading Medicare and place
all of the nation's Medicare budgetary bets on
presumptions about the success of private-
sector plans that may prove to be wishful
thinking. In addition, the federal government
has a number of strengths to build on in try-
ing to make Medicare a better program.
Among these strengths are:

® Good track record. It is fashionable to dispar-
~ age government competence, but, compared
to much of the private insurance industry,
the Medicare program has an excellent track
record for innovation and efficiency, within
its statutory constraints. Through the use of
DRGs and RBRVS, Medicare has led private
payers in reducing payments for overpriced
procedures and using purchasing power to
restrain inflation and rationalize payment
rates. Medicare has also led in investing in
medical efficacy studies and protocol devel-.
opment to improve clinical practices reflect-
ing outcomes research (through the Agency
for Health Care Policy and Research
[AHCPR]); publicizing information on com-

parative provider quality, for example, hos- .

pital imortality rates and nursing home re-

- views; setting up standardized data systems;
establishing electronic submission of claims;
and overall administrative efficiency. In all
of these areas, Medicare still betters the pri-
vate insurance norms. Among recent inno-
vative steps are beneficiary surveys, a con-
sumer information strategy (immunizations,
mammography), a coronary artery bypass
surgery demonstration with bundled pay-
ment rates, Medicare Select demonstrations,
and performance contracts with PROs. With
a new statutory mandate and authorities,
Medicare may also excel in new competition
vis-a-vis private health insurance plans.

® Flexible administrative structure. Medicare is
normally thought of as a government-run
program, but, in fact, no federal employees
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actually pay claims. Federal employees
oversee a system of some 74 private contrac-
tors (called intermediaries and carriers—
mostly Blue Cross/Blue Shield plans or
commercial insurers) that actually run the
program on a day-to-day basis. These pri-
vate-sector insurers—themselves now in-
volved in developing and managing private
health plans—bring administrative flexibil-
ity, staffing and subcontracting capabilities,
and expertise in local markets. When Medi-
care was first established, its contractor sys-
tem offered administrative capabilities the
government did not possess and could not
develop on the scale and in the time frame
that was needed. A well-managed Medicare
program might be able to take advantage of
this flexibility, in new relations with its con-
tractors. As discussed in a recent companion
piece,” the Blue Cross Blue Shield Federal
Employees Plan managed pharmacy benefits
program offers a model for how state-of-the-
art managed care programs can be devel- -
oped and offered in a government-financed
framework for public beneficiaries. Medicare
might be able to cross-fertilize between
HCFA's rule-making and bill-paying culture
and the private payers’ purchasing culture
to produce hybrid plans through joint ef-
forts with its primary contractors.

Public trust and freedom of choice. While gov-
ernment, in general, may be viewed with
distrust and suspicion by many voters, the
Medicare and Social Security programs re-
tain strong senior citizen support. Medicare
remains the program of choice of the el-
derly. In the Medicare program, enrbllées
have much broader freedom to choose a
provider than in private managed care
plans. They also have legal rights and due
processes that help to guarantee their bene-
fits—and an ability to appeal to their mem-
bers of Congress for assistance.

Enormous purchasing power. Medicare is the
nation’s largest health care purchaser, with
an estimated $175 billion of spending in



1995. In 1993, it accounted for 19% of
personal health care expenditures, including
28% of hospital care expenditures, 20% of
physician care expenditures, and 39% of
home health expenditures. The price dis-
counts Medicare has been able to achieve
through DRGs and RBRVS alone—although
now undercut by HMOs in some markets—
and its high assignment rate (over 96%)
suggest a reasonable amount of optimism
should be in order about the success of fu-
ture purchasing strategies. If managed pur-
posively, Medicare should be able to strike
economic terms that are at least as favorable
as its competing health insurance plans, as
well as use its purchasing discretion for
upgrading quality and service standards.

Data and research capacity. Finally, Medicare
has an unsurpassed data system, including
claims records on medical services use by
some 37 million enrollees and a potential for
service-profiling and quality-auditing most
of the nation’s health care providers. This is
a unique resource for developing national
management strategies and for rapid learn-
ing about the effectiveness of these provid-
ers. Medicare and AHCPR also have a
strong tradition of health services research
and cah work with many professional
groups in developing clinical quality indica-
tors and improvement strategies.

How best to manage competition between
competitive Medicare and private-sector plans,
all trying their best to enroll Medicare eligibles
with the most attractive benefits, costs, qual-
ity, and service, is a complicated 'topic in its
own right. If reengineering Medicare, as de-
scribed in this paper, is a primary challenge,
another ongoing challenge of daunting com-
plexity will be to assure that competition
among Medicare and competing health plans
works well. Congress is now in the midst of
debating many major policy questions, includ-
ing enrollee financial incentives and the poten-
tial for budget savings, and there are numer-
ous questions which will require long-term
learning agendas.

13-

Thirty years after Medicare’s enactment, a
much-needed debate about Medicare’s future is
taking place; its focus is whether (and how) the
Medicare program should be rethought in light
of the private sector’s transition from bill-pay-
ing insurance to accountable health care pur-
chasing. Whether one favors Medicare reforms
alone, more private plan options alone, or a
“two-track” strategy that includes both
approaches (the possibility raised in this paper),
there are good reasons to proceed with caution
in use of either Medicare’s new business-type
authorities or new competitive arrangements.
The welfare of 37 million elderly and disabled
individuals is at stake. While it is attractive to
envision improving the Medicare program, it is
also important to realize that discretionary au-
thority can also be misused, and competitive
forces can go awry. The Medicare program
could be made worse if it is subjected to unreal-
istic budget pressures and its new authorities
are used to ration services, or if competing
plans “skim” the Medicare enrollment. As well,
the American tradition of public management
—Dbased on the view that government officials
should not be allowed to act in ways that are
arbitrary, capricious, and unfair—has usually
insisted on “"a government of laws and not of
men.” But protection of Medicare enrollees in
private plans from poor HMO practices should
be no less an-issue.”’ With broader administra-
tive discretion for political appointees also co--
mes increased possibility for the application of
political pressures, from Congress and other
sources, and the pursuance of personal agendas.
Perhaps the Medicare program is unmanage-
able or will prove to be so; perhaps private plan
enthusiasm about the profit potential of Medi-
care enrollees will abate. For many such rea- -
sons, there will need to be a great deal of
oversight and vigilance about Medicare and its
competitors. Just as Congress established the
Prospective Payment Assessment Commission
and PPRC to advise on development of Medi-
care price regulation, it may also wish to estab- -
lish a similar advisory commission for an imple-
mentation period of market-oriented Medicare
reforms.
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WASHINGTON

July 15, 1995

MEMORANDUM FOR THE PRESIDENT

FROM: TODD STERNG
PHIL CAPLAN
SUBJECT: Recent Information Items

We have received the following information items:

\0 Bowles note regarding Alex Miles. In response to your note. Miles applied to be
Director of the Arkansas/Louisiana/Mississippi Export Assistance Center. Phil Lader
felt that helping Miles would be inappropriate as Miles is obligated to compete for the
position and probably will not qualify. Erskine asks if you want to push for this.

\f Grant to AIDS Center in Hobson City, Alabama. Forwarded by Erskine.
Josephine Ayers, President of Partnerships Inc. in Anniston, wrote to you in May
concerning the unfortunate destruction of the AIDS Service Center by fire; Ms. Ayers

: is also President of the AIDS Center. You asked Erskine to see if there was money
\,\ available to help. He followed up with Secretary Shalala and HHS awarded $200,000
.. Y to the AIDS Center late last month so that the Center can continue to serve patients.

,® Letter from Alan Patricof on the Community Reinvestment Act. Forwarded by

A, 8‘2(1 Erskine. Patricof attaches a recent clip from the Wall Street Journal on the CRA.

U He notes that (i) CRA is a very high issue on the small business agenda; (ii) you have
Q@ _ %\* a real political opportunity right now to make the CRA a major issue; and (iii) that it
\QQ( S would build credibility for you to do so.

\ﬁ Gibbons memo on the National Institute of Standards and Technology Report.
Jack believes the report demonstrates that you are delivering on your commitment to
/ investment in technology development to create a more competitive U.S. economy
and high quality jobs. As the NIST is being attacked, the report is full of ammunition
to take on those in Congress who would terminate all of your investments in civil
technology partnerships.
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ALAN J. PATRICOF (9 S

445 PARK AVENUE (7
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NEW YORK, N.Y. 10022

June 30, 1995

The Honorable Erskine Bowles
Deputy Chief of Staff

White House, West Wing

1st Floor

Washington, DC 20500

Dear Erskine:

Thank you for your many nice notes. It is
always nice to be appreciated.

I didn’t want to run out for the weekend without
tossing an idea out to you. In the context of my
constant striving for the President to seize the
high ground, the CRA is a very, very high issue
on the small business agenda. This is one where
the President has always been out front. I think
he has a real political opportunity right now to
pound on this issue and make it a major point.
as I think it will build him a lot of credibility.

Have a great 4th.

Regards,

TR
( _)v ‘-Z!_ -’\' /\’_,/
Alan J. Patricof

Attachment
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nvestment Will Hit Whites, Too

am as Form of Affirmative Action

rejected his request for a business loan
before he turned last year to Ms. Burgess’s

lending consortium. All said his company

* was too young to qualify for financing.

Last March, Small Business Commu-
nity Development lent CCI $45,000. The
loan bears an interest rate equal to three
percentage points over the prime rate.
Since then, Mr. Benjamin said,. his com-

any has doubled annual revenue to $500,-
000 and doubled employment to 11 people.
It also has obtained, with the help of a
loan guarantee from a state agency, &
conventional credit line to fund working
capital.

The CRA-inspired lending consortium
“made it possible for us to take off,”” Mr.
Benjamin said.

In Texas, a 17-member CRA lend-

ing consortium managed by the Southern

Dallas Development Corp. serves a com-
munity of 450,000 people, 75% of whom are
African-American or Hispanic, said Jim
Reid, the group’s president: Yet 26% of the

ee-year-old consortium’s 50 loans, total-
ling $3.3 million, have been made to white
business owners, he said.

The Dallas group’s lending “‘has noth-
ing to do with affirmative action,” Mr.
Reid said. “It has to do with area develop-
ment and access t0 capital.”

The pending legislation is likely to
discourage formation of CRA lending con-

sortiums, Mr. Reid predicted. It's doubtful,
for instance, that his consortium would
have been formed without the pressure to
comply with CRA, he said.

In the mid-1980s, pefore regulators
and community groups began using CRA
to stall bank mergers, the city of Dallas
tried to organize & consortium similar to
the current one, said Mr. Reid, who was
then city manager, The effort raised only
$19,000 from 20 banks.

