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HITE HOUSE
ano‘ron

Ms. Betsy Bengal

Mr. Don Sjaastad

1036 South Madison
Denver, Colorado 80209

Dear Betsy and Don:

I want you to know how much I appreciate your
kindness in rearranging your wedding plans to
allow us to use the Phipps Mansion on June 20
for the Denver Summit of the Eight.

Since you’ll be starting your new life together
a week earlier than originally planned, Hillary
and I wanted to be sure to extend our warmest
thanks and congratulations. Our thoughts will
be with you on Friday, and we wish you every
happiness in the years ahead.

Sincerely,
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DENVER SUMMIT OF THE EIGHT
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140 West 6™ Avenue

é‘??ﬂ I;mS)tneet. e . Denver, CO 80204
uite ;
5 Phone: (303) 446-5105
Washington. DC 20006 -
Phone: (202) 974-9651 Fax: (303) 446-5010

Fax: (202) 974-9632
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Memorandum (o;

Trom;

Subject:

Date:

Denyer Summit of the Eight
140 West 6™ Avenue
Denver, Colorado 80204
tel:  303/446-5000
fax: 303/446-5010

Phil Caplan
Deputy Staft Secretary

Kevin Varney Y—}
Denver Summit

Presidential letter

21 May 1997

in order for the President to host the other leaders for dinner Friday night Juno 20% it was
nccessary for a couple to re-arrange their wedding plans, They agreed to change the date of their
wedding to Friday, June 13 and it will still be held at the Phipps Mansion. This couple has been
excecdingly gracious throughout the entire Summit planning process and it would be a very nice
gesture on our part if the President were able to drop them a note thanking them for allowing us
to use the site on the day they initially chose and, obviously, congratulating on getting married.

Their names are

Betsy Bengal & Doa Sjuastad
1036 South Madison
Denver, CO 80209
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Senator Datre Bumeers Invites You

TO A PrEss CONFERENCE & RECEPTION
"7 JUN 10 pud:0 1

ON SATURDAY, JUNE 14, 1997, 2:00 p.m.
AT THE LAFAYETTE BULping,
WEST 6th AND LOUISIANA STREETS,
LirtLe Rock '
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.k Cranford Johnson Robinson Woods (o]
Capitol Center (501) 3766251
303 West Capitol Avenue FAX: (501)376-4241

Linle Rock, Arkansas 722013593

Cranford Johnson Robinson Woods
FAX TRANSMITTAL SHEET

Date: é/ K / g 7
To: / l/ﬁwc/q #5)2:%//64

From: Skip Rutherford

Number of pages sent including this sheet:

If you have any problems receiving this facsnmle, please contact Rebecca
Jones at (501) 370-7266.

Thank you.

Capitol Center / 303 West Capitol Avenue / Little Rock, Arkansas 72201-3593
FAX: (501) 376-6045 or (501) 376-6085

CONFIDENTIALITY NOTE: The information in this facsimile transmittal is confidential
information intended only for the use of the individual or entity named above. If the reader of
this message is not the intended recipient, you are hereby notified that any dissemination,
distribution or copy of the transmittal is strictly prohibited. If you receive this transmittal in
error, please immediately notify us by telephone, and return the original to us at the above
address via the United States Postal Service. Thank you.

Comments:
MWM jzz_/m// &/, M»s&" el Suse 7%5“ %’:xpﬂf‘
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FROM EMPOWER AMERICA
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EMPOWER

1776 | Street, NW, Suite 890
Washington, DC 20006
(202) 452-8200

Frunding Chairman
Theodore J. Forstmann

Co-Directors

Lamar Alcxander
Williem J. Beanett
Jack Kemp

Jeane J. Kirkpatrick
Vin Weber

Chainnon
Thomas W. Weiscl

Vice Chatrman
Nicholas C. Forstmann

Directors

Joscph A. Cannon
Jamie B. Goulter

Steve Forhes
Congressman Newt Gingrich
Senator Trene Lott
Michael Novak

Dennis Prager

Julian H. Robertson, Jr.
Donald H. Rumsfeld
Judy Sheltoa

John Skeen

Ward W, Woods

AMERICA

Y William J. Bennett

June 4, 1997

The President

The White House
Washington, DC 20500
Dear Mr. President: ‘67 JUN 10 ax11:32

As you know, worldwide religious persecution — particularly against Christians
- is a terrible reality of the late twentieth century. The persecution directed
against people of faith is brutal and intensifying. Regreuably, however, the
issue has been largely ignored by the political class, by mainstream journalists,
and by many churches and religious institutions. In an attempt to address this
problem, we are holding a meeting to discuss religious persecution on Monday,
June 23, in Washington, D.C. We would be honored if you would join us.

The purpose of the meeting is to discuss strategics for making religious
persecution a top national priority, and exploring concrete actions — both
legislative and non-legislative — that can be taken to help alleviate religious
persecution. We believe there is much more that can be done to address this
issue; we intend 10 do as much as we can o make it central to our national
political debate. We appreciate the leadership you have shown on this issue,
and your participation in the meeting will help to make it a success. We hope
you can join us.

If you would like to participate please call Ms. Manon McKinnon at your

earliest convenience at (202) 452-8200. In the next week we will follow up with ~

details (i.e., precise times, location and a specific agenda). Because of the
relatively short notice, however, we wanted to reach you right away.

In addition, we want to call your attention to a campaign we have begun
(through the auspices of Empower America) to bring greater attention to the
issue of religious persecution. To this extent, we have recently released a 60-
second television ad to highlight this cause. This ad is part of a broader
campaign that will include discussions with church and religious leaders; a
grassroots information strategy; consulting with Members of Congress; and
waging an on-going public information campaign.

