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The Honorable William ]. Clinton
President of The United States of America
The White House

Washington, D.C. 20500

Dear Mr. President:

Congratulations on your great victory in November. I am proud to
have been a part of that effort.

As you organize the Cabinet for your second Administration, I ask you
to consider the appointment of Ms. Alexis Herman to succeed Robert Reich as
Secretary of Labor.

Ms. Herman has helped build a constructive and productive working
relationship between American business and your Administration. She has
an extraordinary talent for forging a consensus and exhibits a keen
understanding of the business community. She has been consistently fair and
balanced, and it has been a pleasure to work with her.

A strong, constructive relationship among business, labor, and your
Administration is critical to many of our common goals. I am confident that
Ms. Herman can provide the necessary leadership to ensure that this
relationship continues to grow.

Thank you for your consideration. I look forward to working with you
on the Welfare-to-Work initiative, as well as any other matters with which I
can be of help.

Best regards,
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1850 M Street NW, 11th Floor
Washington, DC 20036

First Cleass Mciil

Via Messenger

Ms. Nancy Hernreich
The White House
- Northwest Gate -
Washington, DC

MAY ALSO BE OPENED BY: Janice Kearney
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Todd Stemn '96 DEC 16 FM5:10
Staff Secretary To The Pres.

1600 Pennsylvania Avenue, N.W.
Washington, D.C. 20500
202-456-2461 - fax
202-456-7610

Dear Todd,

‘Enclosed you will find a letter from both past and present Congressman
referencing Mr. Albert W. Vinal, whom gave his life to the USA as an inventor
in advanced technology and Jim Dorskinds letter dated 3-27-95. Also a copy of
the letter from the inventors Hall Of Fame. Albert Vinal was called the
present day Einstein, He died June 6, 1994. Enclosed is an extensive
package on his accomplishments in terms of his incredible
technological break troughs for the USA. He designed the memory
for the Astronomical Observatory, Gemini, Apollo, he increased the
U.S. defense radar by a factor of two in the 70’s, while in the
service. The list goes on - over 100 single author Patents. Maybe
more single author patents, inventions than anyone in history in
the electronic field.
He had more single author patents than anyone in the history of IBM, he then
retired and continued on back out of retirement to accomplish another 25
patents in totally new high speed technology putting the USA about 60 years
ahead of the world in technology. He worked night and day, 7 days a week and
didn’t take a vacation for 10 years until he collapsed in our arms at the
hospital with a stomach aneurysm, we waited 2.5 hrs for a surgeon, he didn’t
make it, Cary, N.C. June 1994. We would love to see him be bestowed the MEDAL
OF FREEDOM by President Clinton and would please like to know the status of
this.
His widow, Mrs. Vinal is disabled and we would love to see her receive this
medal on his behalf and with honor before she is no longer with us. You have
a very substantial package of his achicvements that is sent to Jim Dorskind
previously by the Congressman, physisists, Governor, etc. I sent you another
one so you can read it. Please give me a call or write. There isn’t much time.
Thank you so much, ,
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The Invention (Just one of his 117 Inventions)

This invention is a new Field Effect Transistor (FET) which is called the Fermi-Threshold

Field Effect Transistor or Fermi-FET. In contrast, Albert W. Vinal used his knowledge of basic
physics to invent a new FET which provides increased performance without the need for exotic
devices or manufacturing techniques. Exa. The Pentium class processor by Intel, can have upwards
to 5-8 million transistors, the transistors performance contributes to the processors performance.

The Fermi-FET is compatible with current transistors, it offers better performance in terms of

higher Idsat and lower capacitance over convention tech. Many companies have resorted to exotic
materials or manufacturing techniques, increased Channel lengths. Channel Lengths are
approaching .25 microns, .18 microns at an estimated cost of $10 billion dollars/ adv. fabrication
facility to achieve these lengths. The Fermi-FET technology will enable semiconductor
manufacturers an alternative by jumping one generation of process technology in performance
capability using their current linewidth fabrication technology, hence saving billions, higher

profit / part, and still deliver much much higher performance.

A few other Inventions, memory system for the Gemini, Apollo, Astronomical Observatory, Defense
System, Magnetics, Semi Conductors, more single author patents than anyone in the history of IBM.
1) - Fermi- FET 4,984,043 2) Twin Track Vertical Read-Write Head Structures - major sales for IBM
3) - Fermi- FET with reduced Gate and Diffusion Capacitance 5,369,295 4) Self energized magnetic
keys - used in most IBM computers 5) SRAM including Fermi- FET transistors, 100 plus more.

The Inventor
Upon completion of his Bachelor of Science in Electrical Engineering at MIT, graduating at the top of
his class. Mr. Vinal’s career had been interrupted by being called to serve his country in the US
Army, in 1954, Mr. Vinal was assigned to serve in the Signal Corps, where he designed strategic
radar capabilities that doubled it’s effectiveness in detecting enemy advances. He received special
commendations and rank, Specialist first class. Mr. Vinal then joined IBM in the federal systems in
Owego, N.Y. in 1956. While with the federal systems he invented, the Memory systems (4 U.S. Patents
), encoding schemes (4 U.S. Patents), read/write heads for magnetic disk drives (7 U.S. Patents) and
many new ferrite, thin-film and other storage technology patents too numerous to list here. His
successful track record and insight into memory systems allowed IBM to be competitive and
ultimately successful in acquiring many lucrative NASA contracts for IBM including the invention
and construction of the entire memory system for the Orbiting Astronomical
Observatory(OAO) and the Gemini space Program. Mr. Vinal was transferred to head up IBM’s RTP
site in N.C. in 1973 where he pursued research in the field of advanced magnetic (hard disc) data
storage technology for the emerging personal computer industry. He generated some of the basic
technology for semiconductor and magneoresistive read/write heads and invented IBM’s basic
read/write head that produced data densities of 100,000,000 bits /sq. in. Which help lead the
charge for IBM. He also invented IBM’s self energizing magnetic keys, High speed logic and memory
family using ring segment buffer. to name just a few.
During his tenure, he was responsible for 72 U.S. Patents and authorized numerous papers and other
ground breaking publications also in IEEE, He was asked to re-write the physics books at NCSU, He
is reportedly the most patented (Single author) engineer in IBM’s history. He had a broad variety of
interests, including his family and restoration of classic auto’s including ford mustangs, Mercedes
and Thunderbird’s. Upon his retirement in 1987 from IBM, he continued pursuing his own interests
and became intrigued with a new idea of a transistor design now known as the Fermi-FET. His Fermi-
FET theory predicted that the USA semiconductor industry could benefit with a transistor that
offered higher drive currents and lower capacitance than the conventional transistors. Knowing that
he had more to offer the scientific community, he sold his prize thunderbird’s to start a small comp.
Thunderbird Technologies, Inc. to develop and commercialize this new technology. Mr. Vinal had
applied for over 25 patents covering Fermi-FET and others, he was awarded all of these patents and
foreign coverage is now starting, Mr, Vinal lived to see the first prototype of the Fermi-FET device
work and produce the advantages he predicted with his advanced mathematics and 25 patents issue.
On all of his patents he had written, My ambition is to help make the U.S.A. be the most
technologically advanced in the world.




Nominee’s

Dr. James D. MeindI-(404)853-9416

Georgia Institute Chair of Microelectronics, previously, V.P. - Provost of Rensselaer Institute,
Stanford-professor of E.E. Assoc. Dean for research, director of integrated circuits. CO-founder
Telesensory systems. Etc. See attached

Dr. James R. Fiebiger,(602) 443-1810 B.S., M..S., and PHD in E.E. University at Berkley.
Texas Instruments, R&D engineer, development, manager of bi-polar circuits, Pres. & Ceo of
VLSIL

Dr. William G. Howard, Jr. (602) 391-0039 Senior Fellow, National Academy of
engineering. Motorola, managed Linear Integrated Circuits.

Ivan Sutherland, Sun Labs- (415) 336-3298 MIT PHD, pioneered computer graphics, head
mounted display anticipating virtual reality. He sits on many boards, member of National Academy
of Engineering, National Academy of Science, ACM, IEEE.

Nino Masnari, (919) 515-3083 Center of Advanced Electronic Materials Processing.

Dr. Ronald J.G. Goossens, (408) 721-2420 National Semiconductor, Manager of Device modeling,
Analog Process Development. Semi conductor Physics, Semiconductor processes and devices. B.S. in
Physics, Mathematics and Astronomy, a double M.S. in Physics and Astronomy, PH.D. in Physics.
Mr. Robert Ames (401) 351-1070 NASA, many Advisory boards, Director/President of American
Research & Development, Vice Chairman, Board of Governors. National Technology Priorities Project.
Etc.

Bell, Seltzer, Park & Gibson legal firm - Mitchell S. Bigel, Esq. 919-420-2200 Patent

attorney




THE WHITE HOUSE
WASHINGTON

July 15, 1996

Mr. Peter S. Vinal
1322 Airlie Road
Wilmingt-n, North Carolina 28403

Dear Mr. Vinal:

Thank you for your recent letter and the information
you enclosed reaffirming your recommendation of your father,
Albert W. Vinal, for the Presidential Medal of Freedom.

On behalf of the President, thank you again for
your continuing interest. You may be assured that your
father remains on the list of those under consideration and
that your endorsement of your father has been noted. We are
keeping your materials on file, as well.

Sincerely,

-

James A. Dorskind

Special Assistant to the President
Director of Correspondence and
rresidential Messages



THE WHITE HOUSE
WASHINGTON

March 27, 1995

Mr. Peter S. Vinal
2110-424 Paces Forest Court
Raleigh, N~orth Carolina 27612

Dear Mr. Vvinal:

On behalf of President Clinton, thank you very much
for recomrending Alber= W. Vinal for the Pregidential Medal
of Freedonm.

I hope you will be pleased to know that your father has

already =+ recommended to the President for consideration
for the #r:.:idential Medal of Freedom, the highest civilian
awarcd giver in our nation. You may be assured that the

nominatic: »f your father and your special endorsement will

be given -i-efyl attention.

Sincerely

@;\ ]

James A. Dorskind

Special Assistant to the President
Director of Correspondence and
Presidential Messages



DAVID PRICE
4TH DISTRICT
NORTH CAROLINA

COMMITTEE ON APPROPRIATIONS
COMMITTEE ON THE BUJGET

CONGRESS OF THE UNITED STATES
HOUSE OF REPRESENTATIVES
WASHINGTON, D.C. 20515

October 28, 1994

Mr. Frederick Ziesenheim

c/o Webb, Burden, Ziesenheim, and Webb
700 Koppers Building

Pittsburg, PA 15219-1818

Dear Mr. Ziesenheim:

OFFICES:
2458 RAYBURN BUILDING
WASHINGTON, 0.C. 20815
(202) 1251784

225 HILLSBOROUGH STREET
SUITE 330
RALEIGH, N.C. 77603
1919) 8564811
1777 CHAPEL HILL-DURHAM BLVD
SUITE 202
CHAPEL HILL, N.C. 27514
919) 967.8500

I am writing in support of the nomination of Albert Watson Vinal to the
National Inventors Hall of Fame. Enclosed please find the application and
extensive list of his accomplishments as an inventor. Albert Vinal was a
creative and productive member of the research scientists’ community in the
Research Triangle Park and an incredible, practical man of rare genius. I

encourage your careful consideration of this application.

Sincerely,

David Price
Member of Congress

DP:nh

PRINTED ON RECYCLED PAPER



North Carolina
Department of Commerce

James B. Hunt Jr., Governor William Arnold
S. Davis Phillips, Secretary Director
July 17, 1996
Mr. Peter Vinal
1322 Airlie Road

Wilmington, North Carolina 28403
Dear Pete:
This is to acknowledge receipt of your letter and the material on your father.

I'll do everything I can to help this along, and get word to you if there
appears to be some progress developing.

I hope you're well and that your projects are coming together as planned.
Talk to you again, soon, I hope.

Cordially,

William Arnold
Director

WA/b

NORTH CAROLINA FILM OFFICE
430 North Salisbury Street, Raleigh, North Carolina 27611 919-733-9900 FAX: 919-715-0151
An Equal Opportunity / A ffirmative Action Employer



CHARLES 8. PARK, T
FLOYD A. GIBSON
SAMUEL 0. LAYTON, JA.
JOELL T.TURNER
CHARLLS B. ELDERKIN
JOMN L. SULLIVAN, JA,
JOHN J. BARNHARDY 01
RAYMOND O. LINKER, JR
JAMES D, MYLCRS
MICHAELL D. McCOY
BLAS P. ARROYO

PHILIF SUMMA
MITCHELL §. BIOEL
KENNETH D. SIBLEY

BeLL, SELTZER, PARK & GIBSON
A PROFESSIONAL ASSOCIATION
ATTORNEYS AT Law
310 UCB PLAZA
3605 GLENWOOD AVENUE
P.O.ORAWER 31107
RaLeEigH,N.C. 27822
919-420-2200
FACSIMILE 919-881-31758

FRANK BURKHEAD WYATT II
MELISSA 8 PENOLETON
TIMOTHY J © SULLIVAN
MOBERT W GLATZ

JAMES R CANNON

QRANT J SCOTT

JEFFREY S WHITTLE

auY R COSNELL

VIRGINIA C BENNETT
JASON P COOPLR
CHRISTOPHER (0. DREMANN
BRUCE J mOSC

LORIE ANN HERINGTON
THOMAS C M:THENIA, JR.

DICKSON M.LUPO SCOTT C. HATFIELD May 18, 1985
STEPHEN M. BODENMEIMER, JR JOMN P HIGGINS
F.MICHAEL SAJOVEC J.RICK TACHE
JOHN H. THOMAS ROGERT J SMITH
MARTHA G. BARBER SARA M CURRENT
LARRY C.JONES NECEDHAM J BCODDIE, IO
PAUL F.PEDIOO ALBERT P ALLAN
MICHAEL 8. CONNOR RACHEL M HEALEY
WILLIAM M, ATKINBON O. RANDAL AYLRS
GCORGE M. TAULBEE SOROJINI J BISWAS
EANEST B. LIPSCOMB, I1I MICHARD M M JERMOTT
OF COUNBEL
PAUL 8 BELL
Mr. Jim Dorskind
Director of Presidential Correspondence
1600 Pennsylvan.a Avenue
Washington, [C 20500
RE: Albert W. Vinal, Jr.

Dear Mr.

-7

I heartily nominate Albert W. Vinal, Jr
the Medal of

35 years,

Dorskind:

Fra=edom.

., posthumously,

INTELLECTUAL PROPERTY LAW
IPATENTS, TRADEMARKS, COPYRIOHTS
& TRADL SECRETS); LICENSING:
ANTITRUBT; UNFAIR TRADE PRACTICES
TECHNOLOGY AND COMPUTER LAW
CHARLOTTE QFFICE
IR11 CAST MOREHEAD STREET
P.O.DRAWER 34009
CHARLOTTE. N.C. 28234
704+331-8000
FACBIMILE 704-334-2014

for

Mr. Vinal’s inventive career spanned over

applications still pending.

wi~tF well over 50 U.S. Patents and a number of

After aiding the war effort with the U.S. Army, Mr. Vinal

joined IBM. Ee

applied basic physics to numerous inventions in

the fields c¢f magnetic memories (U.S. Patents 3,141,155;
3,231,6871; 3,576,552; 3,680,064), data coding (U.S. Patents
read-write heads for

3,947,€62; 7,
magnetic disx
4,626,946

%o, 626; 3,978,319; 4,096,378),
drives (U.S. Patents 4,485,419;
4,0i.3,913; 4,698,711; 4,782,415;

4,613,915;

and other

4,816,947),

diverse areas.

As founder of Thunderbird Technologies,
from IEM, Al Vinal invented the Fermi-Threshold Field Effect
Patents 4,984,043 and 4,990,974 and other
patents issusd and pending, a unique memory architecture (U.S.

Transistor of U.S.

Patents
perding) ,

Inc.

after retiring

5,304,374 and 5,305,269 and other patents issued and
ar i other diverse technologies.

From the early days of his youth with the U.S. Army,

throughout his
of his own -

mrany,

Albert W. Vinal,

career at IBM and until the day he died as founder
Jr. was concerned with using
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BELL. SELTZER, PARK & GIBSON

Mr. Jim Dorskind
May 18, 1995
Page 2

basic scientific principles to improve the competitiveness of the
United States <lectronics and semiconductor industry. As his
patent attorn=y for the last six years, I believe Mr. Vinal’'s
contribution: marit the honor of the Medal of Freedom.

Very truly ypurs,

Mitchell S. Bigel

MSB:sef : 11530
Enclosures

ce: Mr. Perwr Vinal (w/o enclosures)

s
w1



In Memory Of
(12-18-28 to 06-06-94)

ALBERT W. VINAL JR.
(Inventor, Scientist)

Section 1 - Nominee’s and their Resume’s

Section 2 - Albert W. Vinal’s beginning as an inventor in the
U.S.Army in 1955 (4 Patents), then his incredible
50 plus inventions (Patents) reaching incredible
plateau’s while employed at IBM. After
retirement he founded Thunderbird Technology
generating New Technology, with another 30 plus
incredibly significant Single Author Patents
with dreams of enabling the United States to be
light years ahead of the world in this
technology, enclosed at the end will be a ccoy
of just one of many significant Patents.
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THE WHITE HOUSE
WASHINGTON, D.C. 20500

DATE: _12/17/96

TO: John Angell
FROM: Staff Secretary

FYI



THE WHITE HOUSE
WASHINGTON, Bie. d6800 Recommended Telephone
Call to Senator Moynihan
Regarding CPI
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THE WHITE HOUSE
WASHINGTON

December 13, 1996

RECOMMENDED TELEPHONE CALL '96 DEC 16 #42:24
'96 DEC 16FM2:25
TO: Senator Daniel Patrick Moynihan

DATE: As soon as possible
RECOMMENDED BY:  Office of Legislative Affairs /| 1}

PURPOSE: To discuss the Consumer Price Index (CPI) with Senator
Moynihan.