Community reinvestment was among
the 60 policy priorities that delegates at the
recent White House Conference on Small
Business sent to Congress and the presi-
dent this month. Comptroller of the Cur-
rency Eugene Lu 1d business OwWners
at the conierence that the administration
hoped to use recent CRA-related regula-
tory changes to spur increased bank fi-
nancing of small firms. A key change will
require banks to report in detail on small-
business lending activity.

“There is a very clear tie between
public disclosure of loan data and encour
aging banks to increase their lending
activity,” said Ted Wysocki, who heads the
Chicago Association of Neighborhood De-
velopment Organizations. Exempting most
banks from complying with that and other
provisions of CRA “guts the intent of the
law.” ,

NY
| e SE Foomol June 20 19S5
od G ° C ° ‘°
% | Gutting Gomm unity Re1
- Banking Bill in House Attacks Pro
om B{f?&%S?z B o «éi;ector of the I;Iational Assoclation of *
—1 raeeT JournaL ' Community Develo ment Lo
— | o e SR i, ot Lot Pt 1
mmunity Reinvestment Act could have a5 parts of Appalachia, most  bor-
o a broader effect than many believe. rowers are white. Even in some urban
a o | _ While a leading congressional Propo”<\ greas, itisn't unusual for whites 1o account
o7 | nentof the overhaul described the act as  for 25% of the borrowers he added
| another form of affirmative action, pro- For instance, at Bankers Small Busi-
—eA | posed changes could deprive many white,  ness Community Development Corp., 2
.c17 | as well as minority, business owners of  San Diego consortium of 28 banks that was
C(i'.', capital. The changes could also thwart formed in 1992 to comply with CRA, one-
: plans by the Clinton administration to use , :
B2,BS quarter of the borrowers are white busk
e | e ad 03 d vehicle for Increased  pess owners, said Jeni Burgess, the co-
..... c | small-business lending. sortium's director. '
...B8 A broad banking-deregulation bill that The group’s portfolio of 45 loans, total-
""c17 | won a House committee’s approval on late  ing $1 million, represents “a cross-section
| Wednesday would exempt most banks of ethnic minorities and whites, males
— | from the act. The 1977 law requires banks  and females,” Ms.. Burgess said. “If an
.B2 | tolend inunderserved communities where  applicant is deserving of a loan, race
—— | they take deposits. doesn't matter.”
=0 In addition to claiming that CRA is. To qualify for a loan from the consor
,,,,, B4 | costly, burdensome and unnecessary, GOP  tium, businesses must be located in San
..... A1 | leaders are portraying the law asa minor- Diego County. Their owners also must
cis | ity set-aside program. During debate ear- show that their companies couldn’t get
..... g‘% lier this week, Rep. Bill McCollum (R.,  conventional bank financing — something
s Fla.), author of the key amendment to Michael Benjamin had little trouble prov-
..... he | overhaul the CRA, said that the law is  ing. Mr. Benjamin and a partner, both of
Gycia | “being abused as an affirmative-action  whom are white, in 1991 founded CCI
----- c7 | program. . Technologies Inc., which installs telecom-
While CRA borrowers tend to be minor- munications systems. To initially fund the
ities, white business owners account for a business, ‘‘we leveraged everything we
significant share of the group throughout owned,” he said.
the country, said Mark Pinsky, executive The entrepreneur said 13 area lenders

MARKETING & MEDIA

| ADVERTISING /By Fara WaRNER .

'Liquor Industry
After years (;f “.don'i drlnk and drive”

L‘ advertising; the liquor industry is starting
to. tackle the problems of binge drinking

vamped

include 2 warning not

e e e

Tackles

iscus, has re-
practices for
The changes
to advertise in
and o ctatement dis-

. of thé United Stii‘tes. or D
\ its code’ of good
advertising and marketing.

Teenage Drinking

portrayal of abusive relationships’} in lig-
uor advertising, says Elizabeth Board,

- director of the group's public issues divi-

sion. The code also has been revised to
discourage apy.pq!ertlslng that contains

te ame ahtnin ennial

Warﬁer Extends
Its Publishing Ties
ToRap Music Firm

Staff Reporter of THE WALL STREET JOURNAL
NEW YORK — Although under fire for
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WASHINGTON

July 15, 1995

MEMORANDUM FOR THE PRESIDENT

FROM: TODD STERNG?D
PHIL CAPLAN
SUBIJECT: Recent Information Items

We have received the following information items:

\ﬂ Bowles note regarding Alex Miles. In response to your note. Miles applied to be
Director of the Arkansas/Louisiana/Mississippi Export Assistance Center. Phil Lader
felt that helping Miles would be inappropriate as Miles is obligated to compete for the
position and probably will not qualify. Erskine asks if you want to push for this.

\f Grant to AIDS Center in Hobson City, Alabama. Forwarded by Erskine.
Josephine Ayers, President of Partnerships Inc. in Anniston, wrote to you in May
concerning the unfortunate destruction of the AIDS Service Center by fire; Ms. Ayers

» is also President of the AIDS Center. You asked Erskine to see if there was money
\,\ available to help. He followed up with Secretary Shalala and HHS awarded $200,000
.7 Y to the AIDS Center late last month so that the Center can continue to serve patients.

,@ Letter from Alan Patricof on the Community Reinvestment Act. Forwarded by
&Q" Erskine. Patricof attaches a recent clip from the Wall Street Journal on the CRA.

U He notes that (i) CRA is a very high issue on the small business agenda; (ii) you have
Qg , a real political opportunity right now to make the CRA a major issue; and (iii) that it
\QQ( N ol bl cesdtibility: fof you to 46 80,

\) Gibbons memo on the National Institute of Standards and Technology Report.
Jack believes the report demonstrates that you are delivering on your commitment to
2 / investment in technology development to create a more competitive U.S. economy
SN o and high quality jobs. As the NIST is being attacked, the report is full of ammunition
CQ{( %Q(( to take on those in Congress who would terminate all of your investments in civil
ML&((Q(‘(QO technology partnerships.
e Q&
% 7



THE WHITE HOUSE
WASHINGTON
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July 10, 1995

MEMORANDUM FOR TODD STERN

FROM: STEVE SILVERDW

SUBJECT: National Institute of Standards and Technology report

Attached for your review and possible submission to the President is a progress report from
the National Institute of Standards and Technology (NIST) on the National Export Strategy,
as well as John Gibbons’ comments on the report. When we sent the report to John
Gibbons, he wrote back in praise of the report that it "merits the President’s cognizance, "
and that the report marks a real success story for the Administration.

ol }/}W



EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF SCIENCE AND TECHNOLOGY POLICY
WASHINGTON, D.C. 20500

July 7, 1995

MEMORANDUM FOR STEVE SILVERMAN
FROM: JOHN H. GIBBON@K

SUBJECT:

This National Institute of Standards and Technology report demonstrates that
the President is delivering on his campaign promise for commitment to investment in
technology development to create a more competitive U.S. economy and high quality
jobs. The report is full of ammunition to take on those in Congress who would
terminate all of this Administration’s civil technology partnerships that invest in the
future of the nation’s economy.

The President should be proud of this effort on his behalf.
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FROM THE OFFICE OF GEORGE SOROS

Soros Fund Management

The Soros Foundations

888 Seventh Avenue - Suite 3200
New York, NY' 10106

Tel: (212) 397-5550

Fax: (212) 977-4057

IMPORTANT

Please deliver the following pages as soon as possible to:

Name: ~ Betty Curie

Organization: Executive Assistant to President Clinton
The White House

Fax no: (202) 456 6703

From: Yvonne Sheer - Assistant to Mr. Soros

Date: - : ’J\ily 14, 1995 | |

Total # of pages: 3 (including cover sheet)

RE: BOSNIA
Dear Betty:

Could you please forward the attached letter from George:Soros to President Clinton
as soon as possible

Many thanks for your kindassistance.

Yours sincerely,

Yvonne Sheer
Assistant to Mr, Soros
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" U.N. 1ntervantlon in Bosnia has been a dismal failure.
It was driven by two contradictory impulses. One was not to be
seen doing nothing when the horrors of ‘ethnic cleansing wereé
revealed on television; the other was to avoid military
intervention at all cost. The 'solution, devised by clever
British diplomats, was to introduce U.N. peacekeepers where
there was no peace to XKeep. Their mission was to deliver
bumanitarian aid to.the civilian population, but their function
was to serve as hostages to prevent nilitary action. The
mission was imp0591ble to. carry out because mistreating the
civilian population was an essential part of the Bosnian Serbs'
military strategy. They manipulated UNPROFOR very much the same
way as Nazi Germany usad KAPOs in the concentration camps.
Having to maintain a neutral stance in the midst of continuous
aggr9531on ‘against the civilian population was an incredibly
humiliating and debilitating experience for the U.N. troops and
for the U.N. itself. When finally the U.N. called for NATO air
strikes, its troops were used for the purpose for which they
were put there in the first place they were taken hostage.
: The only success the U.N. could claim is that it did
keep most of the civilian population alive in the so-called
"safe havens" through two long winters, but the claim is
somewhat hollow. ‘The Eastern enclaves -~ Gorazde, Zepa.and
Srebrenica - were rendered militarily indefensible and Bihac was
not resupplied at all, inducing the Bosnians to embark on their
ill-fated attempt to break the encirclement. Sarajevo airport
could be closed by the Serbs at will and recently all supplies
had to go by a land route kept open by the Bosnian army.

I have been actlvely involved in Keeping Sarajevo
alive through my - $50 million gift in December 1992 and
subsequent donations. The only supply of water and electricity
currently available in Sarajevo was installed by Fred Cuny, our
disaster expert whco is now missing in Chechnya.

: I believe President Clinton was right in dissociating
the United States from the p011c1es pursued by our European
allies and looking for an alternative approach, although he
allowed himself to be dissuaded too easily when he was told that
Bosnia is a European problem He also did the right thing when

boz 1
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he p;omised U.s. aésistahce:through.NATo for extricating the
peacekeepers if and when it became necessary.

Now that Srebenica has been militarily overrun and ethnically
cleansed the moment of truth has arrived. French President
Chirac, the only Western statesman who bears no responsibility
for the present state of affairs, is ready to face the truth. He
is prepared to defend militarily the remaining "safe areas,”

‘including presumably 1lifting the siege of Sarajevo. He is

calling on Great Britain to provide ground troops and on the
United States to provide air cover and logistic support. The
alternative is French withdrawal and -collapse of the U.N.
peacekeeping mission. - There .are those who doubt his motives but
he is entitled to ke taken at his word. :

President Clinton has a historic opportunity. to justify his
stance on Bosnia by endorsing the French initiative and asking
for Congressional approval. Congress, which has been advocating
the lifting of the arms embargo on Bosnia, cannot fail to
endorse it, and public opinion, which has tried to ignore

Bosnia, cannot . fail to be aroused by this latest instant of

flagrant aggression and inhuman behavior.