We hope to hear from you soon, and we look forward to seeing you on June 23.

S'm/ccrcly 3

o
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EMPOWER
LJ

AMERICA

17761 Sureet, NV, Sulte 890 * Facsimile COV-elf Sheet

Washington, DC 20006
(202) 452-8200

TO' The Honorable William Jefferson Clinton

Founding Chalrman

SRS SN FROM: Pete Wehner

Clwwt Policy Director
el (202) 452-6213 (phone)
oy (202) 833-0556 (fax)

\in Weber

Chairman

Thomas W, Weiscl DATE: June 6, 1997

Vice Chuirman
Nicholas C. Forstmann

PAGES: ! to follow

Directors

Joseph A Cannon

Jamie B, Coulter

Timothy G. Dalten. Jr. .

Steve Forbes N OTES .
Coagressman Next Gingrioh )
Seaatar Trent Lott '

Alichae! Novak Attached is a letter from William Bennett and Senator
Dennis Prager :

Julian H. Robertson, Jr.
Donald H. Rumsfeld
Judy Shelton

John Skeen

Ward W. Woods

Joe Lieberman inviting you to a June 23 meeting on

religious persecution. We will be mailing you a copy.
Texln:: o but given the short notice, wanted to fax one as well. '

Please call our office at your earliest convenience

to let us know if you can attend. We hope to see you

there.
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So where do
the poorest go?

NEWARK, NEW JERSEY

MERICA cannot be accused of dragging
its feet in dealing with the poor. First,
welfare reform required most single moth-
ers to find work and accept time-limits on
benefits, overturning 60 years of guaran-
teed assistance. Now a similar upheaval is
planned for public housing, the biggest
since the country’s housing authorities
were set up in 1937.
Contentious legislation passed by the
House last month (and echoed in the Sen-

ate) would give local housing authorities .

more power to set criteria for admissions,
but would require them to rent more units
as they become available to working peo-
ple, so that housing estates cease to be sim-
ply dumping grounds for the dependent.
The House bill also changes rules that have
discouraged tenants from taking up work
by raising their rents when they do so; and
it requires unemployed tenants to do eight
hours a month of volunteer work, though
that particular bright idea will be impossi-
ble to enforce or police.

The point, say the lcgnslanon’s backcrs.
is that public housing should be a transi-
tional phase for the working poor instead
of a dead end. Opponents, including the
housing secretary, Andrew Cuomo, reply
with a question. If public housing is gradu-
allyinhabited by working people, wheredo

THE PRESIDENI NMAd dtetw
b-10-47

e poorest go?
The questmn is pertinent because the

cost housing market, public or private,
is disappearing, and lower-income Ameri-
cans are increasingly hard-pressed to pay
the rent. The Department of Housing and
Urban Development (HUD) estimates that
5.3m households pay half or more of their
income in housing costs, up by about a fifth
from the mid-1980s. Out of every five Amer-
ican households that qualify for low-cost
housing benefits, only one actually gets
them. And the Census Bureau estimates
that 87% of renters cannot afford to buy a
cheap house in their area.

HUD is ill-equipped to deal with this
squeeze. Since 1992, its budget has been cut
from $24.77 billion to $19.59 billion. In
1994; the number of Section 8 claimants,
who use federal subsidies to buy private-
sector rental housing, was frozen at 1.1m
households (another 1.8m are in a voucher
programme) and plans to add to the 1.3m
units in the public-housing stock were
blocked. In the most recent budget, funds to
do up government-owned units and to pre-
serve low-cost housing stock in the private
sector were both cut.

3 oe

torn down in 1994, and now motorists see
the city’s soaring basilica instead. The for-
mer residents of the Homes live in tidy two-
storey houses, many of them just across the
road from where the blocks once loomed.
There are no graffiti, not much litter: the
houses gleam. Only the broken-down cars
reveal that this is housing for the poor.
Demolition has played a large part in
recent housing strategy. The disappearance
of the heartless blocks is hardly mourned:
when the wrecking ball began to batter
down Newark’s Walsh homes

in April, residents chem:d. All'told, some

gap. The much-admired Community 4
Development Corporations build perhaps
40,000 affordable units a year, but they de-
pend on the low-income housing tax credit
(which was almost abolished in 1995) and
on being able to house a proportion of Sec-
tion 8 tenants. UnderSection 8, tenants pay

0% of their income to private landlords;
the federal government picks up the rest of
the bill. With the number of these tenants
frozen, the economics of building low-cost
housing falls apart.

Housing for low-income people, more-
over, is unpopular in many communities,
which price them out by forbidding high-
density development. And regulation can
push up construction costs unnecessarily,
shaving the razor-thin profit margins. New
York city, for example, has stricter require-

r— Alas, the loss of money for
publicly supported housing
comes at a time when there is
at last almost a consensus
about how to do it right: a
mixture of subsidies, small
housi% developments scat-
tered through communities,
and a “one strike and you're
out” policy for criminals and
drug-dealers. There are plenty
of success stories about; and
HUD is even getting slightly
Lbetter marks for its histori-

cally awful management.
Newark, New Jersey,
whose public housing author-
ity used to be among the worst
in the country, is a good place
to see the possibilities. Motor-
ists on the nearby freeway
once had to endure the sight
of grim brick apartment
blocks. No more. The Christo-
pher Columbus Homes were
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THE summery American
economy is not without
its cold spots. During
1996, a record 1.1m Amer-
icans declared personal
bankruptcy, up 28.6%
from 1995 and 44.1% from 1994. The
bankruptcy binge was widely foreseen, as
financial crises go. Consumer debt had
grown sharply during 1994 and 1995, par-
ticularly credit-card debt, with a daunting
average interest rate of 15.8% over the two-
year period. :

According to the National Consumer
Bankruptcy Coalition, a group of banks
and credit-card companies, the bankrupt
should be pitied less than the lenders.
Theyhave a point. America’s liberal bank-
ruptcy code is much more of a shield for
the debtor than a sword for the creditor.