BACKGROUND:  Senator Moynihan has asked to talk to the President to discuss the
report released by the Boskin Commission, which reported that the
CPI, the measure the government uses to calculate the increase in
the cost of living, overstates the rate of inflation. This issue is of
particular importance to Senator Moynihan as he has been
involved with it since he served in the Department of Labor under
President Kennedy. He would like the opportunity to share his
views on the matter with the President.

TOPICS OF DISCUSSION: In June, 1995, the Senate Finance Committee
(Senator Moynihan is the ranking member)
commissioned a group of distinguished economists,
chaired by Stanford University professor Michael
Boskin, to examine the CPI. Last Thursday, the
Boskin commission reported that the CPI overstates
the rate of inflation by 1.1%. Further, the commission
projected that reducing the CPI by 1.1 percentage
points would cut the federal deficit in the year 2008
by $202 billion, as well as reduce the accumulated
debt by $1.1 trillion. The amount that many benefits,
including Social Security, are increased each year is
based on CPI measurements. Senator Moynihan
believes the Boskin Commission’s report confirms his
long standing view, that in overindexing federal
spending programs and features of the tax code, the
federal government is paying more in benefits and
collecting less in taxes than it should.



CONTACT PERSON AND
TELEPHONE NUMBER: White House Signal Operator

DATE OF SUBMISSION: December 13, 1996
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AREAS OF POSSIBLE FEDERAL INTERVENTION

.  Rel om State functi

- St. Elizabeths

* Prison System

- University of District of Columbia (and Law School)
- Medicaid

. Development of the Economy and Tax Base

A.- No effective economic development organization
- Multiple development authorities

B. Create a CDFI in District (coordinate a South Shore

role)

- Support it with a lending consortium of area banks
C. Slow the exodus of federal facilities to the suburbs

-« Federal "contracting out" practices are reducing
federal employment of D.C. residents

- Preferences to vendors employing D.C. residents

D. Identify and support diversified employment sectors

- Tourism: hotels, restaurants, Convention Center,
MCI Arena, Opera Center, Monument care

- Bio-medical: hospitals, medical schools, federal
research _

- Multi-media: printing, communications, international -
services -

- Training for appropriate skills



Page 2

E. Streamline D.C. business services into a one-stop center
- Permits, taxes, licenses

- Small business assistance énd incentives

F. Intensify the federal role in development
- Enterprise community

- Brownfields redevelopments

ll. Employment and Wage Opportunities

A. Bridges-to-Work models: connections to the growing
jobs in the suburbs (transportation, placement)

B. Youth Build model: training for construction and
rehabilitation for young people on a major scale

IV. Schools and Youth
A. School rehabilitation and construction assistance.
B. Charter Schools
C. Youth mentorship: Urban League model

V. Encouragements to the Middle-Class to Stay

A. Taxes are too high; insurance and costs of living
are high; basic services are declining

B. Create a mortgage subsidy to offset costs of
homeownership

C. Focus on improving basic services:
police, fire, schools



Page 3

D. Create Homeownership Zones (i.e., Ft Lincoln project with
HUD) |

VI. Public _Hogsing

A. Intensify efforts to support the court-appointed
receiver :

VIl. Governance

A. The First Lady can play a major coordinating role
(Melanne Verveer) .

B. A new force in the community-based leadership is the
Washington Interfaith Network (IAF) |



THE PRESIDENT HAS SEEN
\2-17-9
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Bank?—but it does not act as a centre-piece for a broad differ-
ence of opinion over economic or other policies. Remember,
after all, that this is the one issue that unites Labour’s old so-
cialist maverick, Tony Benn, with John Redwood, darling of
the Tory right-wing. Having the sovereignty is one thing;
agreeing what to do with it is quite another.

Despite this, EMU could still split the party, for it has be-
come a visceral issue, playing more to emotion than to rea-
son. The irony is that such a split, especially one so plainly

LEADERS;
displayed before the general election, could bring about ex-

actly the large Labour majority that offers the only serious

prospect that Britain could join EMU in 1999. The longer-
term probability is that if a split occurs a new Tory party, al-
most certainly a Eurosceptic one, will then spend several par-
liaments in the political wilderness. It will emerge only once
ithas shed its greatest weakness: that its unity is provided by a
negative proposition, being against EMu, rather than by
agreement about what the party is for.

Let East Timor vote

The only way to decide who should govern East Timor is to

hold a referendum

VER since Indonesia invaded East Timor in 1975, Presi-

dent Suharto’s government has been hoping that time
and the world’s forgetfulness would gradually erase opposi-
tion to Indonesian rule. But the problem of East Timor, a for-
mer Portuguese colony, just will not fade away. The Indone-
sians seem closer neither to winning the loyalty of the
territory’s population, nor to winning other countries’ accep-
tance of their right to rule there. Instead, they have had to
squirm this week as the world watched the Nobel peace prize
being awarded to two of the staunchest critics of their occupa-
tion. International diplomacy over the fate of the territory has
reached a dead-end (see page 34). There is now only one way
out: a referendum must be held to settle who should rule this
unhappy demi-island.

Indonesia will have many objections to the idea of letting
East Timor vote. The first line of defence is that the Timorese
have already cast their ballots for integration with Indonesia,
in 1976. But that vote took place in such dubious circum-
stances that it has carried no weight internationally. The sec-
ond objection is that reopening the question of East Timor’s
future will lead to civil war. But such an argument simply
underlines how far Indonesia is from securing popular as-
sent to its rule. The spectre of the referendum turning nasty
could anyway be averted by UN supervision of the vote.

Indonesia’s real objections to a referendum are more
complicated and discreditable. It fears that if the Timorese
were allowed to vote for independence, the rest of the Indone-
sian empire might begin to unravel, from Aceh in the far west
to Irian Jaya in the remote east. That is certainly possible; but
such concerns do not negate the right of the Timorese to jus-

tice and self-determination. Nor do they take due account of
East Timor’s unique international status. Indonesia’s claims
to East Timor, unlike those over Aceh and Irian Jaya, have
never been internationally recognised.

The Suharto government’s deepest worry must be that al-
lowing the outside world in to supervise a referendum would
expose, once and for all, the full terrible story of what has hap-
pened in East Timor. The Indonesians vehemently deny the
figure—cited by Bishop Carlos Belo in his Nobel address this
week—of 200,000 dead out of a pre-1975 population of
700,000 or so. But, in unguarded moments, even Indonesian
officials have admitted to over 100,000 deaths. Many died in
fighting or from famine, events for which the Indonesian gov-
ernment bears a heavy responsibility. It has also often been
reported, with on one occasion corroboration on film, that
Indonesian troops have killed unarmed civilians. That most
of the killing took place over a decade ago will not dispel In-
donesia’s fear of further revelations. Yet, in the long run, al-
lowing East Timor to decide its own future may be the only
way to begin to clean up Indonesia’s reputation abroad.

There is one objection to a referendum that deserves
greater respect. That is that the likely result—a vote for East
Timorese independence—would lead to the creation of a
state that could not be viable. With a population still under
900,000 and few educated people, an independent East Ti-
mor would undoubtedly struggle. But, after so much blood-
shed, the Timorese might still prefer to go it alone. There are
plenty of other small states dotted around the Pacific Ocean
which manage to survive. If the people of East Timor want to
break free, they should be allowed to.

The UN's next boss

A man for all seasons, all countries and an organisation like no other

O AMERICA has its way, Boutros Boutros-Ghali is to go

and the United Nations is to get a new secretary-general.
What sort of person should he be?

It is a question above all for the Clinton administration,
which has set so much store by Mr Boutros-Ghali’s departure,

THE ECONOMIST DECEMBER 14TH 1996
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and especially for Madeleine Albright, the American ambas-
sador to the UN whose success in forcing him out has helped
to propel her, Senate willing, to the job of secretary of state-
But the operation has had a price for America. After such an
indelicate expulsion, its influence on choosing a successor

\\V(((L/ i
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will be limited. And when powerful countries veto candi-
dates for top jobs, they sometimes end up accepting someone
else with many of the same characteristics.

One such, in this instance, will be the characteristic of be-
ing an African. Mr Boutros-Ghali is an Egyptian. Africans
reckon they have a claim on his second term and, unless it
wants to make the diplomatic mess even worse, the United
States is unlikely to deny it to them. Thus the principle of
Buggins’s turn is likely to be reinforced.

That seems absurd. Serious organisations like the United
Nations deserve to be run in a serious way, by the best candi-
date available, regardless of nationality. That no government
dares say so suggests a worrying readiness to let the uN drift
towards unseriousness. It also shows what a peculiar place it
is, and what a peculiar post its boss has to fill.

The uN suffers from much the same difficulties as that oft-
invoked outfit, the “international community”. Both the un
and the international community are expected to step in and
sort out the world’s ghastliest messes when no one else can.
Both get no credit when things go right, and plenty of blame
when they go wrong. The difference, however, is that, whereas
no one holds the post of secretary-general of the 1c, there is a
mug whose title is secretary-general of the UN.

Most governments take a reasonably sophisticated view
of this state of affairs. The Clinton administration, however,
has cravenly pandered to the numberless demagogues and
lunatics among its electorate who say the UN is responsible
for every ill that afflicts the planet—and, since many of them
also believe in aliens, probably for every ill that afflicts the
entire solar system. In America, poor Mr Boutros-Ghali has

become a hate figure for nutters and right-wingers.

A similar fate awaits his successor unless the administra-
tion starts to educate its voters. Some may say this is a job for
the secretary-general. But Mr Clinton and Mrs Albright would
be foolish to neglect it, because they may find they need the
UN just as much as the secretary-general needs them: some-
times only the UN can do the things that America wants done.
Moreover, they will then wish that the UN were slimmer,
more efficient and better organised. Yet, paradoxically, the
task of reforming it has been made considerably harder by
America’s refusal to pay its dues: an organisation on its up-
pers—thanks in large measure to America’s failure to fork out’
the $1.5 billion it owes—cannot afford to pay off its supernu-
merary staff or modernise its managemeiit.

And don’t forget to say it all in French, too

So the qualities required by the UN’s new boss become clearer.
He—or she—must embody the lofty principles of the UN char-
ter. But he must also be a thrifty administrator; a dedicated
reformer; a sensitive diplomat able to accommodate or rebuff
185 members, five of them with vetoes; and a discriminating
judge of international disputes who will prevent the orga-
nisation being lumbered with hopeless missions but bravely
fight to get it involved in those it can pull off.

Like the boss of a big company, he must remember his
shareholders, because he can do nothing without them: he
has no right to tax, and no troops. But he must remember too
that the most powerful shareholder is the company’s biggest
debtor. As for its subsidiaries, the countless UN agencies, he.
has no power over them. Good luck, Mr Mbuggins.

A false choice

American experts are reluctant to get the government out of the business
- of paying pensions. They shouldn’t be

A,MOST before it got under way, the debate over reform-
ing America’s Social Security pension system has run
into a wall (see page 27). This week, a commission appointed
to examine the scheme’s future split publicly over whether,
and how, to move from a tax-financed, pay-as-you-go system
run by the government to one in which individuals would
have more control over their pensions. Many of the commis-
sion’s members think that privatisation would expose people
to greater risk, and bring lower-income workers an impover-
ished retirement. They are wrong on both counts.

To many, Social Security is the crowning achievement of
America’s welfare state. It has stretched a safety net beneath
every American family and, thanks to annual benefit in-
creases tied to increases in the Consumer Price Index, drasti-
cally reduced poverty among the elderly. For many Ameri-
cans, it has also proved an exceptional deal. Eugene Steuerle
and Jon Baraka of the Urban Institute, a think-tank in Wash-
ington, DC, reckon that a typical one-earner, low-income cou-
pleretiring in 1980 had paid a total of $26,511 (in 1993 dollars)
into Social Security over the years. They could expect, before
their deaths, to receive benefits (also in 1993 dollars) of
$149,945. No wonder there is no rush to change the system.

But change it must. Popular fiction holds that every

worker pays taxes into a personal account in a Social Security
“trust fund”, which later pays his pension. In fact yesterday’s
workers are supported by today’s. A tax of 12.4% of the first
$65,400 of each worker’s earnings covers current benefits
and, for now, generates a surplus. But in about 15 years’ time,
the baby-boom generation will begin moving into retire-
ment. By 2030, about 50 people will collect Social Security for
every 100 active workers. Finding a way to finance the ageing
of America was the task of the ill-fated commission.

One option is to change the way in which Social Security
invests its money. At present any surplus is held in govern-
mentbonds. The returns are predictably meagre. If part of this
money was put into funds based on stockmarket indexes, the
increased returns might be enough to finance the future pen-
sions of the baby-boomers. But this idea fails on at least two
counts. It still relies on a payroll tax which falls hardest on
low-wage workers. And it stops short of turning Social Secu-
rity into a properly funded retirement scheme in which bene-
fits are linked either to contributions or to investment perfor-
mance. A prolonged bear market would leave the
government to make up huge shortfalls. _

Abetter alternative is to replace Social Security, over time,
with personal retirement plans. This approach, which was
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pioneered by Chile and since followed, to varying degrees, by
Argentina and Peru, requires each worker to place a percent-
age of his earnings with a private fund manager. These funds
would have to invest in diversified, relatively low-risk portfo-
lios; nobody would be allowed to bet his retirement on Rus-
sian bonds. Workers could move their money between com-
peting funds. They could not withdraw it before retirement.

Many questions, but many answers

Social Security’s defenders are up in arms against what they
label “go-it-alone individualism”. They have valid concerns:
How will a private system treat the poor? What about workers
who have paid Social Security taxes for decades? But these
worries do not scotch the case for privatisation. The questions
it raises have many possible answers. The government could
put extra money into the accounts of low-income workers or,
as in Chile, guarantee a small pension to retirees whose per-

LEADERS

sonal accounts have run out. Still-active workers could be re-
imbursed for the taxes they have paid over the years. People
who are already retired would continue to draw their bene-
fits. And the transition could be financed with long-term
bonds so that no single group—neither today’s elderly nor to-
day’s active workers—would have to bear all of the costs of
moving from a state system to a private one.

Is privatisation worth the trouble? By moving America
from a pay-as-you-go pension scheme to a properly funded
one, it would stand a good chance of increasing the savings
rate, which would help eventually to speed economic growth.,
That benefit could be large, but it is uncertain. Far more de-
pendable is the fact that privatisation would lighten the de-
mographic cloud which threatens to bring vastly greater fed-
eral budget deficits. Without reform, Congress will one day
either have to raise taxes or penalise millions of pensioners.
Neither is exactly a vote winner.

After Thomson

The long, slow death of Colbertism in France is being accompanied by
worrying bouts of xenophobia and indecision. But it is dying nonetheless

FTEN, just before an ancien régime crumbles, it admin-

isters one final, panicky exhibition of its power that, for
all its anachronistic cruelty, also reveals most of the reasons
why that old order is finally disappearing. That may seem like
the most optimistic explanation to put on the French govern-
ment’s disastrous handling of the privatisation of Thomson,
abig defence and electronics company. However, it also looks
like being the right one.

France has an unusually tight-knit political-commercial
establishment: the heads of nearly halfits top 200 companies
went to the same small civil-service school, the Ecole
Nationale d’Administration, that has also trained many ofits
political leaders and bureaucrats. At first sight, the Thomson
affair seems a perfect example of three of the problems that
this establishment still has to overcome: dirigisme,
chauvinisme and sheer indécision. First, rather than selling
Thomson on the open market, the French government de-
cided to hand it across to the Lagardére group in a slightly
mysterious deal where the conglomerate paid just FFr1 (19
cents). Then, earlier this month, the privatisation commis-
sion suspended the sale on the grounds that Lagardére was
passing on Thomson Multimedia (which mainly makes Tv
sets) to Daewoo Electronics, a South Korean company.

Since then, the French government has tried to be all
things to all people: promising the South Koreans that France
is still open for business (translation: “please don’t let our
xenophobia stop you buying our high-speed trains”), promis-
ing the financial markets that it still intends to sell Thomson,
and promising the unions that it will pump $2 billion into
the company anyway. This week, the government said it
would privatise Thomson in two parts, the defence business
firstand the multimedia one later. Coming as it does, straight
after the government’s surrender to France’s lorry drivers and
in the midst of a good deal of eMu muddling, l'affaire Thom-
* sonseems to be proof of the government’s spinelessness.

All these things are true—and deplorable. Yet consider the
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view from a defender of the ancien régime. If Jean Baptiste
Colbert were alive, he would find little comfort today. To be-
gin with, as Thomson shows, privatisation is well under way.
France has already sold assets worth $40 billion; another $10
billion-worth is in the pipeline. As for chauvinisme, the prin-
ciple that French assets should remain French has been bro-
ken. This week, the government quietly surrendered Air
Liberté, a loss-making airline, to British Airways.

Against this background, the French government’s indé-
cision matters—though less than it might. France’s future
would look brighter if, as several commentators have urged,
there was some Gallic Margaret Thatcher forcing her compa-
triots to open up more markets. However, the gales that such

_firm political leadership would whip up are already gather-

ing around French business. For instance, no matter how
much money the French government pumps into Thomson
Multimedia, it is clear that the company will perish if it does
not make better television sets.

That 1788 feeling

Indeed, arguably the real significance of l'affaire Thomson is
that, for all its ghastliness, it is something of an irrelevance.
French industry is changing. Jacques Calvet of Peugeot and
Louis Schweitzer of Renault may not make as much noise
about shareholder value as Jiirgen Schrempp, the vociferous
boss of Germany’s Daimler-Benz, but they have been trying to
create it with equal enthusiasm. Meanwhile, there are the first
signs of a new breed of smaller French firms, such as Business
Objects, a New-York-listed software company that takes its
lead from Silicon Valley not the Elysée Palace.

Globalisation does not mean that dirigisme is harmless;
nor can it excuse xenophobia. But France’s leaders have a
straightforward choice: to encourage the largely healthy revo-
lution that is already beginning to refashion French com-
merce, or to resist it—and watch it happen anyway.
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Thrills, no; discipline, yes

WASHINGTON, DC

LL presidents tend to develop a grow-
ing sense of the importance of good
management. As an aide to President
Kennedy once said, “Everybody believes
in democracy until he gets to the White
House, and then you begin to believe in
dictatorship, because it’s so hard to get
things done” Jimmy Carter at first
thought he could get by without a chief of
staff, but discovered the hard way that he
was wrong. From the contrast between
Mr Clinton’s first chief of staff (his old Ar-
kansas friend Mack McLarty, a nice man
but a Washington novice) and his second
(Washington-wise Leon Panetta, a huge
success), Mr Clinton has had a clear les-
son in what a vital post it is.