Firm action at this juncture could still reverse the outcome of
the Bosnian conflict. It is not generally recognized that in -
terms of manpower and motivation the Bosnian government troops
actually have the upper hand. There are only some 600.000 people
left in Serb-occupied territory from the 1.5 million Serbs who
lived in Bosnia before the outbreak of hostilities. By contrast,
there are over 2 million péople in Bosnian government-controlled
territory, of which 'some' 150.000 are Serbs. The Serb side has
been able to score military victories only because of the heavy
weapons inherited from or supplied by the Yugoslav army and the
exposed position of the civilian population in the U.N.
protected "safe areas”. C

Assisting the French would undoubtedly endanger American lives,
but avoiding loss of life at any price is not a viable policy
for a great power. How much better to provide aerial and
logistic support for an action that may succeed than to provide
ground troops for withdrawal after defeat! The collapse of the
U.N. effort in Bosnia would have far-reaching consequences and
in the long run cost many more American lives. It would
encourage  ¢ther aggressors just as the failure of the League of
Nations in Abyssinia in 1935 did in the run up to the Second
World War. The political will of President Clinton - and the
United States - is being put to a severe test.

(816 words)
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Clinton conference
panned in advance

By PAUL FATTIG
of the Mail Tribune

Timber industry advocate Na-
dine Bailey and environmental ac-
tivist Andy Kerr don't agree on
much.

But the two, who are both attend-
ing separate rallies today in Port-
land to air their concerns during
President Clinton's Pacific Rim
Economic Conference, come to the
same conclusion when they reflect
on his last visit 10 the state.

Tha: was two years ago. when
both were panelists in thé presi-

from Page 1A

and Nadine Bailey' have moved
their family Irom the small north-
ern California community of Hay-
fork in Trinity County to Redding.
Walter Bailey, a timber faller who
had been laid off, had more oppor-
tunities in that area, although his
new job isonly part-time.

“Our daughter had to leave all
her friends. she had grown up
with," her mother said. “She’ll
barely speak to me now, How do
you think she feels about him?”

Kerr, executive director of the
Orcgon Natural Resources Coun-
cil, descrlbed the economic can-
ference as another Clinton “dog
and pony show."”

“The environmental commun.
ity has the same problem under
Clinton as the religious right had
under Bush — nowhere else to
go,"” Kerr said. “But compared to
Ronald Reagan and George Rush,
sure, he's better. :

“But we're going to call for the
freeing of Al Gore," Kerr added.
“He's been muzzled by the White
Housge,"

Kerr is also disappoeinted in the
president's forest plan, known as
Option 8, which grew out of the
forest conference.

“Option ® has a loopholc you
could drive a log truck through
and run over a lot of sulmon,” he -
Said.

“The boom of the timber indus-
try came at the expense of com-
mercial fishing jobs,” he said.
“Now we're in the decline of big .
timber and we've also screwed up
our fighing industry.”

Calling Clinton a better cam.
paigner than a president, Xerr is
concernéd that Clinton may not
stick to his veto of the rescissions
appropriations bill that included
a rider calling for 3 billion bourd
feet- of timber salvage from na-
tional forests. Another similar bill
is gathering momentum in Con-
gress.

Forest conference panelist Jy. -
ie Norman. president of the
Ashland-based Headwaters envir-
onmental group, is alsn worried
about the salvage bill!

“Up until his veto of the rescis-
sions bill, we really didn't krow
where he stood,” she seid. “With
the nego:lations occurring on @

coanAmA rAfAIAnl o .

dent's forest conference. s

“My daughter and I were like

cardboard cut-outs designed to
make Clinton look like he cared
Bailey said. “We were jusl a live
soundbite to make him look good.”

She and her daughter, Elizabeth.

now 14, were touted by Clinton as
examples of members of timber-
dependent families whose concerns
would be considered in drafting the
forest plan.

Since. that conference, Walter
see CLINTON, Page 3A

ing he keeps his hackbone.”

She said she bhelleves positive
steps have been tuken since the
forest conference two ycars ago.

“We have made some very good
progress,” she said. "The Clinton
plan .increases cnvironmental

_protection and allows for jobs in

the woods. I think it was a sincere
ffort to help us make this diffcult
ansition.” :

But Sharla Moffott, executive

vice president of the Southern
Oregon Timber Industries Asso-
ciation. sees only unfulfilled
promises. Moffett attended the
conference Lwn years ago.
“President Clinton promised a
solution in a timely manner,” she
sald. “He promised a balanced
solution. He promised to solve the
forest management crisis in a fair
and equitable way." -
Clinton also promised in his

forest plun to make available.

about 2 billion board feet of tim-
ber from public forestlands in the
. Pacific Northwest, she said, add-

ing that only about 300 million has'

been sold.

“The president didn't deliver
on the promiscs he made,” Moffett
said. "In terms of helping the
communities of the Northwest, he
did not deliver u fuir and equit-
ahle solution.” .

She said it's ironje that Clinton
is in Partland talking about eco.
nomics afler “completely ignoring
the contributions of the Northw-
ost's most vital industry. - "

"I tend to think these events are
10thing but window dressing,”

&4

g
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-

she said.
Nadine Bailey agreed.
“President Clinton has the au- .

- dacity to come to Oregon and say

everything is great,” Bailey said.

"“I'm beginning to wonder if Al
‘Gore has created a little virtuai

reality helmet for Bill Clinton's
head.

“Things aren't any better," she
added. "“The forest health isn't
any better. Communities aren't
any better.”

She said a healthy timber indus.
try and a healthy environment are
compatible.

“The rhetoric that we can have
only owls or jobs, that's not reai-
ity,” she said. “The reality is we
can go in and thin, and produce
wood for our communities. for our
jobs. We can also have a place
where wildlife can thrive."

Bailey, who says her access to
the White House was cut off after
she came out in oppasition to
Option 8, agrees with MofTett that
promises haven't been kept,

“The problem is that pcople
make promises in a political cam-
peign, then they feel like they
don't have to follow through," she
said. "I've taught my children to
keep their promises, All I'm ask.
ing President Clinton to do 15 the
same.” 5
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Show outside conference
full of anger, frustration

% Mass dissent:
Virtually everyone has a

gripe for the president in
Portlan

By Alan Guatafson

Steteaman Joumnal . B :
sLugf omference room, the eco-
nomic tajks were polile and busi-
nesslike. Wy

Outside, on jammed streets pa-
trolled by hundreds of Secret Ser-
vice agenls and polico officers, dis-
_srating yoices boomed with frustva-
tlo';lﬂlﬂ 4 W@ 1 w‘

ust sbout o , it sepmed,
had a gripe far President Bill Clin-
ton duripg sideshow protests to bix
West Const ecntiomic conference.

Toyota employces irashed his
threatencd Lariff on Japanese lux-
ury cars, saying it would shove

them off their.Jobs.
Laid-pftlo and min workars -
bashed| his §t conservation

of the Northwest timbes industry.
Envifopmentalists pleaded for

* the president to adopt stronger
ﬁeﬁptnvcphmdond:almg;l; '
and dwindlimg stands of old-growth

Slawntly

. mplaints
Thechoris of 0 ints hegan
usdsy morning as about 200
e lined the strect at the s&%
Blocks near Portland State
University, whare the ene-day con-
ferena m?‘em, .

Cliiton, riding in the back of a
black|Lincoln imo that sported &
batch! of American flaga passed
seores of chanting demonsirators,

The throng included dozens of

- Men

public crployeex. Disgrun- -

Qregon

tied about thoir ongoing contract
dixpute with the state, they raiscd a
ruckus as Clinton arrived, followed
minutes later by Gov. John Kitr-

Several workers said Kitehaber,
not Clintoa, was thoir t But
the crush of news media wn fo
the president’s visit gave them an-
other oppartunily to rivet attention
on their cause. 5
Wormer greeting

Not evoryon= appreciated the

e

enthuslastically

presldential motorcade sped by.
“He's & world leader, the mosl
well-kaown Jeador in the world,"
she gaid: “He should be q:.e: re-
ﬁtl‘o@thmmm im just
Nevertheless, protest activity in-
creassd laler in the day. A noon
mdlylnﬂwtﬂf
on seckers

rabble rousers.
Dissent came from the political

 left and right, and sissorted other af-
iying himsolf as Har-

Aman
vey Post of nd carried a sign
the acropym MAWIE or

sl Women in Punts, .

T feel that the valuas of our coun-
try are crumbling because women
have too much power,” Post said
“The only way (0 bring back Amer-

tca,ls:tqr the men t0 wear the

speciators, .
The diverse lot included salmon |

”

Jogger George Kirkmire of
Olympia wore his work jeans and
:ﬁing suspanders to the rally. 1ie

he had an ax 10 grind with the
president,

“When Clinton came here In ‘93
{or the limber summit, he promised
us 2 solution to the federal forest
E;omw Kirkmire anid, 80 fas; all

's don .ispavo;{as wiﬂtﬂ;rl;'tmchoi

promises, He's a bar
Ferrioli of the Oregon Lands
Coalilion also Look (t:lmn to t:s;’,
i eramen icies
mgaﬂim arc stranpling rural,
i endeat communILes,
%] really resent this wholc theatri-

;- cal presentation.” he said, referring
.10 {he economic confercnee. “Clin-

ton is using the economic heallk in
{he metru arca as a sbawease, It's 4

. —————d

Puliee reported fow e
lated to protest activaty, but emo.

tions ncarly got the best of some

" An ant homoscaual protester re-
peatodly drove a sign-emblazoned

. truck around 8 parkwhere hun-
* dreds of

peaple had gathured, Even-
tuaily, aboul 15 gay-rights activists
formed a human readblock, shout.-
ing, “We're hece, we're queer, get
wedtoit” -

The truck’s cngine then died. Po-
lice arrived on the scenc as a tense
standoff belween the dniver and the
aclivisly threatened to turn ugly

The man, whe refused to give his
rame 1o palice, claimed thal be had
beenv abused and was the
victim of & hate crime. Polue saw it
diffrrently, They Iksued him a ticket
for impeding the flow of trafhie. -
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. To: The President, |

Coming to Portland for regional economic meetings,

. here was, just a little while
I ago, a searing phrase com:
monly used to describe some
of the residents of this state;
“The Other Oregon.” The phrase
meant that the state was dividing in
two: prosperity and growth in the
Portland metropolitan area, suffering
. and decline elsewhere.

That split came in the wake of Ore-
gon’s most crunching economic woe
since the Great Depression. Now, the
geographic division has faded, and the
state is relatively wealthy suith hic:

employment levels
and income tax revenues that consis-

tently exceed projections.

But there are still two Oregons.
President Clinton, in his West Coast
economic summit in Portland Tues. |
day, needs to speak to both of them.

)

There i3 an Oregon, flying on the
rise of high-technology industries and
trade with the Far East, that i3 pro-
viding good jobs and profits at a ris-
ing pace. But there is also an increas-
ing part of the Oregon population,
limited in training, skills and oppor-
tunity, that can’t find a way into that
economy, and is dropping steadily fur-
ther away from it. . g

There i3 an Oregon riding into the
future on the Delta nonstop to Tokyo,
and on the light-rail system being
built to Washington County high-tech
territory. And there's the Oregon
that's barely moving at all.