'BAROMETER

. . . and deeper in debt

FHILADELPHIA

An extreme case, say bankruptcy-reform
lobbyists, is a student who pays off his
federal tuition loans by piling up enor-
mous credit-card bills which he then uses
as the basis for a bankruptcy petition.

In congressional hearings in April,
lenders received some sympathy for the
idea of a “needs-based” bankruptcy sys-
tem under which bankrupt borrowers
would be relieved of debt only to the ex-
tent judged necessary by a bankruptcy
court. A resolution of the bankru
form question is expected from Congress
this autumn.

Meanwhile, lenders tend to steer their
portfolios away from consumer debt and
towards business debt. According to Rob-
ert Morris Associates in Philadelphia, the
national association of credit-risk profes-
sionals, this shift is a direct result of de-

terioration in the quality of consumer
credit. Since the beginning of 1997, the
volume of bank commercial and indus-
trial loans has increased by a healthy
3.9%, while the volume of consumer loans
has fallen slightly. Mischievous consumer
borrowers who presume that new debt
will be available to finance the old maybe
in for a bit of market discipline at the
hands of their creditors.

ments for handicapped access than the fed-
eral government, adding almost 10% to the
cost of construction per unit. It can take
years to get permission to build on former
industrial sites. Private developers grumble
at over-regulation, complaining that they
have to build units “one piece of paper ata
time”. Many give up.Itis a sad paradox. Not
onlyis government retreating from the pro-
vision of social housing, but it continues to
make it hard for others to step in instead.

—

lllegal immigrants
Willing, eager
and cheap

GALVESTON AND DALLAS

S TEXAS begins to recover from two
weeks of devastating storms, a gener-
ally hidden truth about its economy will
come to light again. Most of the builders
and electricians who will have to repair the
houses, remake the roads and re-establish
the power lines will have to take on undoc-
umented workers in order to meet their
contracts. In 1996 the Immigration and
Naturalisation Service (INS) conservatively
estimated that Texas had over 600,000 un-
documented immigrants, doing the jobs
no one else wants: hauling carcasses in
packing plants, picking fruit, cleaning ho-
tel rooms, or sorting out the unspeakable
damage caused by natural disasters.

Raise the issue of these workers with a
Texan, and he is liable to fall uncharacteris-
tically silent. Even state legislators avoid
the issue. They know that many of their

THE ECONOMIST JUNE 7TH 1997

constituents employ undocu-
mented workers. They also
know that the booming Texas
economy is driven in part by
the ready supply of cheap, dil-
igent, illegal labour. -

Dallas is one magnet for
undocumented workers. The
city’s politicians oppose INS
crackdowns, fearing they will
damage the local economy
and bankrupt small compa-
nies. Houston is another;
there, a dawn drive past some
of the city’s 36 informal day-
labour sites shows the size of
the undocumented work-
force. Young Mexicans loiter
on the pavement, poised to
jump into the back of any
pick-up truck that slows down
to take them. Houston police
estimate that over 150,000
labourers, about 85% of them
undocumented, gather every
dayin search of a job. It is a testament to the
vitality of the Texas economy that most of
them get hired, usually to mix cement and
shift bricks. No questions are asked, no pa-
pers signed. Most workers do not even
know their employer’s name. They are
paid, in cash, around $40 a day.

In Galveston, a breezy town on the Gulf
coast,undocumented labour is less an issue
than a wink-and-nod discussion at the din-
ner table. As in Dallas and Houston,
wealthier families discreetly employ un-
documented maids and gardeners. “We
may vote against immigration but we still
want a cheap gardener,” confesses one
Galvestonian. The main sources of employ-

ment are restaurants, building sites. and
small plumbing or electrical firms. At dusk
undocumented workers set out along the
promenade for their evening jobs as

busboys and dishwashers in restaurants. A -

recent INs raid has kept the more jittery on
their toes; but the only tangible impact of
the raid, locals say, was the sudden explo-
sion of help-wanted ads for waiters and ho-
tel maids in the next day’s paper. e

Stricter immigration laws have just
made smugglers sharper. The black market
in fake documents is buoyant. On a street
corner in a Latino district in Dallas, The
Economist’s correspondent was offered a
forged Green Card for' $200. Complete

25
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Looking to join the caravan

CASABLANCA AND CAIRD

How fantastic are North Africa’s dreams of becoming the next promising

emerging market?

IN THE Sahara you can still see caravans
of camels criss-crossing the sands. You
may soon be able to spot a bunch of
besuited stockbrokers traipsing in their
wake. Later this month the Casablanca
stock exchange is launching a roadshow
that will travel all the way from Tangier, in
the north of Morocco, to Laayoune, over the
dotted line in the disputed Western Sahara.
The aim of this “stockmarket caravan”, as
the bourse has dubbed it, is to persuade
hundreds of privately owned firms of the
merits of a stockmarket listing.