Sovital that the president chose as his
first post-election task the replacement of
Mr Panetta, who wants to return to Cali-
fornia. With some effort, Mr Clinton per-
suaded Erskine Bowles, a banker who
learnt his trade with Morgan Stanley, to
drop his new banking venture in North
Carolina and return to Washington. The
choice drew a warm reaction even from
two usually hostile Republicans, Senators

| Jesse Helms and Lauch Faircloth of North

Carolina. They respect Mr Bowles not
only for his business acumen, but also for
his pedigree: his wife, Crandall, is from a
Prominent local textile family and his fa-

North Carolina.

Mr Clinton met Mr Bowles only four
years ago, when Mr Bowles was raising
money for the 1992 campaign. They
quickly bonded, not least on the golf
course. Appointed to head the Small Busi-
ness Administration, Mr Bowles set about
reducing the voluminous paperwork for
sBA loans to a single sheet. Then, as dep-
uty chief of staff, he reorganised the presi-
dent’s schedule to allow more time for
thinking. Even after he left the White
House last January, Mr Clinton still
turned to Mr Bowles for delicate tasks
such as handling the resignation of Dick
Morris, the president’s political consul-
tant, in the midst of a sex scandal.

“Businesslike” and “focused” are the
words used to describe Mr Bowles by peo-
ple who have worked with him. You will
not hear from him any dreamy talk of
bridges to the new millennium. Instead,
in a deliberate southern drawl, you hear
the sort of phrases found in business text-
books: “I believe in having an adminis-
tration that has clearly defined goals, ob-
jectives and time lines such that it and its
people can be held accountable.” The
Bowles regime promises few thrills and
much discipline.

Which is how it should be. Without
the prospect of an election to concentrate

pline in the White House is all the greater.
Bowlesian management should help
with agenda-setting, too. For the past two
years, Mr Clinton has proved himself to
be brilliant on the counter-attack against
a Republican Congress. But now the pol-
icy initiative is back with him.

Unlike Mr Panetta, Mr Bowles does
not have years of experience on Capitol
Hill to help him in the delicate task of
dealing with Congress. But he does have a
keen sense of time-management, at a
stage when time is precious. To put it in
the language of the new administration,
Mr Clinton’s stock is now up, but typi-
cally the bull market for second-term

jir__grew up with Mr Helms in Monroe, ~ the presidential mind, the need for disci-  presidents does not last long. J
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Clinton II: The Strategy

WASHINGTON, DC

TWO days after the election, Bill Clinton
slept the relaxed sleep of the victor, wak-
ing up past noon. He had proclaimed a
mandate for the “vital centre” of American
politics; his Republican opponents, newly
reconfirmed in their control of Congress,
had said they would be delighted to serve
the centre too. On all sides, there was talk of
bipartisan co-operation. Then, on the third
day, the president rose up and gave a press
conference. The Republicans pounced.

The press conference, and the reaction
to it, suggest how different this transition is
from the one that followed Mr Clinton’s
election four years ago. Then, Mr Clinton
had issued a list of large campaign prom-
ises—a tax cut, a stimulus package,
more jobs, more health insurance,
welfare reform—with little thought
given to how these could be imple-
mented: Mr Clinton was agonising
over his priorities right up until in-
auguration day. This time, however,
Mr Clinton has won election on a
more modest programme, and has
few doubts about his priorities. But,
in contrast to four years ago, he faces
a Congress controlled by the oppos-
ing camp.

Both at the press conference, and
again in a television interview two
days later, Mr Clinton declared that
balancing the budget is at the top of
his agenda; spreading tertiary educa-
tion, making a success of welfare re-
form, extending health insurance in
small increments and cleansing
campaign finance follow. Already,
reducing the deficit from $290 bil-
lion to $107 billion stands out as the
big achievement of his first term in
office. Other presidents have ended
slavery or vanquished foreign dicta-
tors. Mr Clinton wants to be the first
president since 1969 to balance the
government’s books.

There is more than a little irony
in this. Until just over a year ago, Mr
Clinton disdained Republican calls
to eliminate the deficit. He then
changed course, seeing political ad-
vantage in fiscal virtue; but he none-
theless spent much of the election
campaign denouncing Republican
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budget cuts as too harsh. Now, smiling ge-
nially, he marvels at how little difference
there is between Republican proposals and
his own. He declares that a budget-balanc-
ing deal could be done in “next to no
time”—indeed, that it is “easily achievable”
next year.

Republicans will come to relish these
comments if Mr Clinton fails. And the ob-
stacles are daunting. For one thing, the im-
pressive progress on the budget in Mr Clin-
ton’s first term is due mainly to the tax
increases of 1990 and 1993 and to the
strong economy. Mr Clinton is not going to
raise taxes again, and the economy is un-
likely to remain robust for ever. In the ab-

Next trick: balanced budget!

sence of bold spending cuts, the deficit will
grow rather than disappear.

And politics will make cutting tricky.
Mr Clinton wants to laugh off his cam-
paign assault on the cuts proposed last year
by the Republicans, but the Republjcans
are not amused. On November 12th Mr
Clinton invited the leaders of Congress to
the White House, hoping to mark out com-
mon ground on the budget. But the Repub-
licans conceded nothing. Having borne the
brunt of Mr Clinton’s attacks, they are de-
termined that he should take the respon-
sibility for suggesting cuts this time—cuts
that Republicans can denounce at the next
election. “We’re in this boat together and
we have to paddle it together,” the presi-
dent had pleaded earlier in the day. You
steer, was the Republican reply.

This exchange may set the pattern of the
next few months: the president longing for
congressional Republicans to join him in
policy-making, the Republicans politely
coy. The Republicans hope that, if Mr Clin-

_ ton is forced to take the lead, he will
damage his reputation as much ashe
did during his first years in power,
when his crusade for a tax increase
and for health reform cost his party
control of Congress in the 1994 elec-
tion. Yet the Republicans’ waiting
game may not work much better
than the president’s genial smiles.
For there are big differences between
now and 1993-94.

Unlike four years ago, there are
few signs that Mr Clinton will veer to
the unpopular left after his election.
Rather than mulling a tax increase,
he is committed to tax cuts. Rather
than seeking a dramatic increase in
the federal government’s role in
health care, he is set on modest ad-
vances. A month ago, it seemed pos-
sible that the trade unions’ contribu-
tion to the Democrats’ congressional
campaign might force the new ad-
ministration leftwards. But the
unions’ ads proved less effective
than many had expected, freeing Mr
Clinton to ignore their ideas.

This is reflected in Mr Clinton’s
choice of second-term officials. Sev-
eral of his more leftish advisers are
on their way out: Robert Reich, the
labour secretary; George Stephano-
poulos and Harold Ickes, two White
House officials; and possibly Henry
Cisneros, the housing secretary.
Meanwhile Mr Clinton’s treasury
secretary, Robert Rubin, and his new
chiefofstaff, Erskine Bowles(see next
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story), are both conservative investment

nkers. To cap it all, the president has let it
be known that he hopes to appoint Repub-
licans to his cabinet.

If Mr Clinton stays on the centre
ground, the Republicans’ refusal tosupport
his policies may look petty. On campaign
finance, for éxample, Mr Clinton has de-
clared his support for a bill that would offer
candidates free television ads in exchange
for voluntary spending limits, and would
control the flood of cash to national parties.
The Republican leadership, by contrast,
scoffs at this bill, preferring to attack Demo-
crats’ fund-raising from foreigners. But the
bill is sponsored, among others, by Senator
John McCain, a respected Republican. On
this issue, voters may give Mr Clinton
credit for reaching across party lines while
Republicans played politics.

The other issues on Mr Clinton’s
agenda may draw similar verdicts. It will be
hard for the Republicans to block the presi-
dent’s education plans without looking
mean. Nor can they object to incremental
health reform; one law of this sort, to which
many sound objections could have been
raised, passed the Senate unanimously this

summer. Even welfare, once a good issue
for Republicans, may yet embarrass them.
In the past, Republicans could attack Mr
Clinton for blocking schemes that would
make the supposedly indolent poor earn
their own keep. Now that the new welfare
law requires poor mothers to get work, Mr
Clinton is demanding only that jobs
should be found for them. Republicans can
hardly object to that.

In the end, all the squabbles over these
parts of Mr Clinton’s second-term agenda
will matter less than the big one on the bud-
get. Yet here, too, the Republicans may be
on weaker ground than they suppose. If
they wait for Mr Clinton to propose his
own budget cuts, they will undoubtedly get
ones that promise progress on the deficit,
but which nonetheless preserve the presi-
dent's claim that he is less harsh than his
adversaries. The Republicans will then be
faced with a tough choice. If they pass the
budget, they will allow the president to
claim victory for his plan; if they block it,
they allow him to accuse them of reckless
obstruction.

Because of this, the Republicans may
not stick to their waiting game for long.

They will strive, instead, to come up with
their own agenda for a second term, and to
push it in parallel to the president’s. This
may bring them some success. On Novem-
ber 11th the Republicans let it be known
that, by their count, the election had given
them the votes to pass a constitutional
amendment to balance the budget. This
had an immediate effect: the next day Mr
Clinton softened his old opposition to the
measure. Their appetites whetted by this
easy victory, Republicans may soon be
pushing other schemes.

All of which suggests a paradox. A week
ago, when the election results came in,
Americans seemed to have voted for
gridlock. They had not liked either party’s
schemes, and so they had sought to block
both sides by dividing power between
them. And yet, if the Republican waiting
game does backfire, the opposite of
gridlock may transpire. Mr Clinton may
find that his policies sail through Congress;
the Republicans may find that many of
their ideas win Mr Clinton’s support. In-
stead of one activist government, America
might just get two of them.

-

WASHINGTON, DC

ALL presidents tend to develop a grow-
ing sense of the importance of good
management. As an aide to President
Kennedy once said, “Everybody believes
in democracy until he gets to the White
House, and then you begin to believe in
dictatorship, because it's so hard to get
things done” Jimmy Carter at first
thought he could get by without a chief of
staff, but discovered the hard way that he
was wrong. From the contrast between
Mr Clinton’s first chief of staff (his old Ar-
kansas friend Mack McLarty, a nice man
but a Washington novice) and his second
(Washington-wise Leon Panetta, a huge
success), Mr Clinton has had a clear les-
son in what a vital post it is.

Sovital that the president chose as his
first post-election task the replacement of
Mr Panetta, who wants to return to Cali-
fornia. With some effort, Mr Clinton per-
suaded Erskine Bowles, a banker who
learnt his trade with Morgan Stanley, to
drop his new banking venture in North
Carolina and return to Washington. The
choice drew a warm reaction even from
two usually hostile Republicans, Senators
. Jesse Helms and Lauch Faircloth of North
. Carolina. They respect Mr Bowles not

only for his business acumen, but also for
his pedigree: his wife, Crandall, is from a
prominent local textile family and his fa-
| ther grew up with Mr Helms in Monroe,

Thrills, no;.discipline, yes

North Carolina.

Mr Clinton met Mr Bowles only four
years ago, when Mr Bowles was raising
money for the 1992 campaign. They
quickly bonded, not least on the golf
course. Appointed to head the Small Busi-
ness Administration, Mr Bowles set about
reducing the voluminous paperwork for
sBA loans to a single sheet. Then, as dep-
uty chief of staff, he reorganised the presi-
dent’s schedule to allow more time for
thinking. Even after he left the White
House last January, Mr Clinton still
turned to Mr Bowles for delicate tasks
such as handling the resignation of Dick
Morris, the president’s political consul-
tant, in the midst of a sex scandal.

“Businesslike” and “focused” are the
words used to describe Mr Bowles by peo-
ple who have worked with him. You will
not hear from him any dreamy talk of
bridges to the new millennium. Instead,
in a deliberate southern drawl, you hear
the sort of phrases found in business text-
books: “I believe in having an adminis-
tration that has clearly defined goals, ob-
jectives and time lines such that it and its
people can be held accountable.” The
Bowles regime promises few thrills and
much discipline.

Which is how it should be. Without
the prospect of an election to concentrate
the presidential mind, the need for disci-

pline in the White House is all the greater.
Bowlesian management should help
with agenda-setting, too. For the past two
years, Mr Clinton has proved himself to
be brilliant on the counter-attack against
a Republican Congress. But now the pol-
icy initiative is back with him.

Unlike Mr Panetta, Mr Bowles does
not have years of experience on Capitol
Hill to help him in the delicate task of
dealing with Congress. But he does have a
keen sense of time-management, at a
stage when time is precious. To put it in
the language of the new administration,
Mr Clinton’s stock is now up, but typi-
cally the bull market for second-term
presidents does not last long,

THE ECONOMIST NOVEMBER 16TH 1996




AMERICAN SURVEY

Happily ~

(unlike in the second plan) they would be
entirely responsible. Upon retirement, the
worker would get the guaranteed benefit
plus an annuity large or small, depending
on the skill of his investment strategy.

Each plan has its strengths and weak-
nesses. The idea that the government
should own a large chunk of the stockmark-
et through its trust fund raises thorny prob-

lems (see box). On the other hand, private
retirement accounts hold risks, notably
that unsophisticated investors will fall prey
to sharp practices. Britain experimented
with personal pensions in the 1980s, and
found that salesmen often pocketed a large
share of novice investors’ savings. In Amer-
ica, Prudential Insurance has recently of-
fered more than $400m by away of apology
for a sales scam that cheated millions of
savers of their money. To prevent this kind
of thing a private-account system would
have to be regulated toughly, which would
involve some expansion in government
activity.

The commissioners have little idea
what will become of their proposals. Bill
Clinton has worried out loud about raising
the Social Security tax, which burdens
weaker firms: unlike other taxes, it must be
paid whether or not a company is making
profits. The president has also worried
about pushing back the retirement age: this
might be cruel to manual labourers. Un-
willing to raise taxes or cut benefits, the
president presumably favours anything
that might improve investment returns. So
far, however, he has not endorsed stock-
market investment publicly.

T

Whatever the president decides, the de-
bate on the commission’s report wil| at
least reveal the change in attitudes to Socia
Security. It used to be said that no polit;-
cian could propose big changes to the sys-
tem and survive. Now all support some
kind of reform to it. The retired people’s
lobby, which used to pounce on anyone
proposing change, is now balanced by the
popular conviction that only big change
can ensure that Americans will have pen-
sions in a few years’ time. Black helicopters
do, surprisingly, have their uses. .

Latinos in Caii‘fornia
The next Italians

LOS ANGELES

ANY white Californians instinc-
tively identify Latinos with poverty

and its pathologies. The media focus on
marauding gangs; academia is fixated on
barriers to Latino mobility and assimila-
tion. Summing up this orthodoxy, Celia
Dugger, of the University of California, Los
Angeles, recently described Latinos as “a

Social securities?

NEW YORK

S IT a good idea to invest Social Secu-

rity trust funds in the stockmarket? All
the members of the Social Security com-
mission think so. On December 6th, how-
ever, Alan Greenspan, the chairman of
the Fed, expressed some reservations.

Reformers want the trust funds to be
tied more closely to the real economy.
They have good reason. At present, the So-
cial Security system is run on a “pay as
you go” basis: as current workers pay So-
cial Security taxes, the proceeds are
passed directly to retired people. This
causes two problems. First, although the
government collects more money than it
needs to pay current pensioners (creating
a so-called “surplus”), it collects less from
current workers than it promises to pay
them in the future. The programme is
therefore underfunded.

The second problem is that the “sur-
plus” Social Security funds are placed in
“trust funds” and then “loaned” to the
federal government, which simply lumps
the money into current spending. The
trust funds make the federal deficit ap-
pear smaller than it actually is. In the fi-
nancial year that ended on September
3oth, surplus Social Security funds con-
tributed $66 billion to the budget, help-
ing to bring the announced deficit to a
mere $107 billion.

The trust funds’ assets are dependent
on the government’s future ability and
willingness to raise taxes to meet its ob-
ligations to the funds. As it happens, the
government bonds in which the trust
funds are invested are notably secure in-
struments. But reformers want the trust
fund to invest in shares because the re-
turns would be higher, and might put the
system on more solid financial ground.

This idea makes sense, but it is not
without risks. The surplus Social Security
funds are, in effect, used by the .
government as a cheap and re-
liable source of money. If the
government had instead to
borrow the same amount in
the open market, it would
probably have to pay more for
its debt. Mr Greenspan is also
worried that, without some
broader changes in domestic
savings patterns, investments
in equities by the trust funds
would simply transfer some of
the investment return from
private pensions schemes to
the public system.

Investing the funds might
also be difficult. Should invest-
ments be made in a broad-
based equity index such as the

Standard & Poor’s (s&P) 500, an index of
America’s biggest traded companies,orin
a broader index, such as the Wilshire
50007 Is the goal to reduce risk (in which
case, perhaps a quarter of the portfolio
should be in non-American shares), or is
it to achieve higher returns on the assets?

If the latter, then presumably the
funds should invest in everything from
corporate high-yield debt to private eg-
uity deals and commodities. Yet the sheer
size of the funds’ portfolio (projected by
the Social Security Administration to be
worth $1 trillion in today’s money by
2014) might make the funds an over-
whelming presence in the market; and
there would also be a natural
temptation to use Social Secu-
rity fund investments as an
arm of public policy, directing
holdings, perhaps, towards
particular sorts or sizes of
company.

There is a way round these
problems: let individuals
make their own investment
choices for at least a portion of
their Social Security contribu-
tions. This would not remove
all risk. But it would modify
the unsettling effects of a giant
government investor in the
stockmarket, would encourage
savings, and would set the
whole system on a steadier
footing.

THE ECONOMIST DECEMBER 14TH 19







W U.S.NEWS

.

PHOTOS BY ED QUINN — SABA FOR LS\

..
& e -

Loved and lost. Photos of those who died young adomn the altar steps at the vigil at South Boston’s Gate of Heaven Church.