. University of Oregon economics
professor Ed Whitelaw, in an article
in the summer issue of Oregon Quar-
terly entitled “Rich Oregonian, Poor

‘Oregonian,” points out the steady
widening of the economic gap in the
state. As Whitelaw notss, steady eco-
nomic growth in the mid-80s and
since 1891, against all previous pat-
terns, have only extended the differ.
ence.

The changes, Whitelaw notes, have
peen even sharper in Oregon. Histori-
. cally, this state has had a more everr .
distribution of income than the rest of
the country. But based on 1993 tax re-
turns, he finds that Oregon'’s success.
ful and struggling are now as far
apart as in the rest of the country.

Oregon’s prospects are growing
stronger. But the prospects of too
many Oregonlans are growing weak-
er. ,

Heavily fueling Oregon's economic
strength s international trade, the

- subject of one of the president’s three
workshop meetings. We will discuss
that issue more fully on Monday, but
Oregonians should be deeply con.
cerned about a Clinton trade policy to-
ward Asla that seems dangerously
confrontational, The administration
is right to insist on opening Asian
markets, and the region has benefited
in areas such as apples and wood
products, But in a trade war between
Tokyo and Washington, this region
will take heavy casualties.

Clinton needs to face the realities of a divided economy

~American students get to college —
SeBaLLCll® 1o gingle most r;‘}iggl; pa?;po‘ﬁ e1nto
e aes will  the new economy? Short of Ho |
0e co : -' T Fa. o;zl:,l - Speaker Newt Gingrich's proposal to

the regional economy, and they are is-
sues £'11 discuss t;ln n:’ghre detail '{\;hes-
day. Environmental quality is not the
eany of economic health, and main-
taining our environment and its di-
versity is vital to the kind of state we
want to be. One of the striking points
raised in the recent U.S. Senate hear-

ve all poor people a laptop, is theree
g}ay the government can help to make
high technology inclusive rather than
exclustve_?

, O
* President Clinton's policy of going
out to talk to small groups around the
country is a valuable tool for drawing

ings on the Endangered Species Actin gnd providing answers. But this

Roseburg was the interconnectedness

what it was promised in the prest-
dent’s forest augmi% }ﬁgtr; i% Agﬂrﬂ " .
1993 — was predictability. We haven"
gotten ftyet. ™

g >
‘What has to be the key element in
bringing the two Oregons together s

the subject of the president’s ﬁﬂ

workshop. The economic differences
in this state largely reflect education-
| al differences. For those with college
! degrees, incomes are generally rising,
i Those with less education are trapped °
. {n an economy rapidly becoming bru.
- tally exclusionary. Without enough
-education or training, they find fewer-
possibilities in this economy. i
This is not, of course, true simply
for Oregon. The July 1995 issue of Cal--
ifornia Journal reports that in that
state, the major part of the West Coast
regional economy, poverty is growing
rapidly. Thursday, the Labor Depart-
ment announced that over the past
year, the average inflation-adjusted
wages in America had declined by 2.3
percent,

There are things that Oregonians
can tell the president about preparing
people for a changing, more demand-
ing workplace. He can hear about an
emphasis on school-to-work programs,
especially in Portland and Eugene,
that are reducing drop-out rates and
producing graduates already con-
nected to the world of work. Oregon
can tell him about a state welfare pro-
gram, designed to get people back into
the job market or school as quickly as

- possible, that has steadily reduced its
welfare rolls, He can hear from some

; local business people, svch as :
: Dﬂﬂhm feom Hanna Aqgmg: a%ut
| policies that regard workers as com- )

pany assets rather than dispensible -
equipment, :

- But there are things that Oregon —
and the rest of the country — needs to
hear from him, ' T .

In a new political world, what is the
federal government’s realistic role —
and ideas — on job issues? If the presi-

- dent considers job retraining vital,

- but most previous federal retraining
programs have failed, what has the
government learned about how to.do
it better? How much of a role will the
federal government retain in helping

White House has had a tendency 1o
confuse ends with means, to think
that an appearance is the.same as a
policy. 3 _

Tuesday, people from this region
will have plenty to tell the pnesidgnt,
and hope tohear as much from him.
The latest economic numbers, state
and national, should be a great con- -
‘versation starter.

Because there really isn’t another
Oregon. *
- There's just one, and it has 10 be
kept together.

x-
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THE WHITE HOUSE

WASHINGTON
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MEMORANDUM FOR THE P EN \
FROM: Laura D'Andrea Tyso A :
Anthony (f’vv_\ \ 4’\

RE: Japan Civil Aviation Negotiations %

This Friday, July 14, is the last day for public comment on DOT's proposed order to
impose sanctions on Japan for its failure to honor Fed Ex's application for the routes it needs
for its Subic Bay hub. Expectations at Fed Ex are that Secretary Pena will impose the
sanctions next week if we have not reached an agreement that gives Fed Ex its rights.

Last week's meetings in Washington with the Japanese produced some progress, but
large differences remain. A delegation headed by Dan Tarullo will leave for Tokyo
tomorrow morning to continue discussions.

We have told the Japanese that if they grant the seven contested Fed Ex routes without
condition, we would enter into good faith negotiations on an all-cargo aviation arrangement
that would remove limitations on their operations which they feel are an unfair legacy of the
1952 treaty. But they are concerned that such negotiations could continue for some time,
with no tangible benefits for them. To alleviate this concern, we have offered a quick second
stage after the Fed Ex rights are granted, in which they would get some additional rights and
we would get a smaller amount of rights. Our concept is that this second stage would be
limited in scope. g

The Japanese have been insisting on removing many more limitations in the second
stage than we contemplated. They are also insisting on a guarantee that if they grant the Fed
Ex rights they would get their second-stage rights. Our concern, in turn, is that if we give
too much in the second stage, Japan will have little incentive to continue into the broader all-
cargo talks, in which we will be seeking better procedures for Fed Ex and new rights for
some of our carriers. We also recognize that close linkage between stage one, during which
Japan grants the Fed Ex routes, and our proposed stage two risks further requests for new
rights from Japan the next time Fed Ex seeks new routes under the Agreement.



Today we held a meeting with Secretaries Christopher and Pena, and others in which
we considered these problems. We concluded that the following negotiating instructions
should be given to Tarullo:

(1) The second stage should either be small enough to ensure that Japan would have
incentive to negotiate stage three, or it should contain a time limit on the duration of
at least some of the new rights granted. The time limit in turn would ensure that
Japan would have incentive to negotiate a permanent agreement.

(2) If a satisfactory stage two arrangement can be foreseen, Secretary Pena would be
prepared to offer Minister Kamei, his counterpart in Japan, assurances that we would
ratify the stage two deal more or less immediately upon the grant of the rights to Fed
Ex.

This approach effectively ties the three stages together. It does risk projecting the
appearance that we are paying for the Fed Ex routes. Fred Smith may be concerned that
later applications filed by Fed Ex may also be subjected to bargaining with the Japanese
before they are granted.

However, by structuring the arrangement so that both sides have incentive for a third
stage of negotiations on a broader agreement, we are laying the groundwork for amelioration
of the larger Fed Ex problems. Moreover, we cannot lose sight of the fact that getting seven
new routes for Fed Ex in one package is both important to Fed Ex as a commercial matter
and very unusual in Japan as a practical matter.
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July 12, 1995

Rose Crane
3006 North Pierce
Little Rock, Arkansas 72207

Dear Rose:

Thanks for your epistle from the interior. It
was great to hear about all your activities.
Your schedule sounds very hectic to me, and I’m
not sure how you’re doing everything. It seems
worse than mine!

I hope you’ll send me a copy of your next
Report. I also appreciate your telling me
about the trip to Rochester for Bob’s mother’s
‘birthday and also for the recommendation of
‘Lewis Thomas’ books. The prospect that your
manuscript may get published is exciting, and I
hope you’ll let me know more about it as it
progresses. ;

Please give Bob my best, and tell him to hang

in there. We’re looking forward to seeing you
soon. '

Sincerely,

G {‘%MC&»«\M

TNe o

5 WX o Abuun,
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THE WHITE HOUSE

WASHINGTON

July 12, 1995

John E. Barnes

Vice President/Financial Consultant
Smith Barney

Two Financial Centre

10825 Financial Centre Parkway
Little Rock, Arkansas - 72211

Dear John:

Thanks for your letter of July 10. It was good
to hear from you and to get an update on all
your activities. I appreciate your letting me
know about the upcoming meeting of the
Association of Community College Trustees’
Board of Directors. While I never know what
the schedule here will hold, I have shared your
letter with Billy Webster, my scheduler, for
his consideration.

I’'m sorry I missed you when I was home last

month, but I hope to have a chance to see you
soon.

Sincerely,
3 gow ««3‘
%M

&FLE%VQJDJLLU* ““k
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: John E. Barnes
/ Vice President

Financial Consuitant

SMI,I‘HBARN'EY 501-221-63562 » 800-879-0089
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(- S
C/ Lo v
July 10, 1995 \rw

The Honorable William J. Clinton
President of the United States
The White House

1600 Pennsylvania Ave.
Washington, D.C. 20500

Dear Bill,

Thanks to your appointment to the board of trustees of
Pulaski Technical College, I have become quite a proponent of
community and technical colleges. As you are aware the
Association of Community College Trustees is an outstanding
organization dealing with the promotion of the community college
movement throughout the country.

As you are also aware, there are several key budgetary items
that could have a profound effect on the future of community
colleges. As the enclosed letter indicates, the ACCT Board of
Directors will be in D.C. during the last week of July.

I would consider it a personal favor if you could make time
to meet with these people. Each makes a significant contribution

to their respective schools and to the national organization with
much of their time done so gratis.

Sorry I missed the fund-~raiser in Little Rock, but this has
been a hectic summer. My contribution will be forthcoming.

Also, please express my concern to Al regarding his mother.
He was in the Oval Office the last time I was there, and I
reminded him that I voted for his father during his last re-

election bid for the Senate. It was the year Bill Brock defeated
Mr. Gore.

Youpr, friend,

John E. Barnes

SMITH BARNEY INC. 2 Financigl Center. Suite 101, Little Rock. AR 72211
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Assogiation of Community Callege Trustees
July 10, 1985 : '7‘9“"'5;?*1-00";: h

%
Ms. Marsha Scott i

Deputy Assistant to the President
The White House

Office of Political Affairs
Washington, DC 20500

VIA FAX: 456-7928
Dear Ms. Scott:

Lowell Junkins, Executive Director of the lowa Association of Cammunity College Trustees.

suggested ( contact you regarding the possibllity of the ACCT Board of Directors meeting with
the Prasident and White House staff the last week of July.