After years in the economic desert,
North Africa is trying to find the way out.
Algeria is stuck in a murderous civil war
and Libya with Muammar Qaddafi. But,
with varying enthusiasm, officials in Mo-
rocco, Tunisia and Egypt now sing the
praises of free markets and foreign capital.
Some predict that their countries will soon
be growing at rates of 7-8% a year, and a few
big-time investors, such as George Soros,
have bet billions of dollars that they are
right. But nothing is ever that certain in
North Africa.

This is not the first time the region has
had great dreams. Growth rates were high
in the 1970s too. But since then the eco-
nomic environment has been transformed.
Back then one of the few things that Mo-
rocco, Tunisia and Egypt had in common
was a legacy of state intervention in the
economy. Nowadays privatisation is the
rule rather than the exception. Then, ram-
pant inflation cohabited with bloated bud-

get deficits. Today Egypt and Morocco have
throttled inflation and cut their budget def-
icits to 1% and about 3% of GDP respectively.
Only a few years ago local industries were
sheltered behind high tariffs. Right now the
imminent reduction of tariff barriers is fo-
cusing minds on what Tunisians and Mo-
roccans call mise 4 niveau, or corporate
upgrading.

One symptom of these changes is the
emergence of a new generation of Gucci-
clad, mobile-phone-toting wheeler-dealers
who would not look out of place in New
York or London. This is hardly surprising,
given that some of them cut their financial
teeth in those very places.

One such is Egyptian-born Aladdin
Saba, now 36, who has an American MBA
and learned the ways of Wall Street with
Kidder Peabody, a now-defunct American
investment bank. On a visit home in 1991,
he felt Cairo was “bubbling” with change.
Interest and exchange rates were being
freed, and there was talk of privatisation. “I
met a lot of people in the business and
found they weren't so special,” he recalls. “I
thought, if these jokers are making it, why
can’t | hang a sign on the door too?”

with Ali al-Tahri, a veteran of Kidder’s
London office, he founded Hermes Finan-
cial in 1994. By 1996 Hermes was handling
12% of the turnover on the Cairo bourse
and managing the first local mutual funds.
Last June, it merged with the Egyptian Fi-
nancial Group, an older rival, to form EFG-
Hermes, Egypt’s largest investment bank.

DENT HAS SEEN
97

Casablanca, which has only 13 stock-
brokers to Cairo’s 116, is a relative upstart in
the financial markets. But Casablanca Fi-
nance Group, founded in 1992, has helped
shake up the sleepy bourse. Given Moroc-
co's small size—its GDp is only $30 billion—
Moroccan investment banks are eagerly
seeking regional ties. Upline Securities, cre-
ated in 1993, has formed alliances with Jor-
danian and Egyptian groups. International
clients are “looking not just at Morocco,
but at the Middle East plus North Africa, or
all of Africa,” says Hassan Ait Ali, the firm’s
34-year-old boss.

Privatisation has boosted stockmarket
capitalisation in all three countries, and
the exchanges are using their newfound
prosperity to modernise: Tunis and Casa-
blanca have introduced electronic trading
systems, and later this year Casablanca will
set up a central depository to smooth clear-
ing and settlement. “Investing here will be
like buying in Paris,” boasts Amyn Alami,
the exchange’s chairman.

Parlez-vous investing?

Investors seem to like what they see. Last
year Egypt and Morocco came 14th and
15th respectively in global stockmarket per-
formance, according to the International
Finance Corporation (1FC), the private-sec-
tor arm of the World Bank. (Tunisia’s poor
ranking, at 62nd, was due to the introduc-
tion of a new share-trading system that cor-
rected past overpricing.) In the first quarter
of this year, the Cairo and Casablanca
bourses rose again before blowing off
steam (see chart on next page). In the au-
tumn the IFC is expected to add both Mo-
roccan and Egyptian shares to its index of
emerging-market stocks available to for-
eign investors. This means that a chunk of
the $8 billion of investment that tracks the
index will pour into the two countries.
Morocco has long set the pace for re-
form in North Africa. Its biggest economic
weakness remains its dependence on agri-
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culture; periodic droughts make growth er-
ratic (see chart above). It was first in the re-
gion to launch a privatisation programme
and first to allow foreign investors to buy
into local banks. English is gradually sup-
planting French as the language of busi-
ness, an indication of the growing interna-
tional orientation of the new business
class.

Oflate, Egypt has become an even more
eager reformer. The government is talking
of selling one of its four big banks. Three
Egyptian companies have sold depositary
receipts abroad, and two more are in the
pipeline. “My only concern”, says Michael
Power, a fund manager at Baring Asset
Management, “is that there is so little to be
concerned about.” Tunisia, which has yet to
embrace privatisation wholeheartedly and
which limits foreign ownership of firms to
49%, has much further to go.

For all their aspirations, all three coun-
tries face some daunting realities. One is
that economic reform has not yet included
reform of stifling, and corrupt, official
bureaucracies. Two years ago Morocco’s
King Hassan, still a fairly absolute mon-
arch, deliberately published a World Bank
report that was critical of the country’s bu-
reaucrats. “Our entrepreneurs are fine,”
says an official. “The real upgrading that is
needed is of our administration.” Yet little
changes. “The administration exists for it-
self,” grumbles one businessman, who says
several cement firms have been waiting 18
months for approval of a waste-recycling
technique widely used in Europe.