White-style urban woes

Why violence and social problems are taking their toll in South Boston

who have died young in almost any
urban slum in America. Except that
a teenage girl read a Gaelic blessing and
aman in a kilt played “Amazing Grace”
on the bagpipes. Unlike more familiar
victims of inner-city violence and
poverty, the dead honored at this vigil —
Jimmy Noonan, John Pozniak, Stephen
Dizoglio and others —shared one unex-
pected trait. Irish, Italian, Lithuanian or
Polish —all but a handful were white.
Last month, some
200 people lined the
center aisle of South
Boston’s majestic Gate
of Heaven Catholic
Church for a memorial
service that never
made the nightly news.
One by one, they lit
candles at the altar,

I t could have been a vigil for those

The victims remembered at
the vigil shared an
unexpected trait: Irish, Italian,
Lithuanian or Polish, all but
a handful were white.

46

then invoked the names of lost loved
ones. Mothers with infants cradled in
their arms, young fathers wearing New
England Patriots jackets, and children
barely tall enough to reach the micro-
phone recited a roll call of young vic-
tims, about half of whom had died from
gunshot wounds, beatings, drugs or sui-
cides, with the rest dying of accidents
and illnesses.

Paul Rakauskas told the gathering

I about the agony of losing his only son,

&

15-year-old P.J., to a drug overdose. The
6-foot, 290-pound biker, clad in a black
leather jacket, confessed in a quavering
voice: “Gone are the dreams of finall
seeing someone from my end of the fam-
ily ‘make it out of the depths.””
Climbing out. In South Boston, one
way to climb out of the depths is to leave
behind the public-housing projects on
the southern tip — “the lower end.” Two
years ago, U.S. News identified 15 white
underclass city neighborhoods, areas
where most residents
were non-Hispanic
whites, 40 percent or
more lived in poverty.
and many children
were raised by single
parents. Topping the
list, with the highest
share of white families
headed by a single
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mother of any white slum, was a section
of South Boston’s lower end. (In 1990,
that figure was 73 percent.) Many of the
vigil’s victims came from the two hous-
ing projects, Old Colony and the Mary
Ellen McCormack Homes, that domi-
nate the neighborhood.

America has long been home to mil-

lions of poor whites, from the Okie mi-
grants of the 1930s to the Appalachian
families of the 1960s. Yet poor whites
have usually not been crowded into im-
poverished neighborhoods that resem-
ble well-publicized black ghettos. While
the country has more poor whites than
poor blacks, more blacks than whites live
in city slums. The Urban Institute re-
ports that in 1990, 4.2 million blacks
lived in black ghettos, compared with 1.6
million whites in white slums. Nonethe-
less, in white slums, as in black ones,
many residents have dropped out of

school, given up looking for work, be-
come dependent on public aid (table,
Page 51) and been stricken by violence.
These social ills reflect the loss of
manufacturing jobs and migration of
low-wage work out of inner cities as well
as a surge in family breakdowns and out-
of-wedlock births among whites. The na-
tional economy expanded after the 1990-
91 recession, and last year poverty

“Drug deals [are] happening outside our
windows. . . . kids talking about what store
to hit so they could boost that morning —

kids with schoolbooks under their arms.”

Paul Rakauskas on the perils of the streets at the Old Colony projects. His 15-year-old
son, P.J. (left), died this year from an overdose of Xanax and alcohol.

dropped among most groups, including
the black inner-city poor. But the num-
ber of poor central-city whites rose by at
least 183,000, according to the Center on
Budget and Policy Priorities. In urban
areas, the small white underclass ap-
pears to be growing.

Like the lives of other kids in South
Boston’s projects, P. J. Rakauskas’s was
marked by a mix of vice and innocence,
of abrupt violence and cocoonlike calm.
In the days before he died, P.J. would lie
back on his bed to admire his initials,
which he spelled out on a wall with glow-

ED QUINN — SABA FOR

in-the-dark stars, or he would flex his
skinny biceps and tell his father, “That’s
a real man, Dad.” A few weeks before
he overdosed, his parents gave him his
first Schick razor and a can of shaving
cream for Christmas.

But P.J, also drank, smoked pot and
cut school when he could. He got picked
up by the cops when he attacked his sis-
ter’s boyfriend with a broken bottle after

. the man beat her. His father’s
own battle with addiction ex-
posed P.J. to drugs at a tender
age. Paut is a recovering IV-
drug user and has been clean
for nine years. Though he nev-
er sold to kids, Paul some-
times peddled drugs to pay for
his habit. Paul was later horri-
fied to discover that when P.J.
was a little boy, he had
sometimes secretly watched
through the keyhole of the
bedroom door as Paul shot up.

Boredom. “Not long ago I
asked him to describe a typical
day,” Paul recalls. “He said he
and his friends would hang out
in the hallway [of the project
entrance] and start getting
bored. Someone would pull
out a joint or go buy one, and
they would just sit there and
smoke.” The Rakauskases
looked into moving to a safer
part of Southie but couldn’t
get a mortgage because of
Paul’s drug-related debts and
his modest salary as a chemi-
cal mixer in a factory.

One night last January, P.J.
and some friends obtained a
cache of Xanax pills from
someone in the Mary Ellen
McCormack development. A
relative of P.J.’s purchased a
bottle of vodka for the group.
P.J. imbibed too many shots
and downed too many pills,
went home and passed out on
his bed. No one noticed when
he started turning blue. But
when foam bubbled on his
lips, his mother called an ambulance. By
the time it arrived, P.J. had inhaled his
own vomit and fallen into a coma. He
died a few days later.

“P.J. was a well-liked kid who got
caught up in this s---storm out here,”
says his father, as he wipes back tears.
Most days from his second-floor apart-
ment, Paul can watch “drug deals hap-
pening outside our windows. There are
kids talking about what store to hit so
they could boost [sell stolen goods to
buy drugs] that morning —kids with
schoolbooks under their arms at the bus

48 PHOTO COURTESY OF THE RAKAUSKAS FAMILY
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“My heart broke for these people
[whose kids had been shot]. I never
thought I would be one of them. ...

I thought, ‘they can’t be talking

about Brian.””

Cathy Havlin, in a park across from the Mary Ellen McCormack Homes,
still mourns her son Brian (right), who was gunned down.

stop. It’s so hard to see their faces be-
cause what you’re looking at is yourself.”

Last year, police received more re-
ports of aggravated assaults at Old Colo-
ny, or O.C. as it’s sometimes called, than
in any housing development in the city.
And O.C. had the second-highest total
of burglaries, larcenies and car thefts.
Welfare dependency is the rule. Rough-
ly 85 percent of the project’s families are
on public aid.

Drug use seems to be spreading as
well. Heroin use at O.C. has become far
more brazen as the drug has become
more accessible. Teenagers can avoid
the stigma of needle tracks on their arms
by snorting heroin, available in a 10-bag
“bundle” for $70. Strung-out junkies
sometimes pester residents for money.
A few dealers occasionally peddle their
wares in the projects’ courtyards. Mean-

while, alcoholism, fueled by a throng of
local bars, continues to be a neighbor-
hood bane. South Boston has the sec-
ond-highest death rate from alcohol and
drug use of any city neighborhood,
topped only by a nearby area with many
homeless shelters.

One obstacle to remedying the lower
end’s problems is that many residents
refuse to acknowledge them. After his
son overdosed, Paul Rakauskas posted a
letter to the community in the local gro-
cery store that read: “As much as we

‘would like to be able to say drugs and al-

cohol [were] the only reason[s] for
[P.J.s] [death, we cannot. P.J. was killed
by ambivalence, tolerance and‘ B general
‘it can’t happen here’ attitude.

Cathy Havlin had a fateful lesson that
it can. A divorced mother wpo-a.lso
spoke at the church vigil, Havlin is no

PHOTO COURTESY OF THE HAVLUIN FAMILY
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naif. She brought up her four
children in the Mary Ellen Mc-

Poor neighborhoods, in white and black

Cormack development for
more than 20 years. She and
her only son, Brian, knew the

White and black slums, on average, had
these features in 1990: |

Yet whatever the differences
between black and white slums,
both liberals and conservatives
argue that the emergence of a
white underclass is an impor-

neighbors whose teenage son White _ Black tant, little-noticed phenome-
was beaten to death with a People living below poverty line.... 53%  53% non that proves their theories
baseball bat outside a Southie : about what makes people poor.
bar. They knew that the dead High mhc_'(’l SHOPOUEE.. i 6% 2% Conservatives such as Charles
youth’s younger brother later | Men not in the labor force.... 8%  61% Murray contend that welfare
hanged himself in the family’s Total unemployed. . . . 14%  23% programs have “lifted the eco-
apartment and left a farewell = - nomic penalties of having a
note for his dead brother under Families headed by single women .... 38%  69% child without a husband,” en-
the family’s Pieta statue. And Families receiving welfare . . . . 17%  34% abling poor whites as well as

Havlin and her children also
knew of neighbors who died
from overdoses.

At times, Brian struggled
himself. He dropped out of

Note: White and black slums are made up of census tracts where a majority of
residents are of one race or another (and not Hispanic) and at least 40 percent
live below the poverty line. USN&WR — Basic data: Ronald Mincy, in African
American Economic Thought: Vol. 2, Methodology and Policy (1997)

blacks to bear children out of
wedlock with scant social stig-
ma. Liberals assert that the rise
of a white underclass proves
that low-income whites, in ad-

high school in 10th grade, was

later convicted of drunken driving and
fathered a child out of wedlock. “Brian
was his own worst enemy, but he wasn’t
a punk,” his mother recounts. “People
liked him—he just wanted to live life
and have a ball.”

To Havlin, the tragedies that befell
her neighbors were aberrations in an
otherwise safe place. For most of the
past decade, Havlin handled patient ac-
counts at Boston Medical Center, the
city hospital, asking patients about their
health insurance carriers and where to
send their bills. She often spoke with
desperate parents as they waited to see if
their children would live or die from
gunshot wounds. “My heart broke for
these people,” Havlin says. “I never
thought I would be one of them.”

“Shots fired.” Then last July, Havlin
found herself in the waiting room at the
hospital. The night before, Brian had
helped a girl move out of an apartment
in Mary Ellen McCormack after she
complained about drug use taking place
there. James Joyce, another Southie
man who had been convicted of firearms
violations and cocaine use, picked a fist-
fight with Brian. Several hours later, ac-
cording to Boston’s district attorney,
Joyce stopped Brian in a courtyard of
the project, shot him nine times and was
bent on running over Brian’s body with
his car until witnesses stopped him.
(Joyce has pleaded not guilty.) Riding
with a police officer to the hospital, Hav-
lin listened to chatter on the scanner —
“nine or 10 shots have been fired” —
thinking over and over, “they can’t be
talking about Brian.” Her son died with-
out regaining consciousness. He was 25.

For all the problems in the lower end,
“ome inner-city nightmares—open-air
druy markets, roving youth gangs and
Murderous crack dealers—are virtually
absent from the projects. As a whole,
South Boston has less violent crime than
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many parts of the city. The homicide
rate in the largely black neighborhood of
Roxbury is four times that of South Bos-
ton. And the area does not suffer from
housing segregation and the flight of
middle-class families, which isolate
many poor black neighborhoods.
Southie residents, most of them Irish,
grow up together, go to school together,
marry among themselves and put sham-
rocks on their friends’ gravestones. That
familiarity makes the streets secure
enough that elderly women are not
afraid to walk their dogs late at night.

dition to blacks, have been hurt
by changes in the economy that cut the
number of comparatively well-paid, low-
skill manufacturing jobs in cities.

The debate over the roots of the ur-
ban underclass is an old one. What’s new
is that poor whites are now included. It’s
unlikely that the white underclass will
soon eclipse the black one, in size or visi-
bility. Yet as many families at the South
Boston vigil can attest, living in a white
slum exacts its own harsh price. It can
sometimes mean dying young. |

By DAVID WHITMAN
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hat next for the Republican
WParty? It is fragmented and

splintered, with no one clear
leader. Republicans have lost the presi-
dency twice in a row, winning just 37
and 41 percent of the vote. But they
have held onto both houses of Congress
this year and maintained most of their
1994 gains in the states; 75 percent of
Americans have Republican governors.

Over their long history, Republicans
have done best when they were united
around a central faith, even if those
core beliefs were angrily rejected by
some segments of the nation. In Abra-
ham Lincoln’s time the faith centered
on opposition to the spread of slavery
and on government help for home-
steaders, railroad builders and state col-
leges. In Theodore Roosevelt’s time the
central faith was in hard money at
home and active engagement abroad.
In Ronald Reagan’s years the party was
united around the opposition to high
taxes at home and communism abroad.

But now there is no set of beliefs hold-
ing the party together. Communism is
gone and no one is talking about raising
taxes. The party is facing a time when
decisions are being decentralized from
Washington and when its own leadership
is fragmented. For the presidential race
in 2000, Republicans have no one candi-
date with the seniority Ronald Reagan,
George Bush and Bob Dole brought to
the last five presidential contests. One
can think of 30 Republicans, and by 2000
there could easily be more, who might
plausibly seek the nomination.

There are many crosscurrents of dis-
agreement among key Republican con-
stituencies. Analyticaily the party can be
divided, as Dole campaign pollster
Tony Fabrizio has suggested, into five
groups. This is a look at who these
Republicans are and what they want:
u Economic conservatives. They be-
lieve that free markets work better
than government bureaucracies
and want lower taxes—in some
cases, no taxes at all. Tax cuts
have been the glue that has
held the Republican Party to-
gether ever since Jack Kemp

X e
ivided against itself

The Republican Party: Can its five factions ever find happiness again?

sold every House Republican and presi-
dential candidate Ronald Reagan on
the 30 percent Kemp-Roth income tax
cut in the late 1970s. The one plank of
1994’s Contract With America that ap-
pealed to moral conservatives was a tax
cut—the $500-per-child tax credit.

But it seems unlikely that the tax issue
can unite Republicans again soon. Dole’s
15 percent tax cut proposal in 1996 met a
tepid reaction from voters and activists,

THE LOSING TEAM

Bob Dole, an old-fashioned conservative, tried to unite
the party by embracing economic conservative Jack
Kemp. But Bill Clinton pre-empted them on many issues.

THE PRESIDENT HAS SEEN
12-17-9

In the past, voters didn’t necessarily take
Republicans’ promises on tax cuts at face
value, but they believed that they at least
would not raise taxes and Democrats
would. But after the stunning rebuke of
Democrats in 1994, most Democratic
leaders have given up on tax increases, so
voters don’t need Republicans to keep
them from happening. That’s why Bill
Clinton won a robust margin this year
even in hyper-anti-tax New Hamp-
shire —the state where Clinton
ran farthest ahead of Michael
Dukakis’s 1988 percentage.
Also, Republicans don’t have
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MORALISTS

The Christian Coalition’s Ralph
Reed is a leader of this
faction; it's the prime GOP
activist constituency.

a party-unifying tax plan
handy. House Majority Leader
Dick Armey favors a flat tax;
Ways and Means Chairman Bill
Archer wants a national sales
tax. Moreover, it’s very hard for
any party to rally around a de-
tailed tax plan without the bully
pulpit of a president behind it.

m Moral conservatives. They are
the heart and soul of the party,
providing the vast share of its
activists, an increasing minor-
ity of its officeholders, a sur-
prisingly large number of its
contributors — just as cultural
liberals do for the Democrats. But like
all groups who enter politics for moral
concerns, they must decide how much
they will compromise with workaday
politicians. The Christian Coalition’s
Ralph Reed, for example, is under at-
tack from some believers for smoothing
Dole’s way to the nomination. But even
Reed could not deliver religious
conservatives by himself.
Moral conservatives must
also struggle to raise is-
sues in ways that will
enthuse activists but

not turn off ordinary
voters.

Republican moral
conservatives, like
Democratic cultural
liberals, have a mixed
record for getting the
correct balance. Re-
cently, they have
come up with some
stands that have wide
appeal among voters,
but none seems capa-
ble of carrying the party
to victory. Some exam-
ples: Dan Quayle’s 1992
attack on popular culture
in his Murphy Brown
speech proved widely popu-
lar—so much so that Clin-

COUNTRY CLUBBERS

This faction has some well-
known officeholders, like New
Jersey Gov. Christine Todd ({#
Whitman, but didn't do very
well in the last election.

ton has joined in: no par-
tisan contrast - here.
There is a case to
be made against
government aid
for illegal aliens
and, though it is
weaker, aid for le-
gal immigrants as
well. But Republicans
ran so disastrously
among Hispanic vot-
ers in 1996 that they
aren’t likely to make
that case again. Racial
quotas and preferences
are unpopular with
voters, as Californians
showed when they ap-
proved Proposition 209.
But universities, the
press and corporations
are strong supporters
of preferences, and that
is a tough combination to beat.
In the past, Republicans have scored
on moral issues when Democrats have
taken stands that are not just unpopular
but hard to defend, such as Dukakis’s
support over 11 years of furloughs for
risoners sentenced to life without pa-
role. But Bill Clinton and Al Gore have
adroitly avoided such stands
(Gore criticized Dukakis on
furloughs in 1988). So it will
be hard to unite Republi-
cans around moral issues.
m America firsters. Em-
bodied by Patrick Bu-
chanan, these Repub-
licans believe that
abandoning free-market
policies and foreign policy
internationalism can win
the party votes from erst-
while Democrats. Bu-
chanan’s “conservatism of
the heart” included trade
restrictions, attacks on
plant closings and even re-
strictions on feedlot size. But
the ferocity with which Bu-
chanan wages his culture wars,
typified by the gunslinger outfit
he wore campaigning in Arizona
last February, puts off many
voters. He has proved there isa
large —though not a major-
ity — constituency of America
firsters among Republican
voters, and that a few of the
dwindling number of
Democratic blue-collar
workers can be won
over by his views. But
aside from Buchanan,
who is writing a book

" more than a dozen or twg

%o

i

on trade, few prominent politicians —

House fregh-
men and sophomores plis a few scag.
tered others—back America-first ideas
m Country clubbers. Compared with
America firsters, this group has a larger
roster of well-known officeholders in
big states, like Govs. Pete Wilson of
California, William Weld of Massachu-
setts and Christine Todd Whitman of
New Jersey. They are or have become
fierce opponents of higher taxes;,
scourges of crime, determined parti-
sans; but they dismiss with the same
tones of contempt heard from liberal
Democrats the stands of moral conser-
vatives on abortion and gay rights.