As | understand it, the last week of July will be a critical juncture in the FY 1886 Appropriations
process. The House will have passed the Labor-HMS-Education Appropriations bill, which we
anticipate will free2e the Pell Grant program, limit access to student loans, and cut campus-
based and institutional aid. The House will alsa have passed the VA-HUD and Independent
Agencies Appropriatians bill, which we anticipate will cut the National Service program. As you
know, such cuts in education and training programs will decrease access to postsecondary
education and skills improverment programs that are necessary for employment in the new
economy.

Also during this period, the Senate will be analyzing the House appropriations bills, and will be
poised to focus its attention on FY 1986 funding for education and job tralning programs.

Community college trusteas are the public officials elected or appointed to represent the
interests of the people of thelr communities and states. Their national board would beé honored
10 publicly endorse the President's education priorities, and provide him with an opportunity to
motivate the ACCT Board to call to action its 6,000 trustees, to speak aut In support of investing
in education and training.

The ACCT Board of Directors will be in Washington, DC, Thursday evening, July 27 through
Sunday, July 29, for a retreat to set the next year's agenda for the association. A list of the
ACCT board membars is attached. Please contact me at (202) 775-4667 (o discuss the
possibliity of connecting the trustees with the President.

Sincerely,
Ray Taylor
President

cc: Nancy Hernraich
Lowell Junkins
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THE WHITE HOUSE

WASHINGTON

July 12, 1995

Deb Coyle
Six Huntington. Road
Little Rock, Arkansas 72227

Dear Deb:

Thanks for your letter of July 6. I had heard
you and Bill were in Little Rock, and I hope
you’ve had a chance to settle in well. I’m
sure it’s nice to be home, and I know there
will be many opportunities for you there.

I’'m really glad you were able to get to know
Byron Trauger and Jim Doramus while you were in
Tennessee. They really are good people, and
you’re right about Todd Campbell. He’ll be an
outstanding addition to the bench.

Thanks, again, for the update. Hillary sends
her best to you and Bill, and we hope to see
you soon.

Sincerely,

7
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July 11, 1995

MEMORANDUM FOR THE P&DENT gsJuL 12 PI2: S6 6}%%
THROUGH: Leon Panetta
FROM: Erskine Bowles and Laura Tyson

SUBJECT: Process and Assignments for White House Working Group to Promote the \QILQH

Clinton Budget
&

The following memo lays out a proposal for the processes and staffing that we will
need to set up a "floating war room" to develop and implement a strong attempt to convince
the Congress and the American public that we have the best budget for helping working
families prosper.

I. OVERALL OBJECTIVES

A. BASIC MESSAGE: The President's budget promotes his economic goals of creating
growth, increasing opportunity and raising living standards, and empowering working families
to win as a result of economic change. The budgct that the President believes best promotes
those goals is one that 1) increases national savings while protcctmg the economic expansion
by moving toward fiscal balance in ten years, 2) invests more in key education and training
programs; 3) addresses health care in a way that is fair to seniors while moving toward
serious health reform, and 4) ensures that our tax system goes further to reward work for
working families, instead of asking working families to sacrifice education and Medicare to
pay for tax cuts for the most well—-off.

B. GENERAL STRATEGY--TAKING OUR CASE TO THE PEOPLE: As the
Republicans are in solid control of the Congress, if’they go forward with a budget that defies
our principles, our only hope for promoting the President's economic growth strategy is to
take our case to the American people. By taking our case to the American people, we will
seek to ensure that we prevail if there is an ultimate show-down, or that if there is a early
negotiation, it reflects our strength and their movement toward our priorities.

C. STRATEGIC GOALS: To succeed in taking our case to the American people, so that
the American people will take their case to the Republican Congress, we need to demonstrate
the following:

® Make clear we have a balanced budget plan that is the best one for working
families. Only we can make clear that we have a balanced budget plan that is pro-
working families. Most others will only start by being against the Republican plan. We
are in the strongest of positions: we have a balanced budget plan that shows that we
can afford our priorities.



® Increase leverage for our priorities: Because the public supports a balanced
budget plan that protects Medicare, education and has targeted tax cuts, when we take
our case to the people, we will weaken their resolve to stay with an extreme budget,
and we will strengthen the President's leverage to get a budget that promotes our
priorities.

e Show we have taken the bold steps toward cooperation, while they have chosen
a different path: Some may say that we are being as stubborn as they are. But we
can easily make the case that we took a major step toward providing a framework for
bipartisan cooperation through our 10-year balanced budget plan —- and took political
heat for it. When we frame the debate this way, it makes clear that they are the ones
that have chosen extremism over trying to work together on a reasonable framework.

e Demonstrate strong commitment to our plan and our priorities: Republicans
want to say that our plan was just a political document with a one-week shelf life.
Only by our energy and our action can we show they are wrong. The depth of our
plan will show our conviction and show that we will fight for our priorities.

@ Show the clear pain, problems and wrong priorities of their budget: We must

continue to show the human pain of their plan in ways that people can comprehend,

citing the number of people hurt, anecdotes that bring cuts to life, the specific places
where projects will be cut, state-by-state and district-by-district analyses, etc.

e Promote the specific positive proposals of our budget: We must not forget to
show the positive aspects of our proposals. We have exciting new proposals for
working Americans, and we must sell them with energy and conviction. We must
explain to people our new health care initiatives —— and not just show how painful
their Medicare cuts are. The same is true for GI Bill of Rights for Workers, national
service, education deduction etc.

e Make clear that we want open, civil debate; they want to use the threat of
trainwreck crisis to push through policies that would be a working families crisis:
If we only say that a trainwreck is bad, then we may unintentionally help build
pressure for us to accept a bad budget that they pass. We must make clear that using a
debt limit crisis to create a crisis of priorities is not acceptable and a budget that tries
to do that should be vetoed.

e Validate the credibility and support for our plan: While we must draw clear
lines, we must ensure that people see that our plan is real, politically viable, and
credible.



D. THREE PART FRAMEWORK FOR ISSUES:

1) Main Distinctions: We must ensure that Americans understand that we have a
clear alternative that is better for the economy and more closely aligned with the
interests of working families. This requires a disciplined focus on the basic message:
1) education and training; 2) Medicare fairness, first steps to health care; 3) tax
fairness; 4) economic expansion and the need for a 10-year plan;

2) Other Priorities: While we must make clear that there is a main emphasis on the
above top priorities, we must take advantage of other priorities that we care about
promoting and that can weaken the overall Republican alternative. Key issues that we
must also play up include:

® The environment and consumer safety: Here, the gutting of environmental
and health protections as part of a complete sellout to special interests should
be a major focus.

® Technology: We need to stress the business support and growth policies
behind our technology priorities.

3) Body Blow Strategy: Without diluting our main message, we must also facilitate——
and certainly not discourage—-reasonable efforts that weaken support for their overall
approach. There are many issues that are outside our defining message yet are of
critical importance to millions of Americans, who will be hurt more than is necessary
because of their seven—year path and large tax cut for the well-off. Key parts of the
body blow strategy could include: agriculture, veterans, homelessness, AIDS. Every
critique in these will be another body blow that will move the public toward our
reasonable 10 year plan.

II. WHITE HOUSE BUDGET/ECONOMIC PLAN WORKING GROUP
STRUCTURE: INTERNAL PROCESS AND STAFFING

A. WHITE HOUSE WORKING GROUP STRUCTURE: At some point, we may need to
have a separate room as there was in health care and the 1993 budget. Until that time, the

only way to have a strong and orchestrated campaign for our budget is with the following two
things:

1) Management and Staffing: We will need clear assignments of people who will
run the day-by-day process and clear assignments as to who from each division in the
White House will be responsible for the budget. While this may not need to be a
full-time assignment, it should be each person's main assignment.



2) Planning Process: Strategy with Long-term Planning and Quick Response:
We must meet regularly to ensure that strategies are developed, coordinated, and
executed. We need a budget calendar and budget process that allows us to make
strategic short— and long—term plans and achieve some coordination. Yet we must also
have a process that allows us to make quick and even instant decisions. Entering a
conflict that puts us on the side of our priorities within a given news cycle will often
break through even more than a perfectly planned event.

3) Combined Internal and External Calendar: It is extremely important that we
maintain a comprehensive and up—-to—date calendar of budget-related events.
Externally, we need to know what is happening in Congress, from Committee
meetings to votes to recesses. Internally, we must have a unified calendar so that we
know what everyone is doing on budget related events. Our goal is to ensure that we
have major message events on our defining issues every week at the right times, and
that we can make rational decisions about when to do what and where. A second
crucial goal is to ensure general coordination throughout the Administration.

Erskine must have someone who monitors an overall calendar for him, and everyone
around the White House must feed into the calendar in a disciplined way.

4) Presidential and Vice Presidential Involvement: While these planning efforts are
essential, no part of our plan can work unless there is a strong sense that the President
is personally promoting his plan, and drawing the four main distinctions (10 years,
education, heath care, tax faimess). We must therefore ensure that the budget strategy
is linked tightly to Presidential and Vice Presidential scheduling and that where we do
have Presidential events, we can build all of the other elements around that strategy.

B. IMPLEMENTATION/MANAGEMENT MEETINGS:

Erskine Weekly Planning Meeting and Twice-a-~Week Check-In: Erskine would
call all of the representatives from the different divisions together two or three times a
week, with one meeting for longterm planning. One key goal of these meetings must
be to prioritize communications strategy so that Mark Gearan, Lorrie McHugh and
others know where they should be directing their efforts.

Daily Management Check-In: Decisions are made and key discussions take place at
the 7:30 a.m. meeting and at Leon's evening meeting. Gene and Erskine should try to
have at least two check—in meetings a day, with Gene providing a clear list of
decisions that have to be made or considered for the next day. When possible George,
Laura, John Angell, Jack Quinn, Alice or Jack Lew, Carol Rasco and the designee
from the DNC could also be part of check-in meetings.



Daily Check-in with OMB/COS/VPOTUS/Treasury: To ensure that the campaign is
coordinated closely with OMB, Gene would keep contact with Jack Lew and John
Angell and Jack Quinn and Mike Barr at all times to ensure coordination and that
Leon, Alice and Laura are up on what is happening each day.

Erskine-Leon--VPOTUS-POTUS: Ultimately, the whole process will only work if
there is a regular process for getting information to Leon and the Vice President and
President, getting approval, and proceeding.

C. STRATEGY AND POLICY MEETINGS:

NEC Budget/Leon Strategy Meetings: We should reinstate the twice weekly
strategy meetings hosted by Laura, particularly to ensure an appropriations strategy
that is fully coordinated with the Cabinet. Alice, would of course, have the lead on
budget issues, and Rubin on tax issues, Carol Rasco on domestic issues, but we would
have meetings so that strategy decisions could be thought through and discussed by
the COS, economic team and political advisors.