Asecond handicap is the inadequacy of
education throughout the region. Roughly
half of Moroccan and Egyptian adults can-
not read or write. The universities are still
churning out would-be bureaucrats, not
business-minded graduates. Mass illiteracy
and high graduate unemployment hinder
the development of the broad middle class
that is an economic motor in other emerg-
ing markets. And they help to explain why
domestic savings in both countries are
barely half those in Asia’s sprinters.

Lastly, there is politics. Though no other
country has anything like Algeria’s war on

its hands, all the governments are haunted
by fear of revivalist Islam. Investors will be
cautious until they see proof that President
Hosni Mubarak in Egypt and King Hassan
in Morocco can manage the popular de-
mand for more democracy. Local elections
in Morocco on June 13th (see page 42) will
be a test of the opposition parties’ ability to
win some power. But it may be a long time
before anything resembling a real democ-
racy arises in North Africa.

Such drawbacks ensure that North Af-
rica will not become one of the emerging
world’s racier markets over the next few
years. But, given the turmoil induced by
some tigerish stockmarkets elsewhere,
there may be something to be said for mov-

mg{ta camel’s steady pace.
Russian rm

Another blow

MOSCOW

WAR of words between various

branches of the Russian governmen
Harvard University’s Institute for Interna-
tional Development and the American
government’s development-assistance pro-
gramme, USAID, has proved a costly mess
forall concerned.

Andrei Shleifer and Jonathan Hay, two
Harvard capital-markets experts, were ac-
cused in mid-May of using USAID resources
to oversee private investments. Although
the exact nature of their supposed trans-
gression has yet to be made clear, the conse-
quences are plain enough. Both men have
lost their posts with the Harvard project.
Harvard is set to lose a contract, worth
some $14m, to advise the Russian govern-
ment on financial reform. The reputation
of usaiD has been damaged. And Russia’s
Federal Securities Commission has lost
what may prove decisive ground in its
struggle to keep the stockmarket free from
domination by a clique of big banks.

All this suggests there will be one more
loser a little further down the line, though

he may not know it yet: the small investor,
whose interests the Federal Securities Com-
mission has been trying hard to protect.
The commission’s political influence has
always been slight. Founded only in 1994,
ithas a mere 100 employees. But it has been
a rare voice to speak aloud for the rights of -
shareholders. Against it have been ranged
Russian banks, big firms and government
ministries, which have largely succeeded in
parcelling control of Russian industry
among themselves rather than sharing it
with troublesome outsiders.

Last week, amid the smoke billowing
from the Harvard explosion, the securities
commission lost a long battle with Russia’s
central bank over who should have power
to license commercial banks to deal in se-
curities. This may prove a turning-point in
the stockmarket’s development, bringing a
shift away from the shareholder-driven
American model favoured by the commis-
sion and its Harvard advisers and towards
a bank-dominated system more to the taste
of Russia’s new economic top dogs.

The fact that the ruling was made by
Russia’s first-deputy prime minister, Ana-
toly Chubais, was a damaging signal that
the securities commission has lost the un-
conditional support of its one-time patron.
Mr Chubais was its founding chairman in
1994, and handed the job on in 1995 to a
protégé, Dmitry Vasiliev.

Mr Chubais has had to move nimbly to
limit his own losses. Of all Russia’s politi-
cians, he had the closest ties to the Harvard
institute, which, with usA1D, supported his
programme to privatise much of Russian
industry in 1992-95. When news of the al-
leged improprieties began to emerge in
May, Mr Chubais wrote to USAID asking it

- to terminate the institute’s contracts in Rus-

sia. At a press conference last week he
claimed, bizarrely, that the scandal may
have been provoked by opponents of Rus-
sian economic reform in America. “Itis not
convenient for me to do business with that




kind of institute,” he said.

The whole sorry story has smacked
more of confusion than of conspiracy. The
original allegations against the Harvard
consultants apparently came from a dis-
gruntled co-worker in Moscow. They took
on such wide political resonance because
Russia has become a much more national-
istic and prickly place than it was in the
early days of reform. American advisers are
something to be used discreetly, if at all. Mr
Chubais had little choice save to distance
himself from his former backers. In any
event, he has become closely entwined with
an oligarchy of bankers and industrialists
who want at best only a freeish market in
Russia. The rift with Harvard is less a set-
back for Russian reform than a reminder
that reform has long since parted company
with the theories that once inspired it.

Korean finance

No bang

SEOUL

EVERYONE agrees that South Korea’s fi-
nancial system is unstable and needs a
speedy reform. This week a presidential
commission delivered a detailed proposal,
and President Kim Young Sam ordered
draft legislation to be submitted to the Na-
tional Assembly later in June. But although
the president appears determined to im-
prove things before he leaves office in Feb-
ruary, his intentions may not matter. The
shockwaves of a big bang are unlikely to re-
verberate through Seoul soon.

The dire state of Korea’s banks, which
are suffering from a series of bankruptcy.
filings by leading industrial conglomer-
ates, seems to make regulatory reform ur-
gent. But some of the commission’s key pro-
posals, sensible though they are, may be too
ambitious to be put into practice. In par-
ticular, the plans would deal a blow to the
power of the finance ministry. Authority to
regulate banks, insurers and securities
firms would be lodged in an independent
Office of Financial Supervision. A separate
Securities and Exchange Commission
would oversee the capital markets. For
good measure, the Bank of Korea, the cen-
tral bank, would assume full responsibility
for monetary policy. That would leave the
finance ministry, now Seoul’s most power-
ful bureaucracy, with little to do.