Their problem at the moment is that

AMERICA FIRSTERS

Patrick Buchanan is their hero. It's a big
GOP constituency, but it cannot claim
many elected officials in its ranks.

their formula for winning, which had
served them well in the past, didn’t work
in 1996. Weld lost his Senate race, and
Whitman-like Republican Dick Zimmer
lost for the Senate in New Jersey. Whit-
man could face serious opposition from
“new Democrat” Rep. Rob Andrews in
1997, and Weld and Wilson are lame-
duck governors with Democratic legisla-
tures. A big part of the media pundit
class is sympathetic to country clubbers’
views and speculates that this group
would produce the strongest presiden-
tial candidates. But nominees who reject
the deepest beliefs of their party’s core
constituencies don’t win national elec-
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rions, and they can stimulate third-party
candidacies or massive outmigrations of
voters, as Barry Goldwater did in 1964
and George McGovern did in 1972.

m Old-fashioned conservatives. The party
has often turned to these whose roots go
back to Richard Nixon or even before —
men like George Bush and Bob Dole —
who adapted uncomfortably to the new
central faith of Ronald Reagan. That is
what they did with Bush and Dole, with
unhappy results in 1992 and this year. In
fact, there are few old-fashioned conser-
vatives left in high office—a dozen

or two in the House, a few scattered
governors, some cabinet veterans.
The Main Street that is their main
habitat has mostly closed down,
while the economic conservatives’
Wal-Mart buzzes; their old mainline
churches have emptied out, while the
moral conservatives’ enormous new
churches are bursting with activity.

In this splintered universe, it is
hard to see how any faction can pro-
duce the tenets of the next central
faith of Republicans. The two largest
blocs are economic conservatives
and moral conservatives. Many share
one another’s beliefs and together
they have the makings of a majority
party. But they are deeply divided
about what matters most. America
firsters, country clubbers and old-
fashioned conservatives disagree on
many ideas, and the elevation of one
of their factions could easily drive
backers of the other factions away.

The new Republican central faith is
also not likely to emerge soon from
Senate Majority Leader Trent Lott or
House Speaker Newt Gingrich. They are
hunkered down after being battered for
closing down the government and cut-
ting Medicare (even though technically
it was Clinton’s veto that shut down the
government and the Republican Medi-
care plan that increased spending). In
several states, governors could be build-
ing Republican majorities where none
existed before, as George W. Bush
seems to be doing in Texas. But nation-
ally, power is too fragmented and voters’
attention too intermittent for any cen-
tral faith to emerge. g

A new unifying Republican central
faith will come only from a presidential
nominee who can unite the party as
Ronald Reagan did, just as Franklin
Roosevelt united long-feuding Demo-
cratic factions in the 1930s. But it’s not
clear who such a candidate might be or
whether the jury-rigged presidential se-
lection process can be counted on to
produce one. 2]

BY MICHAEL BARONE
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Micro-man; giant
clams; mad media

Insights from travels with the first couple
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othing energizes Bill Clinton so
N much as the chance to be crisis

manager. It blends especially
well with his tendency to micromanage.
So he was seriously stoked on his recent
trip to Asia and Hawaii when his military
aide told him at 11 on a Sunday morning
in Oahu that the U.S. Space Command
feared a Russian space probe might crash
into Canberra, the Australian capital.
Virtually all his predecessors would have
let their subordinates handle the matter,
but Clinton picked up the phone and
called Australian Prime Minister John
Howard to pass along the warning. The
president felt a special obligation to be-
come deeply involved because he was
scheduled to visit Canberra that week.
Howard dutifully announced on televi-
sion that he had mobilized his country’s
military and civil defense forces.

Then, instead of playing golf or relax-
ing on the porch of his posh retreat, as
planned, Clinton spent the day meeting
with aides like deputy national security
adviser Sandy Berger and consulting by

telephone with government experts

about the prospects for a disaster. At
one point, Clinton ordered White
House Chief of Staff Leon Panetta out
of Sunday mass in Washington to follow
the space probe’s trajectory. Vice Presi-
dent Al Gore headed to his office in the
White House West Wing to lead a “cri-
sis team” that monitored the errant
spacecraft. There were many phone
calls by Gore and others to Gen. How-
ell Estes III, commander of the U.S.
Space Command in Colorado Springs.

After four hours of high-level hub-
bub, Clinton got definitive word from a
military aide that the would-be Mars
probe would miss the Australian main-
land. At that point, the president autho-
rized Berger to convey the final infor-
mation to the Australian government.
Ten minutes later the spaceship
splashed harmlessly into the Pacific.

Late that afternoon, the president
complained in frustration to staffers
that the false alarm had absorbed much
of his vacation day. It was, however, a
crisis of his own making.

The episode was the most remarkable
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example of Clinton’s micromanagement
that has come to light recently. White
House aides are reluctant to talk about
other examples because of fears that
Clinton may be compared to Jimmy Car-
ter, another notorious micromanager.

Liberation —not. This Asian trip has re-
vealed a central truth about Clinton’s
upcoming second term that rebuts the
chatter of the political clerisy that a re-
elected Clinton would be an elated, lib-
erated Clinton. As he proved in the
spaceship episode, Clinton is often the
agent of his own confinement. But this
11-day tour abroad has also made clear
the many ways both Bill and Hillary
Clinton think they continue to be con-
strained by outsiders.
Yammering reporters
will never leave them alone,
and they hate it. Aides note
that Clinton feels hemmed
in by a Republican Con-
gress, tough-negotiating
trade competitors and,
most of all, investigators at
home. Thus, his outburst
in the Philippines, when
Clinton compared himself
to Richard Jewell, the At-
lanta security guard
wrongly implicated in the
Olympic bombing. Asked

Time off. The president

envies Hillary Clinton’s

[reedom to escape pomp
and circumstance, as in

Chiang Rai, Thailand.

by a reporter whether he was trying to
“stonewall” allegations about possibly il-
legal contributions to the Democratic
Party, Clinton said: “One of the things I
would urge you to do—remembering
what happened to Mr. Jewell in Atlanta,
remembering what has happened to so
many of the accusations over the last four
years made against me that turned out to
be totally baseless—1 just think that we
oughtto. .. just get the facts out and they
should be reported.”

Hillary Clinton was blunter, After her
pablum-only period during the cam-
paign, she complained that her critics
back home were trivializing her by focus-
ing on her changes in hairstyle and ward-
robe. The only way to avoid criticism as a
first lady, she declared, is to announce

that you have no opinions and

Next stop — Kingdoma
the wave with Taiwa}
official Koo Chen-F
Prime Minister Banha

Clinton doe,
L €COnomie
(left) and Tha,

“perhaps have a bag over your head”
She added: “Perhaps we should form
some kind of organization, ‘Women
of the World United Against Hair
and Costume Comments.’ I think the
only answer is to be who Yyou are and
do what you do . .. and wait for the
first man to hold the position and see
how that turns out.”

Downtime. While Clinton, like his
wife, regularly expresses displeasure
with media coverage, on this trip he
also had more pedestrian concerns.
It turns out, for example, that he
suffers from tourism envy. He com-
plainsto aides that he can’t press the
flesh with locals and that his wife
gets to see more tourist spots than
he does. So, when he could break away,
he delighted in his playtime.

The tourist in chief made his debut
floating languidly in the azure waters of
the Great Barrier Reef. As the first lady
swam at his side, Clinton snorkeled hap-
pily over a kaleidoscopic scene: acres of
coral fans and staghorns, pillars of brown
and green sea anemone, and hundreds of
orange, yellow and blue fish that darted
about him. He even spotted a 4-foot-
wide giant clam 20 feet below. And he
snapped two rolls of underwater photos
with a small, plastic-encased camera as
Secret Service agents, wearing snorkel
masks and fins, bobbed around him.

In addition to the swim in the reef
about 30 miles northeast of Port Doug-
las, he visited a rain forest, inspected a
strangler fig tree, petted kangaroos, cra-
dled a perplexed-looking 10-

month-old koala named

Chelsea, played golf with

Aussie pro Greg “The

Shark” Norman, and visit-

ed some of the most spec-

tacular sites in Bangkok,
including the Grand Pal-
ace and the Temple of the
Emerald Buddha.
“This is the Bill Clinton
of the second term, more
laid back and willing to
have a good time,” a senior
White House aide said as
he waited for the president
to mingle with well-wishers
in Manila. “At least we all
hope so.” &

By KENNETH T. WALSH WITH
THE PRESIDENT IN ASIA

PHOTDS: (TOP) DAVID LONGSTREATH — AP;
(BOTTOM) PALL J. RICHARDS — AFP'
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Strange bedfellows in Asia

MANILA AND BANGKOK

SIA, we are told, is to be at the heart of
American foreign policy during Presi-
dent Clinton’s second term. Some Asian
leaders have mixed feelings about this.
They welcome the recognition of their
growing economic and political clout, and
the American commitment to regional se-
curity. But they heard much the same
noises out of Washington
four years ago. They saw the
policy that ensued as an un-
easy mixture of crusading
zeal and cynical . about-
turns, of posturing and prag-
matism. And they believe
that, in this respect at least,
Mr Clinton will be
consistent.

So the idealistic pro-
nouncements made during
his trip this month to Aus-
tralia, the Philippines and
Thailand were always likely
to be dismissed as masking
American selfinterest. And
Mr Clinton did little to
counter that impression.

Even the way the Ameri-
cans harped on the “sym-
bolism” of his trip smacked
of expediency. They stressed
how, just as he had made his
firstoverseas foray in 1993 to
Japan and South Korea, so
now—after his re-election—
Mr Clinton was visiting
other democratic treaty part-
ners in the region. But, as ev-
erybody knew, the timing of
this foray into Asia was actu-
ally dictated by the annual
summit on November 25th
of the Asia Pacific Economic
Co-operation (APEC) forum
in Manila.

Once in town, the American delegation
proceeded to hijack the summit with a de-
bate about an issue that hitches American
commercial ambitions to an idealistic
wagon: free trade. The United States
wanted the backing in the World Trade
Organisation (Wto) of the 17 other ApEC
members for a firm time-table for the elimi-
nation of tariffs in the trade in information
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technology. Itdid not disguise the domestic
benefits of such an agreement, which
would cover American exports expected to
reach $100 billion this year. But American
officials also portrayed this as a “win-win”
deal which would benefit the many other
APEC partners with computer industries.
Some APEC members, notably Malay-

sia’s prime minister, Mahathir Mohamad,
were not convinced. So the Asian fondness
for a face-saving, woolly consensus won out
over the American desire for unambiguous
clarity. APEC’s leaders agreed to the Ameri-
can target date of 2000 but made the target
itself more indistinct. Their joint statement
called for a wro agreement that would
“substantially” eliminate tariffs, but recog-

THE PRESIDENT HAS SEEWN
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nised “the need for flexibility”. One Ameri-
can spokesman asserted that “substantially
eliminate is tradespeak for zero.” It was the
Asians who had quietly to point out that
words usually mean what they say, even in
the wro.

If Asian governments are sceptical of
the motives behind-America’s push for free
trade, its political rhetoric is seen as down-
right hypocrisy. In Manila, Bill Clinton
committed the United States to “a shared
vision of community” in the Asia-Pacific. In
Bangkok he expressed pride at America’s
support for “democracy’s march across
Asia”. But for the governments of South-
East Asia and of China, an integral part of
“the shared vision” is the re-
fusal to meddle in, or even
comment on, each others
internal politics.

To be sure, Mr Clinton
was a long way from John
Kennedy’s promise to “pay
any price, bear any burden”
for liberty. He insisted he
did not “seek to impose our
vision of the world or any
particular form of govern-
ment on others.” But he did
take on those, like Singa-
pore’s Lee Kuan Yew, who
have argued that too much
freedom and not enough
disciplineare bad for emerg-
ing economies. Mr Clinton
argued that “free market de-
mocracies” have economic
advantages. He singled out
the new democracies of Tai-
wan, South Korea, the Phil-
ippines and, especially, of
his hosts, Thailand, for par-
ticular praise.

By praising these four
countries, and not mention-
ing Singapore or Malaysia,
which also claim to be dem-
ocratic countries, he implic-
itly rebuked the main
spokesmen for “Asian val-
ues”. Some Thais were even
slightly embarrassed by the
president’s effusion about
the peaceful transfer of power in their
country following elections on November
17th, The campaign was, by common con-
sent, the most corrupt and violent for years.
Mr Clinton did not spell out why he prefers
a messy free-for-all, like the Thai elections,
to the much more orderly elections in Sin-
gapore or Malaysia, which invariably re-
turn the ruling party. By implication, how-
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ever, he was pointing out that those systems
have yet to survive a change of government.

Asian critics argue that Mr Clinton’s vi-
sion of Asia is highly selective. It is not just
his determination to accentuate the posi-
tive in Asia’s new democracies. They also
point to the different ways in which the
Clinton administration treats China and
Myanmar. In Bangkok, Mr Clinton railed
against the generals ruling Myanmar for
their failure either to honour their pledge to
move to multi-party democracy, or to curb
the drugs trade.

In Manila, on the other hand, Mr Clin-
ton and Jiang Zemin, China’s president, ap-
peared on good terms. They even agreed to
an exchange of state visits—the first since
the Beijing massacre in 1989. Yet few would
argue that China’s respect for civil liberties
has improved much (ifat all) since Mr Clin-
ton made itan election issue in 1992. Amer-
ica’s new China policy is described as one
of “comprehensive engagement”. In other
words, no one of many areas of disagree-
ment—human rights, Taiwan, nuclear
proliferation, trade—is to be allowed to de-
rail the overall relationship. A common
Asian interpretation of all this is that My-
anmar—a country of no great economic sig-
nificance to America—can be bashed. But
China has become too rich and important
to be pushed around.

In practical terms, the Asian perception
of American hypocrisy does not matter
very much. Most countries in the region
welcome the American military presence
asan insuranceagainst regional instability,
and especially against Chinese adventur-
ism. They understand American politics,
and know that, even when he is speaking in
Asian capitals, the president’s most impor-
tant audience is at home. If they do not like
what he says, most are prepared to shrug
their shoulders and dismiss it. That is the
price paid for the fuzziness of Mr Clinton’s
Asian vision.

Hong Kong
Subversive laws

HONG KONG

EARLY 155 years into colonial rule,

and with a mere 216 days to go before
it hands Hong Kong back to China, Britain
has taken steps to ensure that the govern-
ment of Hong Kong is not subverted or
overthrown. On November 26th the Hong
Kong government declared that it will, for
the first time, put laws against subversion
and secession before the colony’s legisla-
ture. The existing law on sedition is also to
be tightened. (Even so, Queen Elizabeth
may still have cause for concern: it will no
longer be a treasonable offence physically
to assault the sovereign.)

The new proposals are, of course, being
framed with Hong Kong’s future under
Chinese rule in mind. The mini-constitu-
tion that China has drawn up for Hong
Kong after next June 30th, called the Basic
Law, will prohibit “any act of treason, seces-
sion, sedition, subversion against the Cen-
tral People’s Government.” This is found in
the notorious Article 23, which many peo-
plein Hong Kong fear might be used tosup-
press free speech, or peaceful dissent. By de-
fining subversion narrowly now, the
British authorities hope (probably in vain)
to make it harder for China to use its own
sweeping definition.

Chinese officials are furious. They em-
phasise that the Basic Law stipulates that it
is for the future Hong Kong government to
enact laws under Article 23, and that enact-
ing them unilaterally is yet another exam-
ple of imperial sabotage. In the stock threat
used by Chinese officials, the British side
will now “have to bear all the conse-
quences of its actions”.

The crucial part of the new British law
says that sedition, subversion and seces-
sion cannot be deemed to have been com-
mitted in Hong Kong in the absence of an
act of force. It is by now clear that the Chi-
nese leadership has a far broader interpre-
tation of the terms in mind. Article 23 was
inserted into the draft Basic Law only after
the Tiananmen Square anti-government
protests in Beijing in 1989. At the time, a
million Hong Kong people marched in
support of the mainland students. Ever
since there have been commemorations in
Hong Kong each year on the anniversary of
the Beijing killings.

More recently two events have alarmed
many in Hong Kong, and convinced the
British that they are honour-bound to pro-
tect, however feebly, Hong Kong’s existing
freedoms. In an interview with the Asian

Wall Street Journal on October 16th, Chi-
na's foreign minister, Qian Qichen, con-
firmed that future commemorations of the
Tiananmen killings would be banned in
Hong Kong, as would “personal attacks on

the Chinese leaders”—however defined.

Then, on October 30th, China put one of
the best-known leaders of the Tiananmen

. protests, Wang Dan, back in jail for 11 years

for subversion. Any number of Hong Kong
people have voiced views just as outspoken
as those that landed Mr Wang behind bars.

Rita Fan, a senior member of China’s
Preparatory Committee, the body oversee-
ing the transition, insists that it is not cer-
tain that China will want the new anti-sub-
version laws to be repealed by the
incoming government. But Miss Fan ad-
mits that Britain’s move does increase the
chances that the Beijing-appointed “provi-
sional” legislature for Hong Kong will draw
up its own definition of Article 23 before
the handover. Britain’s move might then
seem counter-productive. But it was made
at least partly to fulfil a promise to the liber-
als in the current legislature, and so to al-
low the colonial power to quit Hong Kong
with an easier conscience.