Continuation of Budget Working Group: Gene has coordinated a budget
working group that has included most of the best budget people in the
Administration, including Jack Lew, Martha Foley, Joe Minarik, John Angell,
Barry Toiv, Larry Haas, Alan Cohen, Glenn Rosselli, Eric Toder, Chris
Jennings, Barbara Chow, Paul Weinstein etc. Gene would continue to hold
these "working group" level meetings, but we would integrate them more with
the principal level budget strategy meetings.

Rivlin Appropriations Coordination Meeting: Alice has begun chairing meeting with
relevant cabinet members by appropriations sub-committee so that we can coordinate
strategy and ensure that we are working as one team. These meeting would continue
and feed into the overall Principals Budget Strategy process.

POTUS Strategy Meetings: Not having a forum to flesh out larger strategic issues
with the President will paralyze us below. We need to have some ability for such
issues to be discussed at NEC-type meetings with the President for his sign off.

D. OVERALL COORDINATION AND MANAGEMENT:

Erskine Bowles as CEO Reporting the Chief of Staff: Erskine would serve as the
CEO on the working group, ensuring that everyone —- internally and externally —-
knew the importance of the project. He would be the person responsible for reporting
to and getting decisions from Leon Panetta and the President.



NEC Process/Laura Tyson Coordinating Budget Strategy: The campaign would
concern itself with implementation. Policy decisions and strategy would still have to
come from Leon Panetta, Alice Rivlin, Carol Rasco and the main NEC principals -~
Rubin, Tyson, Stiglitz —— along with Stephanopoulos. Clearly, Alice and OMB would
continue to play its usual role in leading the budget process. Yet, for a campaign to
work, Laura would have to develop a "fast decision" mechanism in which Leon, Alice,
George and the economic principals —— and other relevant White House staffers ——
would be able to communicate so that decisions could be made as to how to respond
to incidents or comments or strategic choices that could happen at any time.

Gene Sperling as Working Group Coordinator: Gene would work to implement the
strategy and policy decisions made by Leon, Alice Rivlin and the NEC principals and
senior policy advisors. His job would be to ensure that there were detailed long—run
and short-run strategies to be presented for approval to higher ups, and to be in
charge of ensuring that the short-term plans, long-range planning and quick response
were carried out. Where a decision needs to be made on strategy or policy, he would
be responsible for bringing it to the attention of Leon, Erskine, Alice, Laura, George
and the NEC so the decision could be made.

Deputy Coordinator: Someone would serve as a deputy coordinator, working
with Gene to plan and to ensure that assignments were carried out and that
nothing was falling through the cracks. While Gene would focus much of his
attention on the substantive responses, quick responses and issues were being
taken care of, this person would particularly watch over all political outreach
-- from cabinet affairs, to public liaison, intergovernmental and political.
Possibilities: David Lane, NEC

Additional Younger Person: In addition to a deputy, there should be a single
young person who also focused on overall management. Possibilities: Jason
Goldberg, Julia Moffett, Michael Warren of the Labor Department.

)

E. DIVISIONS: As with other such efforts, it is important that there be people who are
responsible for particular areas. While at some point, we may need these people to devote
full time to their assignments, for now it may be enough for it simply to be considered their
main assignment.

1. COMMUNICATIONS: There should be someone who watches over the entire
communications arena —— who goes out to the shows, ensuring that things like the 19
Governors who supported us gets ample play, and so on. In addition to George, we
need to closely integrate Don Baer so that speechwriting is completely involved with
message development. We also need to include people like Bruce Reed, Rahm and

others who can be very helpful in developing message opportunities. Recommendation.
Michael Waldman.



2. SURROGATES: While each department will have to do surrogates for its area, one
person should be responsible for ensuring that there is a proper surrogate strategy and
the right types of talking points. Recommendation: Elgie Holstein, NEC

3. LEGISLATIVE: Pat needs to appoint one of his major people to be fully engaged
on the budget and ensure that we are doing all we can to keep Democrats supportive.
Recommendation: Susan Brophy with Barbara Chow backing her up.

4. CABINET AFFAIRS: Particularly for areas outside of health, education and
training, we need someone to work with the other departments to ensure that we have
coordination and that information is getting out to them in a timely manner.
Recommendation: Steve Silverman Cabinet Affairs/ Leslie Thornton, Dep. COS at
Education is a possibility for a detail.

S. PRESIDENTIAL EVENTS: Once we have decided to do a Presidential event, it
might be good to have someone to ensure that those events are carried out and
conceived in a way that ensures we make news with our message. Recommendation:
Rahm (allow for his involvement while not pulling away from other activities)

6. VICE-PRESIDENTIAL INVOLVEMENT: It is important that Jack Quinn be as
involved as much as possible so that we both have as much of the Vice President's
time as possible and that we have his input and Jack's as we are developing message
and strategy. Yet, again, it would be worthwhile for the VPOTUS office have someone
else designated as their budget person: Recommendation: Lorraine or Greg or
whoever they feel is best.

7. REGIONAL COMMUNICATIONS: This is critical, and we simply need to
ensure that Lorric McHugh has ample support.

8. TALKING POINTS AND TALKING POINTS SIGN-OFF: It is critical that we
are able not only to get responses written, but to have them signed off on in a timely
fashion that allows us to get in the news with our message and to ensure that we are
all on the same line. While this will often be done by Gene or Larry Haas, it might be
good to have someone responsible for coordination and sign-off. Recommendation:
Barry Toiv.

9. PRESS: Mike needs to appoint either one his deputies to focus on this and get
absorbed in the issues. Recommendation: Mary Ellen or Ginny.

10. QUICK RESPONSE: We must have a quick response team with people who
have the time and ability to help come up with quick responses. Gene can watch over
this, but there must be a good team. Recommended for team: One or two designated
OMB people in addition to Minarik, Haas and Lew; Alan Cohen, Treasury, Mark
Mazur, NEC/CEA, Robert Gordon NEC, Barry Toiv, COS.



** DEMOCRATIC NATIONAL COMMITTEE. In addition to all these people
within the White House, we will want someone with an understanding of message and
budget from the Democratic National Committee to be designated as a liaison with the
White House. This person would attend the daily meeting at the White House outlined
below and feed information back to Dodd and Fowler. Leon, Harold and Erskine
might have a regular conversation with Dodd and Fowler on coordinating higher level
priorities.

F. INTEGRATED ISSUES GROUPS: Our top priority is to get our message out on the
major differences between the President's budget and the Republicans' on: 1) health care and
Medicare; 2) education and training; 3) tax faimess versus tax giveaways; 4) a solid 10-year
plan that is good for the economy vs. an arbitrary seven year plans that forces arbitrary cuts
that are bad for longterm growth. In addition, we will want to get our message out in other
key areas like the environment and consumer safety. While each outreach arm of the White
House should have its own plan, on the defining issues we need to have an integrated strategy
where all arms of the White House are working together to come up with an integrated plan.
These groups would make sure that all relevant arms are involved in the relevant strategy.

Feed Into Overall Meetings: Gene would work closely with each of these issues
groups and then ensure that they are feeding into the Erskine meetings. As a result, we could
make decisions as to when education versus health care or tax faimess should be on the
calendar or given center stage.

Additional Point Person: In addition to Gene, there should be a point person or two
who is solely focused on pushing forward the budget strategy plan, calendars, talking points,
media strategy and events in that area.

1. HEALTH: We are already up and working on health care and Medicare, but we
need to expand to ensure there is greater coordination with the outreach arms of the
White House. Chris Jennings, Jen Klein and Gene from the White House policy
councils already are working together well ih coordination with Nancy Ann Min at
OMB. Others working closely on health care include Judy Feder and others from HHS
and Marilyn Yaeger on outreach. We may consider whether there is someone from
HHS who can offer support. Additional Point Person Recommendation: Chris and
Jen.



2. EDUCATION: Here there is already a working group up and running bringing
together representatives from all the departments in the White House, OMB,
Education, Labor, and national service to work on coming issues. We will use this
structure for the budget as well as issue development. Ken Apfel, Barry White and
Gene have also already been working closely with the departments to develop
common numbers for quick response. Ken Apfel will continue to take the main
responsibility here coordination with Gene and others. Jeremy and DPC have been
active in pulling together all of the pieces for a full strategy. We have tremendous
enthusiasm and participation from Education, Labor and National Service: Additional
Point Person Recommendation: Jeremy Ben-Ami with help from Gaynor McGown,
Paul Dimond.

3. TAX ISSUES: Gene has been coordinating a EITC working group with Treasury,
OMB and DPC that has been very successful at preparing an Administration strategy
on our EITC message and defense. Les Samuels' shop and others at Treasury have
done a great job of taking a leadership role and producing strong material.

We would now use that existing group and expand its focus to a broader public
strategy for on how to promote our positive tax proposals (education tax deduction,
IRA etc.) and to focus on the negative aspects of theirs. Samuel's shop would
continue to the be the lead policy analysis and numbers, but Treasury needs to appoint
a more political person who could coordinate and think through events and message:
Additional Point Person Recommendation: Michael Barr or David Dreyer or both.

4. WELFARE REFORM AND CRIME: We have already started to see the
connection with the welfare reform and the overall budget with the EITC tax increases
to pay for welfare reform. We need to ensure that Bruce Reed and Rahm are
coordinated with this effort.

S. OTHER WORKING GROUPS: ENVIRONMENT, CONSUMER SAFETY:
Beyond the three issues above that form our core message, there are other issue areas
where we will need to pay focused attention.

At times we may want to form a separate inter-department working group or we may
just want to encourage those currently working on the issue to feed into the process.

On the environment and consumer safety, for example, it is clear that the Republicans
are taking extreme steps with which most Americans disagree. A group to coordinate
policy and message could include top people from the Vice President's office, the
Council on Environmental Quality, the Environmental Protection Agency, and
other agencies.

As mentioned above, some of these issues groups have already been meeting and
have been working on plans. Attached is the education/labor plan that ha has been put
together for the next couple of weeks. The process will now work to develop plans in each
area and then integrate them into an overall strategic plan.



July 10, 1995

MEMORANDUM FOR ERSKINE BOWLES

FROM: Gene Sperling
* Jeremy Ben-Ami

SUBJECT: Potential Short-Term Presidential Education and Training
Events and Messages

We have been co—-chairing a working group to coordinate education and training
activities in the overall budget debate. Turnout and interest in these meetings has been
extraordinary. The Chiefs of Staff of both Labor and Education, key under secretaries, the
press secretaries, and representatives of all major White House divisions have been attending
our weekly meetings. We are anxious to move ahead.

We are working under the assumption that whatever the overall budget strategy, we
will want to draw a very visible, public distinction between our proposals and the Republicans
in the area of education and training. There are key activities on the Hill throughout the next
three weeks to which we can peg administration activity.

We have laid out one sample week in detail (Week of July 10), included ideas for
major news hooks in each of the following two weeks, and attached a list of ideas
brainstormed by the group for other possible activity.