So the ministry, which is charged with
drafting the reform legislation on behalf of
the government, is fighting back. A single
financial supervisory body is fine, it says—
so long as its own financial-policy bureau
assumes the job. Nor is the ministry
charmed by the idea of making it easier for
banks to lay off workers after a merger; this,
it says, is “unrealistic”. And it strongly ob-
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FINANCE AND ECONOMICS

Those damned dots

NE of the meanest tricks that evolu-
tion could play on a species des-
tined to do arithmetic is to give it hands
with five fingers on them. Any self-re-
specting numerate organism would pre-
fer four or, at a pinch, eight digits. This is
because—as computer scientists were
quick to work out—the most efficient
way to count is in powers of two (ie, 1, 2,
4,8,16...)

Instead, humanity is stuck with the
decimal system its two five-appendaged
hands have made almost inevitable.
Mankind, except for some nostalgic shil-
ling-and-furlong Englishmen, counts in
tens instead of twos—save for fractions,
where people have sometimes been will-
ing to concede that decimalisation is not
all itis cracked up to be. In particular, the
prices of shares and bonds are frequently
quoted in powers of two (12, %4, s .. ). Or,
rather, were. For stockmarkets and banks
the world over are now abandoning the
familiar fraction in favour of the
dreaded decimal.

American securities of all sorts have
always been traded in multiples of an
eighth of a dollar, even though the coun-
try has had a decimal currency almost
since its inception. But now this is to end.
The NAsDAQ stockmarket this week
agreed to study a move to decimal pric-
ing. The New York Stock Exchange will
take a similar look. Lest they dally, Con--

gress is considering a bill to make ex-
changes quote shares in decimals.

Across the Atlantic, British govern-
ment bonds—the gilt-edged 10Us that
keep the country’s budget afloat—have
been traded in multiples of a 32nd of a
pound since time immemorial. The
decimalisation of the currency in 1971
made no difference to this tradition. Nor
did the fact that continental Europeans,
influenced by the perfidious doctrine of
metrication that the French revolution
invented and Napoleon disseminated,
long ago decided to quote their stock
prices decimally. But this week the Bank
of England—punch-drunk from all the
changes forced upon it in the first month
of the Labour administration— agreed to
the decimalisation of gilt prices as part of
the transition to a common European
currency that may never happen.

O tempora! O mores! 0.03125!

jects to the idea advanced by the commis-
sion that the government should issue
bonds to bail out troubled banks: bonds
which could later be converted to shares,
which the government would then auction
off to new owners.

With those proposals doomed by the fi-
nance ministry’s opposition, Mr Kim’s re-
form package is likely to be far more mod-

est. It will retain a provision preventing the
chaebol industrial groups from owning
more than 4% of a bank’s shares, toughen
accounting and disclosure rules, and make
it easier for new companies to enter the fi-
nancial sector. Banks will probably be al-
lowed to engage in securities-related busi-
nesses, except stockbroking, and securities
houses will be granted permission to en-
gage in most businesses now
handled by banks.

Such changes are overdue.
But they will do nothing to
brake the banking system’s
downward spiral. Alarmed by
the default of their creditors—
53 companies on average
went bust each day in April,
the worst figure since 1982—
banks are increasingly refus-
ing to refinance loans. Some
merchant banks are even call-
ing loans before maturity. Asa
result, banks are chock-a-
block with idle cash. That has
helped short-term interest
rates to fall, fuelling a stock-
market rebound, but it has not
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A man for bad times

Israeli-Palestinian relations may have to grow even worse before Ehud Barak,
Israel’s new Labour leader, can show whether he could make them better

O CALL it a peace process is to exagger-

ate. With Egypt cranking the engine, the
Israelis and Palestinians may get their
stalled negotiations restarted before too
long. But, even if they do, the journey will
soon be halted again. Without agreement
on where they are going, and with no trust
at all in one another, every dip in the road
becomes a canyon, impossible to cross.

The negotiations are stuck where they
have been for weeks. The Palestinians say
they cannot be resumed until Israel stops
building a new Jewish settlement (Har
Homa) on Jebel Abu Ghneim, a pine-cov-
ered hill near Bethlehem which commands
the last remaining passage between East Je-
rusalem and the West Bank. The Israelis say
they cannot be resumed until the Palestin-
ian Authority convinces them that it is seri-
ously intent on preventing any re--
sumption of terrorism. The result is
stalemate. Israel's prime minister,
Binyamin Netanyahu, may by now
recognise the case for freezing the
bulldozers at Har Homa. But he can-
not do so without cracking his coali-
tion. And Yasser Arafat, the Palestin-
ians’ leader, would face a revolt ifhe
treated suspected terrorists or their.
supporters with the ruthlessness he
showed when the late Yitzhak Rabin
was Israel's prime minister.

Enter the man who advertises :
himself as Rabin’s heir. Ehud Barak,. .
aged 55, was elected on June 3rd to - i
succeed Shimon Peres as leader of . [
the opposition Labour Party. He fol-
lows Rabin in being a distinguished ~ *
soldier (he has more medals for brav-— ¥
ery than any other Israeli) who has
positioned himselfon the right ofhis
party. He claims to be the man who
can convince Israeli voters, as Mr
Peres narrowly failed to do a year
ago, that he will never gamble with
their security, will bargain toughly -
all the way, but will lead them, in the
end, to true peace.