Taiwan

Mob rule

TAIPEI

TA]WAN. said its minister of justice,
Liao Cheng-hao, on November 16th, is
in danger of becoming “another Sicily”.
Grisly confirmation of this came five days
later, when gunmen walked into the house
of Liu Pangyou, head of the Taoyuan
county government, bound and blind-
folded him and eight others, then shot
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Latin America’s backlash

MALAISE is abroad in Latin America. In
Mexico, guerrilla groups pop up in dirt-
poor rural parts. Argentina’s trade-unionists
take to the streets against plans to cut welfare
and ease labour laws. Brazil's landless clash
with its trigger-happy police. Peruvians lose
faith in their tough and reforming president;
Ecuadoreans elect a proclaimed populist as
theirs. Almost everywhere both rich and poor
feel less secure, as drugs, guns and violent
crime take an ever-stronger hold on the
shanty towns that ring so many cities.
Not all these troubles share a common
cause: Colombia’s guerrillas, far more numer-

hits job-seekers. Employment taxes hit em-
ployers, workers and would-be workers alike.
Speedy, honest and open civil justice is
needed both to ensure the enforcement of
contracts and so—perhaps even more impor-
tant—the confidence that they can be en-
forced; in practice, nearly all courts are slow-
moving and too many corrupt.

In the communal use of wealth, the bu-
reaucrats’ work would often be better han-
dled by the private sector: pensions, say, or
the upgrading of infrastructure. Outright pri-
vatisation has brought a rush of capital into

ous and nasty than Mexico’s, have been active
for 40 years. Yet one thread runs through them all (see pages
19-21). A decade of democratic regimes broadly committed to
low inflation, free economies and open trade has not, except
in Chile, brought sustained growth; and, while laying the
groundwork for that, it has both made old woes more visible
and added some new ones. The region stuck to its chosen
path through the buffeting of Mexico’s 1994-95 currency cri-
sis. But the rewards are still fairly meagre: it may grow by only
3% this year, and, with luck, by 4-5% next. And little of such
growth as there is finds its way to the poor. For many, the
wrenching changes brought by privatisation, trade opening,
and monetary and fiscal prudence have meant bankruptcy,
unemployment or the loss of state handouts.

Sois the region on the brink of a populist or authoritarian
upheaval? Probably not. There is growth, after all: both Mex-
ico and Argentina are recovering from recession. Income dis-
tribution has improved a bit—not before time—in Brazil,
with the defeat of hyper-inflation. Ecuador’s president, once
elected, is forgetting some of his wilder promises. In Paraguay
an attempted army coup last April was quashed. A recent poll
region-wide found only 27% of respondents judging their
own country’s democracy as working well; yet 61% still see
that as the best form of government. The voices of discontent
have been unable to articulate more persuasive ways forward.

Yet they cannot be ignored. Discontent springs from huge
social needs. Sustained growth will in time do much to meet
these. That means sticking firmly to market-opening. But
there is much else to do on the long road from here to there.

The ways ahead

The challenge is to make both governments and markets
more efficient. Beneath the impressive technocrats now man-
aging most Latin American economies, most government
agencies remain what they were before: overstaffed and
undercompetent bureaucratic disaster-zones. In the creation
of wealth, businessmen—and especially would-be business-
men, until they too learn who best to bribe—face networks of
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telecoms; private concessions can—and in
some countries do—improve ports, railways and (though
Mexico mishandled its attempt) busy parts of the road sys-
tem. But in poor countries most of such core areas as educa-
tion, health care, water and drainage will remain, unavoid-
ably, government’s job. The trouble usually is not that it
spends too much, but that it provides little value for money.
Many tasks now done centrally should be devolved to lower
levels of government (provided, notably in Argentina and
Brazil, that these are subject to fiscal discipline). Devolution
can go far: some Brazilian states have handed budgets di-
rectly to schools and parents—and got better education. In
partnership with government, the region’s multiplying self-
help community groups can improve anything from primary
health care to housing to environmental protection.
Alongside such practical matters, Latin America badly
needs to build confidence in the institutions of public life. It
is trying to combine democracy with market economics in
deeply unequal societies. That can never be easy. It is made

harder still by widespread, and often justified, cynicism. The.

immediate winners from privatisation are usually the well-
off; bad enough, in the public eye, but still worse if they are
also the president’s cronies. Police forces and law courts will
seldom be popular; much worse if everyone knows that crime
will go unpunished (or be committed) because their officials
can be bought. The world, rightly, will never believe in the
purity of politics; but at least parties and politicians need not
be left free to prove blatantly how right that cynicism is.
Habits and institutions cannot be transformed overnight:
look at the opposition Mexico’s president has faced in his
steps away from one-party rule. Some countries’ rigid con-
stitutions, born as they rediscovered democracy but not yet
market forces, make change even harder: Brazil’s almost dic-
tates bureaucratic inefficiency and fiscal laxity, while encour-
aging an anarchic party system that leaves law-making easy
prey to special interests. But politicians and the powerful can
be subjected to independent scrutiny. Outside Mexico, auton-
omous electoral bodies and free media have made most Latin

red tape. Over-regulation of labour markets’
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American voting surprisingly fraud-free. The appointment of
judges, enforcement of human rights, auditing of public ac-
counts, conduct of privatisations and subsequent regula-
tion—all can be improved by similar mean:s.

A populist reversal of Latin America’s course is far from

imminent, but the malaise is real. It should put governments
and politicians under notice: they must complete their mac-
roeconomic revolution, and complement it with speedy mi-
croeconomic and institutional reform, or risk seeing their
hard-won gains eroded by cynicism and discontent.

A very political chancellor

Kenneth Clarke’s budget offers a taste of things to come

THIS is a budget for the next five years, not the next five
months, insisted Kenneth Clarke. An improbable boast,
but because it came from the chancellor, who has a splendid
line in charming irrepressibility, it succeeded—a moment of
defiance in an impressively rousing budget speech. What
seems to have escaped wider notice is that, in a sense not in-
tended by the chancellor, the boast was actually true.

What makes it “a budget for five years” is not that Mr
Clarke expects with any confidence to be in office next sum-
mer: on this, one assumes, he is as realistic as the next man.
Nor is it that he has put Britain’s public finances on a secure
medium-term footing, as he also meant to imply. What makes
it true is that this can be thought of as, in effect, Labour’s first
budget. That is no accident. To design such a budget was Mr
Clarke’s aim—not because he is a closet New Labourite, but
because he is doing his tactical best to keep the Tories in
power.

Blair’s first budget

Mr Clarke’s great strength as a politician is to seem apolitical.
He has a capacity to surprise, to speak disarming truths. Mr
Clarke is the chancellor who said he hadn’t got round to read-
ing the Maastricht treaty, who told the Tory party conference
that taxes should not be cut faster than spending (quite an
insight), who surprised the City last month by raising interest
rates (fractionally, and long after he should have done) even
though no crisis was forcing his hand. Each of these “apoliti-
cal” acts helped his political standing a good deal.

True to form, this week’s intensely political budget was
Judged “sober, all things considered”, “prudent under the cir-
cumstances”, and so on. Rest assured, if Mr Clarke had calcu-
lated that he could have tax-bribed the electorate into voting
Tory at the next election, he would have done it. He calcu-
lated—and he was surely right—that a budget which cut taxes
sharply would fail politically, either because voters felt they
were being conned, or because the financial markets would
force interest rates immediately higher, or both. He was ex-
actly as “prudent” as politics, in his judgment, required.

So the budget was close to neutral in its effect on demand
in the economy (see page 49). It used small tax increases that
people may not notice (airport tax, insurance tax) to help pay
for small tax cuts that they will (a penny off the basic rate of
income tax, a bigger-than-inflation rise in income-tax thresh-
olds). Never mind that the budget deficit remains far too large
for this stage in the economic cycle. Never mind that infla-
tionary pressure was building before the budget and will con-
tinue to do so after it. The chancellor did roughly what the
City expected (leaving the stance of fiscal policy unchanged)

rather than what he should have done (tighten it firmly). The
outcome was a political success, but hardly an economic one.
In its overall budget judgment, any Labour government
will have to strike the same bargain with public opinion and
the markets as did Mr Clarke. But the similarities go further.
Mr Clarke, it appears, asked himself how to make Labour’s
task in presenting its own budget policies more difficult. One
course might have been to go fora markedly Tory budget, con-
centrating on lower income-tax rates. Had he done so, with
other increases here and there, he could have cut the basic rate
t0 20%. Or he could have abolished inheritance tax and capi-
tal-gains tax. Or, remembering that this was a budget for five
years, he could have promised to do all of the above and
more, paying for it with bold reform of the welfare state.
Instead of a radical budget designed to contrast with
Labour’s thinking, he presented a timid one that anticipated
it. Instead of saying “vote Tory because our brave ideas are
better than Labour's puny ones”, his budget says “vote Tory
because our ideas are harmless and Labour hasn’t anyatall.”
Give due weight, when cutting taxes, to the interests of the
low-paid? That is already Tory policy; the government has
more-than-indexed allowances and broadened the lowest-
rate band of income tax. End the tax-break for profit-related
pay, which benefits the better-off disproportionately? Done
that; Mr Clarke is phasing it out. Raise revenues by closing
loopholes and cracking down on evasion? Release resources
by curbing benefit fraud and other leakages? Done that too;
Mr Clarke announced a “spend to save” programme costing
£800m ($1.4 billion) over three years, purporting to save £6.7
billion. That free-lunch machine, along with the windfall tax
on privatised utilities, promised to be Labour’s only big new
source of revenue, consistent with its sort-of promise not to
raise taxes. Now Mr Clarke has grabbed it for himself
Much the biggest thing wrong with this budget, however,
is its medium-term projection for public spending—and this
has New Labour stamped all over it. Apart from “spend to
save”, the government is offering no big new ideas for curbing
public spending. Instead it blithely assumes that spending
will grow over the next four years more slowly in relation to
national income than it has for decades, except in times of
unsustainable boom. This is patently incredible—but it is cer-
tainly not an assumption that Labour will want to challenge.
Abandon it,and the implication is that a Labour government
will eventually have to plan for higher taxes, higher borrow-
ing or “savage” spending cuts, rendering most of its pledges
null. It is a Tory lie all right, but one that Labour is only too
happy to affirm. Oh brave new world . ...
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SPECIAL REPORT

This Cobra attack hel icopter was built from
surplus parts. The Pentagon sells millions of
them a year. Many fall into the wrong hands.
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ers, even Stealth fighter parts—‘“sur-
plus,” or unneeded. Then, through a lit-
tle-known network of sales offices at
military bases, the stuff is offered for
purchase to the highest bidder.

A three-month investigation by U.S.
News in collaboration with CBS’s 60
Minutes has documented serious prob-
lems with the surplus sales program.
Relying on internal Pentagon records,
Customs Service documents and inter-
views with scores of federal agents and
officials, the inquiry identified thou-
sands of instances where weapons and
parts that should have been .rendered
militarily harmless before saleé were not,
where weapons that should have been
designated for destruction were not and
where key weapons parts that should
have been prevented from reaching for-
eign buyers were not. This system “on
its best day is morally embarrassing to
the government,” says William Portano-
va, an assistant U.S. attorney in Califor-
nia heading a Justice Department task
force investigating the program. “And it
never has a best day. It is absolutely a
disaster of the highest magnitude.”

No Pentagon officials responsible for

this program were willing to be inter-
viewed on the record. These are the
principal findings of the U.S. News-60
Minutes inquiry:
m Foreign buyers are purchasing many
of the Pentagon’s high-tech surplus mil-
itary parts and shipping them overseas,
hiding them in seagoing containers un-
der tons of metal scrap, seizure records
show. Customs officials say Iran and
Iraq are active buyers, but by far the
biggest customer is China. Among the
items seized from Chinese “scrap deal-
ers” were fully operational encryption
devices, submarine propulsion parts, ra-
dar systems, electron tubes for Patriot
guided missiles, even F-117A Stealth
fighter parts. Many of these parts, sold
as “surplus,” were brand new.

o the uninitiated, “military surplus” generally conjures up
images of old web belts,
fatigues sold in funky stores at the edge of fading Army
bases. But to a sophisticated few, it means something very differ-
ent: aircraft, weapons and weapons parts worth billions of dollars.
Most taxpayers don’t know it, but every year the Pentagon de-
clares all kinds of equipment —attack helicopters, rocket launch-

clanky canteens and threadbare

m So overloaded is the Pentagon’s sur-
plus sales system that some offices re-
sponsible for disposing of the materiel
have suffered significant breakdowns.
At an Air Force base in Georgia, the
Pentagon’s surplus sales office lost
track of $39 million in materiel. Today,
no one can say where the stuff went.
m The sheer volume of surplus materiel
generated by the Pentagon’s downsizing
is one reason for the system overload,
but the modern Pentagon’s insistence
on profitability is another. Last year,
the surplus sales system generated $302
million, and it is one of the few Penta-
gon programs capable of covering its
own costs. A Pentagon E-mail message
written in April 1994 illustrates clearly
the premium placed on profits by senior
military officials. Authored by a top-lev-
el official and addressed to all surplus
sales directors on the East Coast, the
memo is blunt: “The work priorities at
your sites as I see them are: 1. Profits. 2.
Profits. 3. Profits. 4. Profits,” the official
wrote. Priority No. 6 on his list was “ac-
countability.” No. 7 was rendering le-
thal weaponry harmless.
m Surplus Pentagon weapons are regu-
larly traded away by Army and Navy
museums scattered around the country,
and some have been responsible for
questionable if not illegal activities (sto-
ry, Page 39). A federal law allows the
museums to trade tanks, jet fighters,
and attack helicopters to private citi-
zens for other vehicles or “services.”
Two museums are under federal crimi-
nal investigations for such activities.
Within the cloistered world of the
Pentagon, the problems of properly dis-
posing of surplus weapons are nothing
new, although the public has been kept
largely in the dark. Surplus weapons
sales are overseen by a Pentagon office
called the Defense Logistics Agency,
which manages all the military’s sup-
plies and equipment. The DLA has
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spent much of the past two decades
trading barbs with the four military
services about how to fix the surplus
sales system. Progress has been virtually
nonexistent. Nearly a decade ago, an in-
ternal memorandum signed by William
Taft, then the deputy secretary of de-
fense, leveled a startling charge. “A
joint U.S. Customs-[Pentagon] investi-
gation [has] confirmed,” Taft wrote,
“that the defense disposal system is a
source of supply for arms traffickers.”
Since then the number of surplus weap-
ons and critical parts has increased, and
the problems have only worsened.

Guns and money. How much Pentagon
weaponry is getting into the wrong
hands is impossible to know, but it is
happening, law enforcement officials
say. When a Hell’s Angels metham-

hetamine lab was raided in California
ast year, police also found military
weaponry: three working machine guns
and an M-79 grenade launcher. The
grenade launcher was traced to a Penta-
gon surplus sales outlet in Crane, Ind.
That same outlet had sold 70 of the
launchers in 1989. Pentagon documents
certified that the launchers had been

prosecutors who take on inquiries in-
volving illegal surplus-weapons sales say
they find the criminal justice system un-
able or unwilling to cope. “Whenever
we tried to do something bold or ag-
gressive, the bureaucracy at the Justice
Department said ‘No,’ ” said Jim Wig-
gins, a former U.S. attorney in Georgia
who investigated surplus-weapons sales.

In theory, the system for surplus dis-
posal is simple. Whether it is a part
from a jet fighter or a pair of socks,
once an item is designated as surplus, it
is trucked to a warehouse-cum-sales lot
known as a Defense Reutilization and
Marketing Office, or DRMO. There all
surplus items are checked in and sorted.
Then they are offered free to other gov-
ernment agencies and to museums and
nonprofits. What’s left after that is sold
to the public at auctions where buyers
must submit sealed bids.

Before that can happen legally, how-
ever, weapons and weapons parts must
be “demilitarized,” or rendered mili-
tarily harmless. Machine guns, for in-
stance, are “demilled” —the Pentagon
term of art—by being cut into six
pieces, reducing them to scrap metal.
Many electronic parts are demilled by
crushing or chopping — again, reducing

FLY AWAY HOME. Mike Nocton, a retired Navy captain, got this fully flyable A-6
Intruder for free and towed it to his Indiana hometown for display. Investigators
question whether such giveaways should not be more closely monitored.

cut into scrap; in fact, only their firing
ins had been filed down. In 1992, in
llinois, a man was sentenced to 41
months in prison for illegal possession
of 10 unregistered machine guns; the
man had bought the weapons through
Pentagon surplus sales and welded
them up to make them work. The weap-
ons should have been mutilated so they
could never work.

Smuggling is an even bigger concern.
A 16-month Customs Service investiga-
tion that ended earlier this year result-
ed in the interception of surplus mili-
tary parts worth $157 million. Foreign
countries can use these parts to resup-
ply their own armies, to find out how
American weapons work or to build
their own weapons, avoiding years of
costly development.

Despite a handful of successes prose-
cuting those who abuse the Pentagon’s
surplus sale system, federal officials
who have tried to plug the holes in it
are frustrated and angry. A few Penta-
gon officials have found themselves de-
moted or reassigned for being too ag-
gressive. Federal task forces have been
quietly disbanded with few results while

them to scrap. Some items —radios with
military-channel crystals, for instance —
can be demilled by removing key parts.
In such instances, buyers get a function-
al piece of equipment but one that has
no military application. Many items,
like desks, require no demilitarization.
Other things, like parts of military air-
craft that have commercial use, can be
sold in the United States without being
demilitarized, but buyers must obtain li-
censes to ship them overseas.

How or whether something should be
demilitarized is determined by its “de-
mil code,” which is normally assigned
when a piece of equipment is purchased
by the Pentagon. In theory, the codes
should reflect how militarily sensitive
an item is, and the code for a specific
item should rarely be changed. Theory,
however, has little to do with practice.
Three years ago, for instance, a team of
nine demilitarization experts went to
Battle Creek, Mich., the home of the
Defense Reutilization and Marketing
Service. That office is the headquarters
of the surplus sales program, responsi-
ble for the operation of the 170
DRMOs around the country. In Battle
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THE INVESTIGATOR. Dave Barrington tried repeatedly to get his superiors in the Defense Logistics
Agency to implement reforms in the surplus sales system, but despite the reams of evidence he
amassed, his pleas were ignored. Barrington finally resigned in disgust.