Week of July 10

]

o Congressional Activity Labor/HHS House Appropriations Subcommittee mark-up
(starting July 11)

o R ted Administration Activi

= Tuesday July 11 Presidential statement possibly at the Leadership meeting laying
down a marker on education and training programs. Would precede the beginning of
mark-up, guarantee that the President is in the story and avoid interfering with
message of Wednesday speech.



~ Wednesday July 12 POTUS comments included in the Religious Liberty speech
on education cuts. Note: speech is at a public high school.

Statement following mark-up by Chief of Staff, strongly opposing action taken
by the subcommittee.

Release of comparison of effects of mark-up and Clinton budget. Side by side
chart to be used by Hill Democrats and widely faxed out.

Media: Secretary Reich already booked on Good Moming America. Other
NEC principals do ed boards and elite media calls briefing on magnitude of
cuts.

Regional Travel: NEC and other principals travel or at a minimum do
regional media on cuts. Note: Secretary Riley already going to Colorado to
Education Commission of the States

Advocacy Groups: Chief of StafffOMB Director briefing for key education
groups on cuts.

Intergovernmental: Conference call and joint statement by Governors/Mayors.

Hill: Hill staff briefings —— side~by-sides and state-by-states shared by
administration with Democratic members.

Mailing: Mass mailing of education/training information to regional media,

opinion leaders, and key advocacy groups.

This is just a sample of what could be done in a given week to back up the President's
message. Other weeks could have messages such as business support for investments in
education and training or University Presidents' support for direct lending.

Week of July 17

o Congressional Activity Mark up of Labor/HHS bill by full House Appropriations
Committee (Thursday July 20)

o R il Adiinistiation Aot
Message: Highlight corporate support for education investments.

Education and Labor working with WH Public Liaison to solicit letters of
support from major CEOs.



Schedule release of letters to coincide with mark-up on Thursday July 20 or
precede it on the 19th. Issue Presidential statement welcoming corporate
support.

Work regional media in home states of CEOs. Attempt to find CEOs in states
of appropriations committee members.

Target ed board calls to major papers in states of committee members.

Consider event with POTUS and CEOS. Could be delayed till later in budget
process if there's interest.

Week of July 24

o Congressional Activity This week, House floor action tentatively scheduled on
Labor/HHS appropriations. Also mark of of student loan proposals (Wednesday, July
26)

o R tad Admiristrdtion Activi

Message: University Presidents Support Student Aid
Invite major University Presidents to the White House to meet with the

President and demonstrate their support for Direct Lending and the federal role

in helping students and their families pay for education. (July 25, day before
Direct Lending mark-up)

Regional media targeting states of the university presidents.



POSSIBLE NEWSMAKING EVENTS AND ACTIVITIES ON EDUCATION AND

TRAINING ISSUES

Presidential Events

Democratic Mayors Event. On July 26, 15-20 big city Democratic Mayors are
coming to the White House for a political briefing. They could also have a meeting in
the Oval Office with the President and then go to the press stakeout to talk about

education and training programs that are being cut on the Hill (e.g. Summer Jobs for
Youth).

AFT Speech on July 28. The President is scheduled to give a major speech at the
American Federation of Teachers Conference on July 28. The speech should be
broadcast by satellite around the country with additional events taking place to reach
as large an audience as possible.

NACO and NCSL Conferences. Both NACO (July 21-25) and NCSL (July 23-28)
are having conferences this month. The President could give addresses by satellite to
either (or both) conferences on education and training issues.

Other Education-and-Training-Related Events. Several events are taking place
during the month of July that could be used as message forums for the President.
These events are not major news in—and-of themselves, but they could be used as
basic forums for the President. They include: The Enterprise National Launch
Meeting (July 10-11); The Lifelong Learning Demonstration Project Community
Celebration (Week of July 10); The One-Stop Career Centers Year-Two
Implementation Sites (Week of July 17).

Kentucky School-to-Work Graduation (Date TBD). On June 19, Governor Jones
and Lt. Governor Patton of Kentucky wrote the President to invite him to attend a
graduation ceremony for a successful state, school-to—work program partnership
between the Kentucky Advanced Technology Center and Potter and Brumfield (a
Siemens Company) that jointly trains adult students to be internationally certified tool-
and-die makers. It is funded by the Commonwealth of Kentucky and Siemens. The
Governor has left the date open based on the President's schedule, but they would like
to do it sometime this summer. At the graduation, the Governor plans to announce the
expansion of the program to include 15 local high-school students under the auspices
of the local School-to-Work Program.

Lunches with Small Groups. Presidential lunches with small groups of leaders
(Corporate CEO's, College Presidents, etc.) can be successful events if there are no
competing events and there is activity on the Hill to tie into. Typically these lunches
are closed press with pool spray and informal statements at the top.



"Letters-Type" Events. We have had several successful "letters—type" events on
issues other than education and training. These events involve the President inviting a
group of students, parents, teachers, employers, etc. . . to the White House to talk
about the importance of education/training programs in their lives and what the impact
of the cuts will be.

Exclusive Interviews. Exclusive interviews should be explored as they essentially
guarantee coverage. Options should include everything from a network interview to a
syndicated program such as Rockline (this Sunday night radio program has the largest
listening audience of any music program in the country).

Radio Addresses. These addresses can make news if given a real news hook.
Suggested dates that correspond with major Congressional budget action include July
15, 22, or 29.

Conference Calls with Student Leaders. Conference calls could take place with
leaders who have organized groups around the student-loan issue. The President
could commend their efforts and listen to their concerns.

Conference Calls with Parents and Students in Targeted Districts.

Tarmac Greetings in Targeted Districts with Student Loan Recipients, Summer
Job Participants, Americorps Members.

Conference Calls with Governors in GOP Senate States. This should be done on
the same day as the Governors send a letter to the Hill on a given issue.

Large-scale Briefings with Education/Labor Groups at the White House with
POTUS Drop-by Before Groups go to Hill to Lobby.

Coordinate Special "Days" with Congress. A small group of the major
organizations can create an "Education Day" on the Hill to tie into expected
committee action. These groups could sponsor a "Speak-Out or hearing where
students, parents, teachers, and workers come to Washington to offer personal .
testimonials of the impact of the GOP Budget on their lives. Many Democratic
Members would attend, and gimmicks could follow, such as giving every Democratic
Member a set of "credentials" with a person from their district who will lose access to
education with the GOP Budget cuts.
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INS Accused
Of Misleading
Hill Task Force

By Rene Sanchez
Washington Post Staff Writer

The chairman of a congressional task force on immi-
gration has asked the Justice Department to investigate
charges that it was intentionally deceived by Immigra-
tion and Naturalization Service officials during a recent
tour of a Miami detention center,

Rep. Elton Gallegly (R-Calif.) said yesterday that INS
officials may have transferred and even temporarily re-
leased some detainees at the center and doubled its staff-
ing to make conditions __
there look better to
federal lawmakers dur-
ing a fact-finding trip.

‘ Gallegly has re-
- -ceived a letter signed:
" by more than 50 INS
- employees in Miami
that details how nearly
150 detainees, all ille-
- gal immigrants, were
removed from the fed-
. eral Krome Service.
Processing Center on
the eve of the congres- [ies
sional visit, REP. ELTON GALLEGLY

The center, whichis . asked Justice to investigate
the largest INS facility — ° e
in Florida, usually houses between 300 and 500 detain-
ees.

The letter contends that 54 detainees were temporar-
- ily paroled into the community. Another 83 of them, it
states, either were shipped out to other INS facilities in

Florida for the day or simply taken on bus trips to have A

lunch in Key West and Tampa. ,

“This was done on a budget that is already strained and
.doneonlytopr&sentanimagethattheMiamiDistrictis
well-managed and under control,” the letter states.

The letter also alleges that twice as many INS inspec-
- tors were ordered to work for the delegation’s visit to INS
facilities at the Miami Airport and told to report without
weapons or handcuffs to present a “kinder, gentler” image
of their work there, ’

“These allegations are very, very serious,” Gallegly said,
. “The charges are quite specific. Detainees were sent out
on buses on day trips, or just let out into the streets. If
‘that’s true, someone has intentionally lied to Congress.”

The Justice Department, which oversees the INS, said

yesterday that its inspector general would investigate the
charges. An INS spokesman, Greg Gagne, said that the
agency was “deeply concerned” about the allegations and
eager to help examine them. But Gagne said that at this
point the INS could not comment on any specific charge,
The congressional delegation made its visit in early
June. It is part of a House task force on immigration re-
form that was created by Speaker Newt Gingrich (R-Ga.).
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Burn a Cross, Save a Flag *

Having trouble deciding whether
you're a liberal or conservative? Try-
ing to sort out your feelings on patrio-
tism, {reedom of speech and civility?
Well, here are a couple of cases virtu-
ally guarantced to add to your confu-
sion.

Last week, the Supreme Court (in
on¢ of the other opinions that came
down the day the Georgia redistrict-
ing case was decided) said the state of
Ohlo shouldn't have stopped the Ku
Klux Klan from crecting a 10-foot
Cross on a public square in Columbus,

This week the Senate is preparing
0 consider a constitutional amend-
ment—already approved overwhelm-
ngly by the House~to ban the burn-
ng of the American flag.

If you think the court was wrong on
he cross and the House wrong on the
lag, you're a liberal. If you believe
he opposite, you're a conservative, If
you agree with the court and disagree
vith the House, you're probably—but
ot necessanly-—a civil libertarian,

And if you're merely confused?
Easy, you're an American,

It's hard »ot to be confused by the
ssues involved in the two cases—-
2ven when you understand thelr theo-
retical underpinnings,

Take the KKK and the cross. The
ase arosé in December 1993 when
tate officials refused to allow the
{lan to erect its cross on public prop-

Porter J. Goss

The full story of Haiti's recent parliamentary
lections is now emerging into the bright light of

erty that already held a Christmas
tree and a menorah. The rationale:
The menorah and the tree ware “cul-
tural” artifacts, whose¢ significance
transcended religion, The cross was
sectarian: specifically Christian,

The high court, by a vote of 7 10 2,
sided with the Klan, with the majority
(in separate concurring opinions) of-
fering a range of rationales—virtually

Further obfuscating
the concepts

of patriotism,
freedom of speech
and civility.

all of them religion-based, Only Jus-
tice Thomas (demonstrating that he
hasn't forgotten everything about be-
ing a black man in America) noted
that the Klan's raising of the cross
may have been “a political act, not a
Christian one,”

Even so, should it have been
banned? (The ACLU would have
banned Christmas tree, menorah and
cross on the ground that they are all
religious symbols that have no busi-
ness in public space.) Would the

THE PRESIL

The Haitian Elections: Defendfxq

the southem part of the country and worse—much
worse in a few violent instances—in the north,

court’s decision have been different if
the cross—unattended—had been
gdorned with flickenng flame-like
lights?