Above all, Mr Barak exudes an air
of welcome self-confidence. Israel is
a well-off country, an unofficial
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. ear only fear itself, Barak might have said

member of the nuclear club with powerful
armed forces, and still best friends with the
world’s remaining superpower. But, since
the spring of 1996, when four suicide-
bombers killed 61 people in Israel’s cities,
Israelis have been assailed by new, and
partly irrational, anxieties. These are fed by
the current government’s constant harping
on terrorism (reinforced by a suicide-
bombing in March which killed three Israe-
lis) and on the sinister intent and behav-
iour of unchanged Arabs (reinforced by the
Palestinian killing of three fellow-Palestin-
ians suspected of selling land to Jews).
There are immense perils, the government
insists, in agreeing to any “concession” that
might weaken Israel’s direct security.

Mr Barak has no time for cooked-up
fear. He argues that the collapse of the So-

fe.

viet Union and the defeat of Iraq presented
Israel with the opportunity to make a last-
ing peace with the Arabs, an opportunity
that should be exploited, he further argues,
before radical Middle Eastern states get the
chance to lay their hands on nuclear weap-
ons. He does not disclose his own fallback
positions prematurely. But he derides the
thought that a Palestinian state would
threaten Israel. Mr Netanyahu, he once

said, “sees Israel as a carp among barra--

cudas”. His own fishy metaphor for Israel is
“a benign killer-whale”.

If the Likud-led government lasts its
term, Mr Barak will have no chance to show
either benign or deadly power at least until
the year 2000. But can the present situation
last unchanged for the next three years? It
begins to seem improbable. The Palestin-
ians’ expectations are at rock-bottom. The
best they are being offered, they believe, are
scattered cantons of home rule within a
grid of Israeli-controlled roads and terri-
tory: the latest government map, leaked to
the Israeli press, suggests that the Palestin-
ians might get 40% of the West Bank—a sug-
gestion that distresses Palestinians and out-
rages Mr Netanyahu'’s religious-nationalist
partners.

Palestinians’ anger is directed as much
at their own rulers as at Israel’s.
Many are frustrated, feeling impris-
oned. Some look back, with nostal-
gia, to the years before the intifada
(uprising) and the Oslo process be-

gan. Mr Arafat and his men, control-
" ling their lives in autocratic, conspir-
atorial and sometimes brutal

Islamist movement, Hamas, claims,
with increasing conviction, that the
tide is moving its way. Mr Arafat’s
own faction, Fatah, is rebelling at Is-
rael’s security demands: “Are we the
bodyguard for Netanyahu's bulldoz-
ers at Har Homa?” asks a Fatah man.
Faced with turmoil in the territo-
ries, and rebellion in his own coali-
tion, Mr Netanyahu could, before his
term is out, turn to the Labour Party
for support. An arrangement of this
sort, pushed by Mr Peres, had been
on the cards in April. Mr Barak op-
posed it then but now suggests that
he might be ready to reconsider it in
a year or so—though only in re-
sponse to public pressure, after the
present coalition had admitted de-
feat. Matters would have to get con-
siderably worse before that happens.
On present indications, they may.

manner, lose support by the day. The
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. ance company or bank could be put to

52

good use helping the millions of unem-
ployed. Although Air France will not be
sold outright, private capital may be used
to help develop the business.

Looking at it this way, you may con-
clude that the Socialist programme is not
light years away from that of the right—
which, after all, put up taxes on firms, had a
habit of meddling in industry, and tried
also to create jobs by encouraging firms to
cut the working week. But the Socialists’
rhetoric is very different from that of the
Gaullists. By rejecting privatisation and ar-
guing that businesses are there to pay taxes
and create jobs, Mr Jospin at best makes
real reform unlikely. At worst, he may cre-
ate new millstones for France’s already bur-
dened private companies.

Germany

Where's the
lifebelt?

BONN

FIHINGS never seem so bad for Helmut

they cannot get
coalition govern-
t over budget pol-
the Bundesbank
of the left’s tri-
en the determined
bwn off his single-

luckless and inept
Waigel, did not
esbank in a public

I Something up Waigel’s sleeve?

mans tend to treat their central bank with
near-religious awe, and most politicians
know better than to risk their reputations
by getting into a fight with it.

Not so Mr Waigel, although he has just
notched up a post-1945 German record of
more than eight years in the finance job.
Long an outspoken fan of tough debt and
deficit criteria to make sure weaklings do
not join the euro, he is now running scared
that Germany itself will fail to qualify. By
getting the Bundesbankers to revalue their
gold reserves and pay over part of the book
profit to the government (albeit indirectly)
this year, he hoped to make German public
finances euro-worthy after all.

Even if Mr Waigel had got his way, the
European Union’s statisticians might have
gulped a bit about the gold dodge. But he
has had to back down after the predictable
public outcry. He will get no payout—at
least none this year, which is the crucial one
for judging which countries can adopt the
euro if it starts in 1999,

The skirmish with the Bundesbank has
brought Mr Waigel jeers and indignation
from all sides, including his own. It has let
the opposition Social Democrats’ portray
themselves, somewhat speciously, as cham-
pions of financial rigour. And ithas set off a
new debate on whether the start of the euro,
an idea long regarded with dismay by a ma-
jority of Germans, should at least be de-
layed. Mr Kohl doggedly says no, and there
is no reason to doubt he means it. He de-
cided recentlyto stand for chancellor again
in the election next year, not least to help
ensure that the single currency would ar-
rive on time. But now his main ally, Jacques
Chirac, has lost most of his authority and
the new Socialist government in Paris may
prove a lot trickier than the old one over
terms for bringing the euro in.

That aside, the row with the Bundes-
bank is only one symptom of the budget
crisis now threatening to destroy the nearly
15year-old ruling alliance among Mr
Kohl’s Christian Democrats, their fraternal
Bavarian party, the Christian Social Union
(led by Mr Waigel), and the Free Democrats.