Creek, the team reviewed the demili-
tarization codes on 2.6 million pieces of
equipment in the 14 million-item inven-
tory. The team found that 45 percent of
the demilitarization codes were wrong
and that about half the items were cod-
ed too leniently. This meant that weap-
ons and weapons parts that should have
been rendered militarily harmless be-
fore being offered for sale were not.
Some .38-caliber revolvers, for instance,
were coded demil “A” —the same as ta-
bles and chairs. Other, far more sensi-
tive equipment was similarly miscoded,
the team found. Electronics that guide
bombs and aircraft gunnery, sensitive
communication and navigation gear,
cryptographic equipment, even hard-
ware that allows U.S. fighter jets to jam
antiaircraft missiles—in those catego-
ries, the team found between 80 per-

cent and 90 percent of coding was
wrong. In nine tenths of the errors dis-
covered in this instance, the codes ap-
plied were too lenient.

Such mistakes have consequences.
When Pentagon investigator Dave Bar-
rington checked a DRMO outlet at Fort
Benning, Ga., for example, he found
three complete TOW antitank missile
systems for sale. They were assigned a
code allowing them to be bought by
anyone in the United States. Says Bar-
rington: “You can build yourself an
army out of this stuff that’s miscoded.”

Defense Department officials blame
the military services for the miscoding,
since the services assign the codes. The
services don’t make coding a high prior-
ity because anything dealing with “sur-
plus” is a far cry from their main mis-
sion, warfare.

The profit motive is also
a factor. The more fully-
operational weapons the
Pentagon sells, the more
money it makes. And the
Pentagon is interested in
selling. To encourage

Department has set up a
Web page on the Internet
(www.drms.dla.mil) listing
every piece of equipment
that has entered the sur-
plus inventory. Anyone
with a computer can call
up the listings, type in
“missiles” or “bombs” or
other hardware and see
what’s available.

U.S. News did just that.
After browsing the Web
site at length, a reporter
gave Defense Department
experts a lengthy inventory
of items listed and asked
them to verify that the de-
militarization codes for
each were correct. The ex-
perts found that dozens of
items had been wrongly
coded. “Bomb, gen. pur-
pose,” for instance, had
been given the same de-
militarization code as a
desk chair—“A.” Similarly
miscoded were “sight,
rocket launcher,” “control-
ler, missile,” and “missile
guidance set.” All should
have been coded “D” —for
destruction. “This is the
computer memory for a
Tomahawk [cruise] mis-
sile!” one of the Pentagon
experts exclaimed, point-
ing to one item on the re-
porter’s shopping list. “This should be
classified! This is the brains of the
missile!”

Even when the Pentagon codes are
correct, there is no guarantee that
weapons and weapons parts will be de-
militarized properly. Curt Murphree, a
former Pentagon investigator, recalls
one visit to a DRMO near Texarkana,
Texas, where he watched a worker try-
ing to cut through the gun barrel of an
M-60 tank. “The poor kid had a cutting
torch,” Murphree recalled, ‘“that
couldn’t cut hot butter.”

System overload. At the Defense Reu-
tilization and Marketing Offices around
the country, workers and managers say
they have been so overloaded with
equipment from the massive military
drawdown—in recent years, the
DRMOs have taken in more than $20
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THE PROSECUTOR. Jim Wiggins served as the top federal prosecutor in the middle district of
Georgia, where he investigated abuses of the Pentagon’s surplus sales. “The way we handle this
stuff so recklessly,” he complains, “it’s hard to pin anyone down or hold them liable.”

billion worth of materiel annually — that
the demilitarization process was bound
to have problems. Easily the biggest oc-
curred at Robins Air Force Base near
Macon, Ga. So much property came
into the DRMO there three years ago
that the system collapsed, and workers
lost track of $39,784,198 in surplus
equipment —about one fifth of their in-
ventory. “The DRMO lost total ac-
countability of . . . surplus property,” an
investigative board’s report concluded.

Investigators assigned to examine the
problems at Robins found that the
Pentagon’s DRMOs had developed
what they called an “expedited pro-
cessing” program. To speed things up,
a Robins DRMO manager told investi-
gators, she falsified demilitarization
statements, registering weapons and
other equipment as scrap that was later

made available for sale fully intact.

The problems at Robins raised
alarms. One day in 1994, an Air Force
investigator jogging on the base saw a
surplus-parts dealer named Hobart
Burton carrying an electronic device
from the DRMO to his truck. The in-
vestigator looked into the truck, jotted
down the stock number of the item and
checked it later. He found that the de-
vice should have been demilitarized but
had not been. Not long after that, a
team of Air Force and Pentagon agents
visited the Burton Electronics ware-
house in nearby Montezuma, Ga.,
where they found more electronic
weapons parts that had not been de-
militarized. The agents retrieved a pile
of weapons pieces and aircraft parts
that had cost the government $40 mil-
lion when new. Burton said he had

bought most of the materi-

el from other dealers; in-

vestigators believe much of
it was sold by the Robins

DRMO as scrap—for 16

cents a pound. It is not il-

legal to buy surplus mate-

riel that was improperly

demilled, and Burton was *

not charged with any

crime. He is now trying to
get his money back. |
The episode resultéd in
some surprising leads. In-
vestigators discovered that

a Chinese-owned scrap

company was legally buying

surplus materiel from Bur-
ton and from the Robins

DRMO. Further inquiries

revealed a score of Chinese

dealers operating from
coast to coast. Although no
proof developed that they
.. acted as agents for China,

that did raise concerns. In a

memo to his Chinese boss

in California, the buyer in

Georgia called Robins “the

candy store.” The base, he

wrote, “will fill our needs
into the next century,” ac-
cording to an investigator
who has seen the note.
The Robins case had all
kinds of reverberations. It
led investigators to the dis-
covery of a commercial list-
ing service that offers thou-
sands of military surplus
weapons and weapons
parts. The listing, called the

Inventory Locator Service

or ILS, is used worldwide

by dealers in aircraft parts

to advertise their inven-
tories. Surplus dealers also use it to ad-
vertise weapons and weapons parts, all
of which is perfectly legal too.

Fallout. The echoes from the Robins
case would eventually be felt clear
across the country, in Montana, of all
places. Ron Garlick is a straight-talking
businessman who runs a thriving heli-
copter-repair business about 40 miles
south of Missoula. Garlick had modi-
fied UH-1 Huey helicopters for logging
and construction use. Since the Cobra
was a sleek and powerful follow-on to
the Huey, he thought it would make a
good logger. Garlick obtained an FAA
license to build one for logging, fire-
fighting or movie-making purposes.

When armed, the Cobra is one of the
deadliest military attack vehicles ever
invented. Before it is sold as surplus, it
must be demilitarized. The demilitari-
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How codes control weapon sales

zation manual states that Cobra bodies
must be cut into at least three parts and
that their “airframe [must be] mutilated
by destroying attaching structure by
cutting, chopping, tearing, shredding,
crushing or smelting to the degree that

aircraft will be unfit for repair or
flight.” Garlick and other helicopter
builders, however, knew that usable
parts were plentiful, even at DRMOs.
Says Garlick, who has amassed a huge
store of Cobra parts, “If they were built

re the

CODE: ) 0

once, I can rebuild it, and
no one can stop me.”

In September 1994, a flat-
bed truck pulled into the
DRMO at Robins carrying
three Cobra bodies that
looked as if they had not
been properly demilled. Air
Force investigators ques-
tioned the truck driver, who
said the Cobras had been
purchased at a DRMO in
Groton, Conn., and wére
headed for a warehouse in
Joshua, Texas, owned by a
man named Alan Sparks. “I
don’t know why you are so
excited,” the man reportedly
said. “Sparks has 60 or 70 of
these things.”

Original crates. Sparks ac-
tually had 88 Cobra fuse-
lages, which he hoped to
use for logging. He also had

the parts to go with them—the rotor
blades, rocket tubes, gun pods, missile
launchers, and weapons controllers, ac-
cording to Pentagon records. “None of
the items were demilled correctly,” a
Pentagon memo states. “Some items

quotes on such thmgs as
Maverick antitank nnssﬂes,
Sndewmder au-to—alr mis- |

comparnies askmg for price

- cally prefer dea]mg;- :
with foreign govern-
ments or arms déals
ers..One company -
said it had bomb arm-
ing devices and a con-

/| WISH LIST. A computer database of
“aircraft parts also lists more than
1,100 U.S. weapons parts for sale.

7 | siles, GBU-10 guided bombs,
«-40-mm grenade launchers,
.S o'{/and flamethrowers. We also
i~} asked for quotes on high-
‘71| téch parts, such as cruises:
++| missile anténnas, Hawk mis-
| sile-launcher parts, mght-
" f'vision scopes and .
| cryptographic equ:pmcnt

Some of the items we

: 'asked for had been sold at
_'Pemagon surplus sales, Some
“were listed as classified. All

should have been demilita-

i1 rized and most destroyed.

trol box from an A-4
fighter. The company
said it had bought the
weapons at surplus
sales but wanted to
know more about us before
selling. The company offer-
ing grenade launchers asked
how many we wanted. When
we said only one or two, they
said, “Sorry, no price quote.”
A flamethrower we sought
was for sale for $5,000, bit it
was World War II era. We
wanted something newer.,
Our luck was better on:the
high-tech weapons parts.'We
got price quotes for 35 items.
An antenna for a Harpoon
cruise missile was $9,625. A

rmeysurps, test sqt,, brwaB
fied “‘confidential,” oou}g e,
had for $9,780." Wi,
In the end, we ordt:red the
night-vision image intensifi-
er, the bomb arming device,
an A-4 Fighter navigation’
circuit card and a missile
navigation part that the Pen-
tagon:says should definitely
be destroyed, not sold. Most
arrived courtesy of UPS”
within a week. We botight '
the Hawk missile voltage
controller over the counter
in Texas for $325 in cash,
while we chatted with:the
clerk about that night’s high
school football championship
game. As'we left, the woman
wished us.a pleasant day.’

BY PETER CARY
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THE CHOPPER JOCK. Ron Garlick is building this Cobra in Montana from surplus parts. The FBI has
identified 23 AH-1 Cobras in private hands around the country, but after seizing 88 Cobra
fuselages in Texas, the Justice Department decided the law was too murky to go after the rest.

[were] in original packing crates.”

Word of Sparks’s covey of Cobras
shocked Jim Wiggins, the top federal
prosecutor for the middle district of
Georgia, where Robins is located. A
tall, sandy-haired man with a deliberate
manner, Wiggins had won a Silver Star
in Vietnam for piloting a Cobra gunship
in a hazardous rescue mission. At the
time of the Sparks discovery, Wiggins
was overseeing something called the
Middle Georgia Task Force, which con-
sisted of military investigators and spe-
cial agents of the Customs Service and
the FBI. The task force had been set up
after the $40 million retrieval of proper-
ty from Hobart Burton.

The other person upset by Sparks’s
Cobras was Ron Garlick, in Montana,
who telephoned the Pentagon to see
what was going on. The call was later-
aled to investigator Dave Barrington.
Garlick was concerned over the Sparks

seizures, he said, because he, too, was
building Cobras—and he saw no reason
to give his up. According to Barring-
ton’s notes, Garlick said he “had a sig-
nificant amount of intact weapons and
weapons systems.” Garlick confirms
this. “Mine was fully armed,” he says of
his chopper. “I had rockets on it and
machine guns. I was out there shooting
coyotes with them.”

Garlick didn’t want trouble. The gov-
ernment could have his Cobra weapons,
he said, if they “want to buy them.”
Barrington finished scribbling his notes,
thanked Garlick and hung up.

The fate of the Cobras would hang in
the balance for months, as a bitter
wrangle ensued inside both the Penta-
gon and the Justice Department. Inves-
tigators, federal agents, demilitarization
officers and prosecutor Wiggins pushed
for seizure of the Cobras. But the
Army, which owns most of the chop-

pers, resisted, as did Col.
Charles Masters, who was
in charge of surplus dis-
posal. Feelings ran so high
that Wiggins hauled Mas-
ters before a grand jury.
Masters says: “Quite
frankly, I thought I was
close to being charged.
With what, I have no
idea.” Ultimately, Wiggins
prevailed, and the govern-
ment seized the helicop-
ters and parts from Sparks.
But as agents began to
plan raids on Garlick and
other owners of Cobras,
the Justice Department
brought all such seizures to
a halt. The law that might
authorize them was just
too murky. On September
25 of this year, the FBI
sent a letter to the Penta-
gon advising that 23 Co-
bras belonging to private
citizens had been “discov-
ered during several FBI in-
vestigations.” (U.S. News
has located two more.)
Should the Pentagon
choose to take ‘““corrective
action,” the FBI letter ad-
vised, that would be agree-
able to local U.S. attor-
neys. One senior Pentagon
investigator calls this the
FBI's “Pontius Pilate” let-
ter. “They’re washing their
hands of the whole thing,”
he says.

Security threats. As wor-
risome as the Cobras may
be to law enforcement,
agents say that the greater threat to na-
tional security is the shipping of weap-
onry overseas. In September 1994,
about the time the flatbed-truck driver
with the three Cobras was pulling into
Robins, Pentagon investigator Curt
Murphree got word that a California
company named Cal Industries was
loading 14 seagoing containers at the
Pentagon DRMO in San Antonio. The
contents were listed as 240 tons of elec-
tronic scrap. Murphree, who knew that
the base processed lots of sensitive
weapons equipment, got Customs Serv-
ice agents to stop the containers and
pry them open. What they found were
thousands of top-secret encryption de-
vices, hard-cased field computers used
for sending coded communications, as
well as classified radio transmitter-re-
ceivers. None had been properly demili-
tarized. There was also a pile of
banged-up Wang computers, but many
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THE ROAD WARRIOR. Investigators worry that small military museums may serve as improper
conduits for surplus Pentagon weapons. Mark Sonday runs one such museum in Kenosha, Wis.,
and he says the worries are unfounded. He has purchased and rebuilt several U.S. tanks.

still had their hard drives, and two had
5Va-inch floppy disks in them. One disk
was marked “Classified SCI” (special
compartmented information). The oth-
er was marked “Top Secret, SCI. Con-
tains Special Intelligence.” Murphree
checked and found that the equipment
had come from the most secure sector
of Kelly Air Force Base, known as “Se-
curity Hill.” “None of this material,”
Murphree said, “should have ever left
the DRMO.” The equipment’s intend-
ed destination was Hong Kong, a com-
mon transshipment point for goods
bound for China. Kelly Air Force Base
took it all back. No charges were filed
against Cal Industries, which had
bought the stuff legally. “Candidly,”
says former U.S. Attorney Wiggins,
“the way we handle this stuff so reck-
lessly, it’s hard to pin anyone down or
hold them liable.”

For 16 months, U.S. Customs ran an

investigation that targeted surplus
smugglers, says John Hensley, the spe-
cial agent in charge of Customs Service
investigations in Los Angeles. Dubbed
“Operation Overrun,” the investigation
resulted in nine seizures of $157 million
worth of parts bound for China, Hong
Kong, Vietnam, the Philippines, Taiwan
and elsewhere. None of the items
seized had been licensed for export. In-
cluded in their overseas-bound ship-
ments were radar systems, electronic-
warfare black boxes, and some bizarre
items —10,000 new chemical-warfare-
protection suits headed to Ukraine.

In one case, records show, 28 boxes
of tank and howitzer parts, valued at
$800,000, were found buried inside a
container beneath automotive parts. In
another, bound for Shanghai, agents
found 37 separate inertial guidance de-
vices for the F-117A Stealth fighter and
F-111 bomber. New, the devices had cost

U.S.NEWS & WORLD REPORT, DECEMBER 9, 1996

the government $21,759,400.

The two Pentagon employees

who were identified as re-

sponsible said they could not
explain how the devices had
been sold intact.

Of the many countries pur-
suing Pentagon surplus weap-
ons, China is clearly running
hardest. “China is the most
aggressive country worldwide
in the acquisition of military
hardware,” says customs
agent Hensley. “Anything
that seems to us to be mid-
tech, or slightly out of date, is
high tech to them. They can
leapfrog R&D costs. They ei-
ther reverse-engineer this
stuff, or if they get enough,
they just use them.”

ions. Customs agents

are now convinced that a Chi-
nese surplus-smuggling oper-
- ation began as many as 15
years ago, when a flood of

Chinese men and women en-

tered the United States, es-

tablished themselves as resi-
dents and then set up shop.

Operating with little more

than a fax machine and a

bank account, they apparently

form the lowest tier of the

Chinese espionage network,

agents say.

The buyers hunt surplus
sales outlets for military elec-
tronic parts. When they find
what they want, they bid high
enough to be sure they get it.
Bids of $50,000 or $100,000
for scrap are not unusual.
Sometimes they buy huge

piles of scrap knowing that valuable
pieces of electronics equipment are in-
cluded, or they share purchases with le-
gitimate scrap dealers. One dealer with
Chinese affiliations, says investigator
Barrington, “was the high bidder on ev-
ery piece of scrap electronic equipment
on the East Coast.”

In a year and a half of intense investi-
gation of these buyers, the Customs
Service has never found a smoking
gun—a written shopping list from over-
seas, or anything that could link partic-
ular Chinese scrap buyers to Beijing or
its defense agencies. “I think the reason
for that, besides good intelligence
tradecraft, is that they don’t need to
communicate directly,” says a customs
agent. “These people have been doing
this for 15 years. They know exactly
what their country wants.”

Last March, after 16 months of dog-
ging leads, the Customs Service aban-
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doned Operation Overrun. The agency
had run out of time and money; the in-
vestigation had not been a spectacular
success. Besides the $157 million in sei-
zures, only two criminal cases had been
brought. A man named Richard Li had
been intercepted smuggling sensitive
electronic gear to Hong Kong and
pleaded guilty to smuggling. A second
man is currently under arrest, and his
partner is on the run. Customs Agent
Hensley says the investigation clearly
put pressure on the network of Chinese
traffickers. But he also is certain that
once the pressure is off, the smugglers
will resume their operations. “We defi-
nitely think they’ll spring up again,” he
says. “The Chinese can get up to speed
to buy the stuff again, and the U.S. is
the biggest warehouse in the world.”