The flag-burning proposition is
both easier and harder. It's easy be-
cause, as even the proponents of the
constitutional amendment must know,
flag-burning is an act of political ex-
presslon—and a fairly rare one at
that, 1s the offense so great as to
warrant the first-ever alteration of
the Bill of Rights? I don't think so.

So what makes it a difficult ques-
tion? Politics—by which I mean the
difficulty of explaining to an unhappy
electorate that a vote against the
proposed amendment is not a vote in
support of desecrating the flag, mere-
ly a vote in favor of free political
expression.

But what expression! It is “speech”

- calculated not to persuade but to
inflame, the whole point being to
drive patriots up the wall. It is the
symbolic equivalent of shouting, “To
hell with America!”

But if those actual words are con-
stitutionally protected, why shouldn't

their aymbolic utterance be? The -

drafters of the proposed amendment
must believe flag-burning és protected
speech; else, why would they seek to
change the Constitution to make it so?

As much as I deplore incivility in

N
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public discourse (aud flag-buming is,
at the very minimum, incivility in
discourse), I find it hard to see what
good could come of the amendment.
The most vbvious obstacle to its en-
forcement is the difficulty of defining
“American flag.” If a protester fash-
ions a red-white-and-blue look-alike,
but with 14 stripes, or 53 stars, is
that a protected flag? And if the thing
is slready aflame, how could you tell
whether it's a true flag or not? Would
setting fire to a photograph of a flag
be a violation? What if the photo were
on a T-ghirt?

Rep. John Lewis had it right a week
ago when he said: “Our flag, while a
great symbol, is still just a symbol—a
symbol of our rights and freedom.
What is worse—destroying a flag, or
destroying the liberty that flag repre-
sents?

That's the heart of the matter,
however difficult it may be to commu-
nicate it to those who object to uny-
body's “running down the countiy.”
The flag is a symbol, and its desecra-
tion ig political expression,

The burning of a cross, in Klan
symbolism, is a powerful—often spe-
cific—=threat. Don't members of the
House know that? Why do you sup-
pose they haven't offered a constitu-
tional amendment for that, too?

e Indefensible

occurred

ay—outside “official channels.” The views of dis-
urbance and chaos, of voter disenfranchisement
nd frustration strike at the heart of democratic
eople everywhere, :

'] saw these elections first-hand and was deeply
isappointed by the disorganization and confusion.
s the leader of an International Republican In-
titute (IRD) independent observer delegation, I was
ot in Haili to declare a winner, to back a particular
ide or to champion any issue other than democra-
y. Our mission was simple: observe and report
idependently and aceurately on the conduct of the
lection. :
We did just that. The election effort | saw was
adly marred by closed polling places, disenfran-
hised candidates, burned and mishandled ballots,
estroyed or falsified vote tally sheets, widespread
ck of ballot secrecy and worries about election-
lace security, Yet the Clinton administration and
s apologists in the American media seem eager to
eclare the elections “acceptable” while taking aim
 those who point out some very real problems.

In a June 27 editoria), The Post praised the
ections despite the avalanche of voting irregulari-
es, misadventures and outright manipulation of
allots and voting tallies. The Post judged the
ections a “success™—"by any reasonable stan-
ird.” The Post then went on to dismiss the IRI
wdings as “not constructive, informed criticism”
cause of IRI's “misunderstanding” of Haiti today.
The IR] observers found that the election proce-
res and balloting were rcasonably successful in a
w places. Things generally seemed 1o go better in

besu 3\\?105\“\

I was in Haiti as a presidential mission observer
in the countrywide presidential election of 1990, By
way of comparison, 1 would note that this election
was an improvement over the tense atmosphere in

Taking Exception

1990, which manifestad itself in some incidents of
brutal violence, But I would also note that the
enthusiasm for the elections was much dimin-
ished—which appatently resulted in surprisingly
low voter turnout in the recent election. And the
management of this election was a fiasco compared
to 1990—which may partially explain the low tum-
out.

. The Post editorial would have us bélieve there
was no military control of this election. But there
was military control—only this time the military
was primarily ours (working with our U.N. part-
ners), That's an important point for America's
taxpaycrs to note.

In discussing the “first-time democratic proce-
dure,” The Post fails to recognize that the proce-
duze was used once before in Haiti—in
r. Kot in the elections o
25 we saw the procedure going backward. This
matters not because we showld find blame, but
because we must remember that there is a terribly
important presidential election acheduled for six
months from now. If that election s not properly
managed, it will tear Haiti apart,

The Provisional Electoral Council (CEP) must

T
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swnsiv&%ﬂ‘wmwdent. One ob-
server 1t “organized confusion,” assuming some
type of motive. ] would call the whole CEP effort
inexcusable given the-leve) of U.S. taxpayer assis-
tance that went into this election. Just because Haiti
is woefully poor doesn't mean it can’t do better.
"‘ Finally, I concur with The Post's point that the
Ageney for International Development's (AID) ea-
gerness should not lead it to substitute its energies
and judgments for those of Haitians, Nor should it
blind AID (or any of the other international organi-
zations that had a stake in this election) to the fact
that the June 25 election was an organizational
catastrophe. Defending the indefensible gets us
~Rowhere.

Can the CEP get its act together to complete
these parliamentary elections with enough integrity
to provide them with sufficient credibility? Wil the
new parliament have sufficient credibility as an
independent, separate branch of government for the
customary checks and balances role, or will it be
just an Aristide rubber stamp? Will the Haitians’
patience hold together for the first orderly turnover
of power by a democratically elected president to a
democratically elected president, in February of
19962 And will our troops come home on schedule

in 19967

Why do we care? The answer is that Haiti
deserves better than it got out of the June 25
election, and thc American taxpayers deserve bet-
ter out of their forcign assistance dollarse—all $2
billion-plus of them in Haiti. :

The writer is a U.S. representative (R-Fla,).




Clean Water: A Midstream Approach

By Sherwcod Boehlert

WASHINGTON

ithin the

year, the

104th Con-

gress may

rewrite the

Clean Water

Act, the Superfund program, the En-

dangered Species Act, the Safe

Drinking Water Act and portions of

the Clean Air Act In short, it may

redesign the entire framework of en-

vironimental protection that has been
developed over the past 25 years.

That could have salutary results.

The laws need to be redrafted to

“ prune red tape, cut back the natural

accretion of burcaucracy and, most

important, reflect the findings of the

latest scientific and economic re-

search. Unfortunately, Congress

seems poised to leap far beyond such

level-headed revision and instead re-

verse more than twodecades of envi-

ronmental progress. o

The vote last montit in the House to
dilute the Clean Water Act demon-
strated what an uphill battle it is to

. put together a coalition for sensible
reform. But the vote also indicated
that moderates still could carry the
day as the debate over environmen-
tal protection moves forward.

Part of the problem is that the
terms of debate are being set by
Lhose at the ends of the spectrum. On
one side are environmental absolut-
ists, who often sound as if they view
the restoration of Eden as a reason-
able interim goal for environmental
policy. On the other is an increasing-
ly strident conservative vanguard,
which believes (to update Barry

Sherwood Boehlert, Republican of
New York, is chairman of the House
Subcommittee on Water Resources
and Environment.

Goldwater) that cxtremism in the
defense of libertarianism s no vice
and moderation in the pursuit of de-
regulation ts no virtue.

Both sides grossly misread the de-
sires of a pragmatic and often am-
bivalent electorate. The absolutists
choose (0 ignore the voters' growing
suspicion of the Federal Government
and, in the abstract, of regulation.
But the libertanians fail to see that
the voters still expect the Federal
Government to guarantee them a
cleaner environment. And, polls
show, the vast majority even want
the Government to do more to
achieve that end.

What is to be done? Congress can
satisfy the voters, protect the eavi-
ronment and maintain the nation's

Absolutists on
both sides hurt
the er_lvironment.

ability to compete in the world econ-
omy, if its environmental policy is
guided by three fundamental moder-

.ate principles:

Repeat is not reform. Environmen-
tal law can be improved without
eliminating the provisions that have
made it so effective. This princtple
has often beer honored only in the

_breach by the current Congress.

For example, in the name of ‘‘re-
form,” the clean water bill that
passed the House repealed the entire
program that limits discharges of
polluted storm water — even though
storm water runoff is responsible for
more than 25 percent of damage to
water quality in the United States.

Was repcal necessary to eliminate
the flaws in current law? Absolutely

not. An exemption for small commu-
nities and small businesses, which
contribute little to the problem, could
have eased the burden ol regulation
without threatening water guality.

Instead, the House used a guitlo-
tine to cure a headache — giving aid
and comfort to the environmental
absolutists by making credible their
claim that “‘reform’ is merely a
euphemism for backsiiding.

States have a roie. Centralizing ail
decision-making, as the environmen-
tal absohutists desire, is a recipe for
an anti-regulatory backlash. Giving
the states a greater role in environ-
mental policy — the power to carry
out Federal Jaw by granting permits
for the use of wetiands, for exampte
— reduces red tape and insures that
regulators understand local condi-
tions. ;

On the other hand, environmental
policy cannot simply be delegated to
the states, as the libertarians pre-
tend. Air and water recognize no
state boundaries. Supporters of the
House bill repeatedly said that Mary-
land could protect the Chesapeake
Bay without Federal regulation if the
state was genuinely concerned about
its recreation and fishing industries.
But Maryland would have no way o
stop polluted water originating in
Virginia or Pennsyvlvania.

Regulation shouid be based on sci-
ence. Scientiflic research should not
be viewed as suspect simply because
its findings may be politically un-

comfortable. During the House de- |
bate on the Clean Water Act, howev- |
er, proponents of the “‘reform’ bill !
attacked a report on wetlands issued

by the National Academy of Sciences
because it inconveniently offered a
scientific definition of wetlands that
would have required the bill's propo-
nents to preserve far more acreage
than they wished. Yet wetlands fol-
low the laws of nature, not the laws of
Congress.

At the other end of the spectrum,

- gether. If we continue to do so, the
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the absolutists have not helped the i
cause of science either, sometimes
clinging to outdated scientific find-

ings and forecasts If they can be used

to paint a picture of looming environ-

mental catastrophe.

A bipartisan coalition is beginning
to form around these principles, de-
spite the polarization in Washington
and the lobbying clout of the Jibertar-
ians and their allies.

During the clean water debate, the,
moderate coalition was able to block
the repeal of the program that pro-!
tects coastal areas [rom pollution’
carried by runoff — preventing un-
told billtons of dollars in damage o°
beaches and fishing .areas. And
though a moderate version of the
entire bill losy, it drew 184 votes, far
more than anyone had predicted.

The moderate effort was truly bi-
partisan. It was ied by Republicans,
with significant suppoert from mem-
bers of both parties. Speaker Newt
Gingrich, incidentally, encouraged
Republicans to air their differences.

We have demonstrated that mod-
erates tn both parties can work to-

public may yet get what it wants —
effective environmental protection
that does not unduly burden businessi
or individuals. a:
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