One of the biggest listings of ware-
housed arms and arms parts can be
found on a system called the
Inventory Locator Service. ILS
is a business located in Mem-
phis. ILS offers a computerized
classified listing to paid sub-
scribers. About 3,000 aircraft-
parts sellers and users world-
wide subscribe to it, for a fee of
several hundred dollars a
month, The sellers list their in-
ventories on the system, and
buyers can scan the inventories
as they browse for purchases.
ILS President Bruce Langsen
says the computer system is
queried about 26,000 times
each day.

Heavy-duty stuff. Pentagon
investigator Barrington remem-
bers vividly the first time he
tapped into the ILS database.
A foermer police officer and
Army Criminal Investigations
Division agent who won a
Bronze Star in the gulf war,
Barrington went to work for
the Defense Logistics Agency
in 1994. Back then, he thought
he had a pretty good sense of
the international arms market,
but the stuff he saw listed in
the ILS database disabused
him of that. “I ran weapons,
machine guns, flamethrowers
and components of guided
bombs,” he says. “And immedi-
ately, I was getting hits!”

A printout Barrington made
from his ILS visits is an eye-
popper. It runs 26 pages, single
spaced, and lists such items as
AIM-9 Sidewinder missiles,
GBU-10 guided bombs, Maver-

ick missiles, machine guns and grenade
launchers. Virtually everything on the
list should have been demilitarized, and
probably destroyed — but it was all avail-
able for sale.

Curious to figure out where the stuff
came from, Barrington began to check
those items against sales at DRMOs.
Checking more than 100 weapons parts
advertised on ILS, he found that one
fifth had been sold to surplus dealers in
just the past three years. All were avail-
able in the United States. With more
research, he came to believe that the
heavy-duty weapons, the bombs and
rockets and missiles, had probably been
sold legally by the Pentagon to foreign
governments, which then sold them as
surplus. Brokers using ILS then offered
them for sale.

Langsen, the ILS president, says he
has provided law enforcement agencies
access to his company’s computer list-
ings, but he did not know the details of

6

their investigations. Because there are
30 million items listed on the inventory,
Langsen contended that searching for
weapons is not easy. But when U.S.
News gave him the stock number for a
grenade launcher, Langsen was able to
find it pretty quickly. “From what I
have learned in the past 48 hours,” he
said, “we are going to need to find a
better way of combing the database. We
are not an armaments database, and we
don’t want to become an armaments
database.”

The U.S. News test of the ILS system
shows how easily surplus weapons and
weapons parts can be purchased by the
public. Using a dummy letterhead, the
magazine sent letters to many of the
companies listing weapons parts on
ILS, requesting price quotes and avail-
ability for a variety of weapons and
parts. The sellers responded with price
quotes for 35 items, ranging from
bomb-arming devices to circuit cards

HORAN FOR LS

THE CUSTOMS MAN. In the course of a 16-month investigation, the U.S. Customs Service
intercepted more than $150 million in improper surplus weapons shipments. John Hensley, the top
customs investigator in Los Angeles, says the Chinese are the most accomplished smugglers.
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for nuclear submarines’ targeting sys-
tems to the key components of night-
vision scopes. U.S. News even bought
some, and, with 60 Minutes, went un-
dercover to talk with surplus dealers.
Several dealers said that in buying air-
craft parts at DRMOs they often
scooped up a lot of other hardware,
such as weapons parts. They said they
listed it all on ILS hoping that someone
would spot it and buy it.

Some dealers said they wouldn’t sell
weapons or parts to people who seemed
shady. Others admitted that the system
had almost no controls. “I could sell
this to you,” one weapons dealer ex-

TALKING SCRAP. A crane reaches into a heap of discarded weapons at Kelly Air Force Base in
Texas. Investigators discovered all kinds of classified Pentagon electronic gear destined for
shipment abroad that was sold at the base as scrap metal.

plained, “and you could sell it to some-
one else, and he could sell it to some-
one else.” Another dealer wrote that he
had the parts we ordered, such as a pi-
lot’s targeting screen, known as a
heads-up display, for an F-16 fighter,
and had bought them from a DRMO
but wanted more information about our
company before selling to us. Another
offered to ship us a similar part, with no
questions asked.

One company, Aviarms Support
Corp. in Westbury, N.Y., had a differ-
ent story. A manager there said the
items the company advertises on ILS
are held by Israeli, German and Dutch
companies for whom it acts as a broker.
Many of the U.S. weapons parts came
from the surplus stocks of the Israeli
and German militaries, he said. Had
they been demilitarized? No, he said,
they were all in good working order.

One part that Aviarms was selling
was listed as an “F-117A fire control
memory.” Asked how Israel could have
obtained surplus parts for the U.S. F-
117 Stealth fighter, the manager
checked his computer. Aviarms was
brokering it for an Israeli company,
which got it from a German company,
he said. He could trace it no further.

Barrington was outraged by what he
found on ILS. His last year at work was
consumed with tracking DRMO sales
of sensitive weapons parts and trying to
get his superiors at the Defense Logis-
tics Agency to take action. He sent E-
mail after E-mail message up and down

the command chain. “Below are a few
examples of obviously Demil-required
property offered” at DRMO sales, he
wrote in August 1995: “Payload section,
nuclear missile. Warhead components:
DRMO San Antonio ... Multipurpose
display, F-117A Stealth Fighter: DRMO
McClellan Air Force Base, California
... F-111 Navigation and attack comput-
er: McClellan Air Force Base DRMO
... Heads-up display, F-111B fighter-
bomber: DRMO Davis-Monthan Air
Force Base, Arizona.”

Barrington had the support of his co-
investigators, and even some higher of-
ficials at the logistics agency, but little
was done. There were no seizures, no
attempts to recover the items. On June
S, Barrington sent a final E-mail to his
bosses. “Nearing the end of the trail
here. I know all of you are very con-
cerned about the OBVIOUS total lack

of control of our vital defense technolo-
gy and hardware, but I can’t help but
wonder after nearly two years of almost
DAILY findings such as those above,
why the government has not seen fit to
attempt to recover ANY of the thou-
sands of sensitive or classified items dis-
covered via ILS.” Barrington then quit
to become a Baptist minister.

While no senior Defense Department
official was willing to meet with U.S.
News and 60 Minutes to discuss these
problems on the record, a group of
knowledgeable middle-level Pentagon
and Defense Logistics Agency manag-
ers met reporters and confirmed many
of their findings. The officials
quibbled with some assertions.
For instance, they acknowl-
edged that there has been pres-
sure in the past to cut corners
to sell surplus materiel, as evi-
denced by the “profits, profits,
profits, profits” memo. But
they also insisted that the new
management at the Defense
Logistics Agency is not profits
driven. The officials blamed
the four military services, which
control most of the demilitari-
zation codes, for writing the
codes too leniently and for fail-
ing to change them when errors
are pointed out. They said the
DRMOs are no longer accept-
ing items with demilitarization
codes that had been phased out
two years ago.

They also said some fixes are
in the works. One of their main
goals, the officials say, is to set
up a centralized demilitariza-
tion code office, which will as-
sign and control all the codes,
and try to enforce them. The
first step toward that, they say, should
occur next year. Investigations under-
way at two Pentagon museums could
also result in tightening of the current
rules allowing bartering of government
aircraft for a variety of services.

If those steps happen as planned,
they will clearly result in some im-
provement, but the problem is so great
that it is difficult to say what real effect
they might have. “The scope of this
program and the amount of materiel
going out the door is so huge, people
normally don’t believe you,” says Port-
anova, the assistant U.S. attorney in
Sacramento. “Only the government
could have a program where they give
everything away for free and they
screw it up.” B

By PETER CARY WITH DOUGLAS PASTERNAK
AND PENNY LOEB
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CIGARETTES
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RJR’s Goldstone
hopes to lead the
industry toward a
compromise

or the head of a major U.8S. to-
bacco company, they were revolu-
tionary words. Cigarette makers
“can’t continue in public as kind
of an outlaw industry,” declared RJR
Nabisco CE0 Steven F. Goldstone in a
Dec. 5 speech to executives in Boston.
More than that, he continued, “a lot of
forces are at work” favoring some broad
settlement with industry adversaries.
“In 1997,” Goldstone proclaimed, “the
most meaningful thing I can do is come
to some solution on this problem.”
Goldstone’s remarks were the
strongest that any major tobacco com-
pany executive has ever made in favor
of making peace with the industry’s en-
emies. In one bold stroke, the 50-year-
old attorney stepped forward as the
industry’s leading proponent of compro-
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IS BIG TOBAGGO
READY TO DEAL?
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mise, raising the possibility that Big To-
baceo will offer to make a historic deal:
accepting Food & Drug Administration
regulation of tobacco in exchange for
legal protection against future court-
room attacks.

The conciliatory stance helped push
shares of RIR Nabisco Inec. and arch-
competitor Philip Morris Cos. to new
b62-week highs. No wonder. The tobacco
industry has been mired for years in a
Byzantine tangle of increased regula-
tion and hundreds of liability suits from
individuals and state governments. In
August, investors were shocked when
Brown & Williamson Tobacco Corp. suf-
fered a landmark $750,000 judgement
in a personal-injury case in Florida. The
threat of an asbestos-like courtroom
meltdown, analysts say, has depressed
share prices by 50% or more.

A broad settlement, then, “is what
needs to be done. It's what the compa-
nies need to get back on track,” says
Jeffrey A. Altman, a vice-president at
Franklin Mutual Advisors Inc. in Short
Hills, N.J., a major tobacco shareholder.
Despite makers’ consistently superior
profitability, courtroom battles are si-
phoning both management’s attention
and hundreds of millions in legal fees.

Resolution of future litigation also
could help Goldstone fend off financiers
Carl C. Icahn and Bennett LeBow, who
are pressing for a spin-off of Nabisco.
Some investors and analysts suspect
that Goldstone may be initiating settle-
ment maneuvers in part to counter the
raiders’ charges that he hasn’t taken
sufficient steps to boost share price. In
fact, RJIR Nabisco’s stock has underper-
formed the market, in spite of improve-
ments that Goldman, Sachs & Co. ana-
lyst Marc I. Cohen estimates will lift
profits 14% this year, to $860 million.
BALANCING ACT. Goldstone clearly is
gambling. By holding out an olive
branch, he risks appearing weak—invit-
ing a new round of lawsuits or tempting
adversaries to make harsher demands.
But if there’s one thing the experienced
trial lawyer knows, it's how to float a
peace offering while maintaining a show
of strength. To keep the litigation dam
from breaking, Goldstone is managing
his public statements skillfully.

He first indicated his openness to a
settlement in an interview with the
London-based Financial Times in
March, then backpeddled when news of
his statements broke in the States. This
time, he spoke at an out-of-the-way
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breakfast gathering of cEos at North-
eastern University—but in a subsequent
interview with BUSINESS WEEK, he re-
fused to offer any details (page 34).
With such cautious communications,
Goldstone has put the issue of a com-
promise in play without stoking fears
of industry vulnerability—a perception
that caused tobacco shares to plummet
after Liggett Group Inc. announced its
settlement of addiction suits in March.

According to sources inside and out-
side the company, as an opening offer,
Goldstone is willing to agree to most, if
not all, of the FDA’s recent advertising

and promotion restrictions aimed at re-
ducing teen smoking. The FDA regs go
into effect in August, but the industry is
challenging them in a North Carolina
federal court. Analysts think the indus-
try will prevail—and then dangle its
willingness to accept the regulations as
a bargaining chip in later negotiations. If
necessary, Goldstone is thought to be
willing to accept permanent, but limited,
oversight by the agency—a prospect
the industry has fought for years.

In exchange, he hopes for a congres-
sional guarantee that tobacco makers
will be protected against future injury
lawsuits—a shield potentially worth bil-
lions in saved litigation and settlement

| costs. According to several analysts who

have spoken to sources inside the com-
pany, such immunity would not apply
to pending cases, but it would protect
manufacturers from suits filed after
some selected date in the future.

Why isn't Goldstone interested in set-
tling any of the pending suits filed
against RJR by plaintiffs’ attorneys and
state attorneys general? Because he
thinks it will be cheaper to continue
fighting these opponents, according to
Martin Feldman, a Smith Barney Ine.
tobacco analyst. Given the industry’s al-
most flawless courtroom record, Feld-
man says, Goldstone sees no reason to
shell out the billions of dollars annually
that plaintiffs’ attorneys have indicat-
ed they are seeking from tobacco mak-
ers—especially if he can get some form
of legal protection from Congress with-
out doing so.

Philip Morris, with United States To-
bacco Co.’s support, brought forth a
more modest FDA peace treaty last May
but failed to win any political backing.
Now, says Gary D. Black, a tobacco an-
alyst at Sanford C. Bernstein & Co.,
which holds large chunks of Philip Mor-
ris and RIR stock, executives at Philip
Morris and United States Tobacco are
more interested in a settlement than
ever. “We continue to be amazed at the
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180-degree turn within the industry, em-
bracing the concept of a legislative set-
tlement,” Black wrote in a Dec. 11 re-
port. Philip Morris wouldn’t comment,

There still is widespread disagree-
ment in the industry about how a deal
should be structured and pursued. For
example, some execs at Philip Morris
and other tobacco companies fear it will
be politically impossible for the industry
to win congressionally guaranteed im-
munity from lawsuits. According to
David J. Adelman, a tobacco analyst at
Dean Witter Reynolds Inc., some mem-
bers of this group are willing to accept
the proposed FDA rules in exchange for
a promise that the FDA won't take per-
manent jurisdiction over tobacco. In-
stead, they would be willing to submit
to the oversight of the Federal Trade
Commission, which is authorized to re-
view some advertising issues. These ex-
ecs note that the FTC doesn’t concern it-
self with health issues and is considered
friendlier to business than the FpA.
UNDER WRAPS. Details of the status of
settlement negotiations are sketchy. Be-
cause of the sensitivity and complexity
of the discussions, the parties are certain
to try to keep any talks under wraps.
Goldstone told BUSINESS WEEK that while
he “is going to do things” to bring about
a resolution, it would not “help the re-
sult come about” by discussing it pub-
licly. Key players in the health commu-
nity and Congress deny they have been
contacted by the industry.

Black thinks the industry will attempt
to cook up a deal behind closed doors,
then try to get a friendly member of
Congress, such as Trent Lott or House
Commerce Committee Chair Thomas J.
Bliley Jr., to sponsor it. But on Dee. 9,
Bliley was pessimistic about a legislative
resolution. “You are not going to be
able to move legislation unless the Ad-
ministration signs on,” he says.

There are, indeed, plenty of reasons to
be skeptical that a deal will succeed.
For starters, it's not clear that rivals
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JOHN S, ABBOTT
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such as Philip Morris and rJR will be
able to agree on a plan. rRIR failed to
join Philip Morris’ earlier compromise
proposal, though, in a sign of conciliation,
Goldstone now goes out of his way to
praise the Philip Morris plan.

Even if manufacturers can reach
agreement on terms, they will have a
hard time stiff-arming the politically
powerful plaintiffs’ attorneys, who fear

34 BUSINESS WEEK / DECEMBER 23, 1996

that any legal protection for manufaec-
turers will limit their ability to win
money in current suits. Most industry
experts expect plaintiffs’ lawyers to
succeed in forcing the industry to settle
current cases as part of the broader
resolution—creating a mammoth chal-
lenge for the companies in determin-
ing how much money to fork over. The
next hurdle: the health community,

which also has the clout to block a deal.

But for RIR Nabisco, the alternative
may be worse: the bloodiest litigation
war in history and years of continued
pariah status. Given such a prospect,
it’s hardly surprising that Goldstone
wants to strike a deal now.

By Mike France, with Lori Bongiorno
in New York, John Carey in Washing-
ton, and David Greising in Atlanta -
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TO:: Harold TIckes
FROM: Lyn Utrechtga’v "96 DEC 16 py5:99
RE: FEC Matter Regarding Presidential Democratic Convention

Travel

DATE: December 16, 1996

The Republican National Committee filed a complaint against
Clinton/Gore related to the pre-convention train trip in November.
Our response is due December 16. The FEC has made no findings with
regard to the complaint and is not presently conducting any
investigation. I do not believe there is any merit to the RNC
complaint. The train trip will be scrutinized by the auditors
during the audit, and I would not be surprised if the FEC simply
fails to act on the complaint until such time as the auditors have
had an opportunity to review our payments for the trip. The
auditoys may quibble over some of our allocations but I do not
anticipate any significant issues:arising from the train trip.

I€ you would like any further information, please let me know.
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The reasons for worrying about what has happened in Afghanistan

OF THE two bloody episodes that disfig-
ured south-western Asia a week ago,
the fighting between Israelis and Palestin-
ians won far more headlines than the cap-
ture of Afghanistan’s capital by a murky
army of Islamic militants who call them-
selves the Taliban, “the Seekers”, Yet what
has happened in and around Kabul is
much the bloodier of the two stories, and it
may matter at least as much to the rest of
the world. Afghanistan is the third country
to pass into the hands of an Islamic-revival-
ist government in the past 17 years, after
Iran and Sudan; and the Taliban’s victory
in Afghanistan is the first to have been
achieved by straight force of arms. This is
not a purely local affair. Its causes lie, in
part, outside Afghanistan; so, quite possi-
bly, will its consequences.

Afghanistan suffers from being a poor
country that sits on an important part of
the map. It produces some gas, quite a lot of
heroin, a few emeralds and not much else
of interest to outsiders. But it lies very close
to several energy-rich countries, and on
what should be a trade route from Russia to
the Gulf and India. Other countries have
been interested in Afghanistan ever since
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the Great Game between 19th-century Brit-
ain and Russia; and the game, almost cer-
tainly, is not over.

The Taliban had their origins in the
chaos which outsiders’ manipulation of lo-
cal politics has created in Afghanistan.
When the Soviet Union in effect took over
the country, from 1979 to 1992, the Ameri-
cans sent the aid they provided for the resis-
tance through the Pakistanis. The Paki-
stanis feared that a single Afghan resistance
group might acquire the independence
that the Palestine Liberation Organisation
had won in its own part of the world. They
therefore sent their money into seven dif-
ferent grouplets, which became rich, well-
armed factions. The policy worked well for
the Pakistanis; for the Afghans themselves,
though, the consequences were not good.

The Russians’ eventual withdrawal was
followed by civil war. The 