Squeezed between rising spending, es-
pecially for the 4.3m Germans out of work,
and tax revenue that is yet again less than
expected, Mr Waigel has next to no options
left. A bid for more social-security cuts
would founder because the Social Demo-
crats have a majority in the Bundesrat, the
second chamber of the federal parliament.
Chopping investment spending below the
level of new government borrowing is for-
bidden by the constitution. Selling off state
enterprises (as the government promised to
do with vigour when it came to power in
1982) could bring in a tidy sum, but would
not do much to help Germany qualify for
the euro. That seems to leave Mr Waigel
with a single, sorry course: to boost taxes.
But it is one the Free Democrats reject, say-

ing that, if their pdrtners try to go ahead
with it, they will abandon the coalition.
Would they really? Many Christian
Democrats and their Bavarian brethren
doubt it. They sneer that the Free Demo-
crats have made such idle threats before
and, besides, are barely able to muster the
minimum 5% of the vote needed to keep
themselves in parliament. If they cast them-
selves adrift now they would certainly find
noally in the shape of the Social Democrats
for their tax-cutting, privatisation plans.
Left without any obvious coalition partner,
they would be blotted out in next year’s
election. Apply enough pressure, the con-
servatives say, and the Free Democrats will
come around as usual.
" That reasoning looked sound enough

‘once, but it may not be so now. At their con-

gress last month, the Free Democrats cast
themselves more sharply than ever as the
party in favour of tax cuts and deregula-
tion, the party for less state and more pri-
vate initiative. Arguably, that combination
could win them more votes if they were to
cut links with Mr Kohl's floundering Chris-
tian Democrats and fight alone. Nor need
they fear that Mr Kohl’s lot and the Social
Democrats might squeeze them to death by
forming a “grand coalition”. That might
have been possible a year or two ago but is
highly unlikely now. The Social Democrats
reckon Mr Kohl’s party is sinking fast and
are not disposed to toss it a lifebelt.
Besides, old Bonn hands recall that
once before the Free Democrats really did
make good their threat to walk out of a co-
alition under a Christian Democratic chan-
cellor after a dispute over tax rises. The date
was October 1966, and the chancellor, Lud-
wig Erhard, resigned a month later. Mr
Kohl is tougher than Erhard ever was, but
e challenge he faces is tougher too.

Who will qoin
the club?

SINTRA

~

b

—

ITH only a month to go until NATO's

grand summit in Madrid, the alli-
ance’s 16 existing members have still not
decided which countries should join.
When NATO's foreign ministers met last
week in the Portuguese town of Sintra, they
fell, as they often do, into an American
camp and a French one.

Madeleine Albright, America’s secre-
tary of state, argued strongly that only the
Czechs, Hungarians and Poles should join
NATO in the coming intake. But the French,
fighting for a “southern enlargement”, have
won considerable support. Belgium, Can-
ada, Italy, Greece, Luxembourg, Portugal,
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Spain and Turkey all back their drive to bal-
ance the “eastern enlargement” by taking
in Romania and Slovenia, too. The French-
led group argue that NATO should worry
about the Mediterranean and the Balkans
as well as Eastern Europe.

Mrs Albright, applauded by the remot-
est bit of the alliance, Iceland, fretted about
the financial costs of more than three en-
trants. New members, she stressed, would
have to contribute to NATO's security, not
just sponge off it. She also argued that a
smaller number would make it more likely
that a second wave of enlargement would
come quite soon. That, she said, would reas-
sure those with no hope of joining in the
first wave, such as the Balts and the Bulgars.
Britain, Denmark, Germany, the Nether-
lands and Norway are undecided. But the
argument that a bigger enlargement could
weaken NATO's military cohesion inclines
most of these hoverers towards taking in
just three new members. Robin Cook, Brit-
ain’s new foreign minister, mooted the idea
of a quartet: the three certain candidates,
plus Slovenia.

The French have fought cleverly for Ro-
mania. Six months ago, when they began to
champion its market-minded government,
some thought they were merely trying to se-
cure the entry of a cultural protégé in order
to match the arrival of Germany’s Central
European allies. But Romania’s military re-
forms, and the performance of its peace-
keepers in Albania, Angola and Bosnia,
have impressed many, even the Pentagon.
A respectable 2.8% of GDP goes on defence,
compared with Slovenia's sparse 1.5%.
Alongside Poland, Romania is the only ap-
plicant that has any military punch atall.

The snag is that its economic and politi-
cal performance was dismal until recently:
its reforming new president, Emil Con-
stantinescu, was elected only in November,
and the new government came to power in
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December. Richer Slovenia has a longer
record of stable multi-party politics, plus a
geographical bonus: it would “tidy up the
map” by connecting Hungary territorially
to the rest of NATO. The Slovenes’ geograph-
ical minus is that they might pull NATO to-
wards troubled former Yugoslavia.

Despite Mrs Albright’s opposition, both
Romania and Slovenia still have a chance.
For one thing, President Clinton has not yet
taken a final position. For another, if
NATO's plans for enlargement are seen by
Europeans as the result of American diktat,
ratification in the French parliament—
among other places—could prove tricky.
The fact that NATO must reach a consensus
on enlargement means that a compro-
mise—perhaps with Slovenia but not Ro-
mania squeaking in—is conceivable.

Whether talks begin with three, four or
five countries, the Madrid summiteers will
affirm that the door remains open. This en-
largement “should not be a once-in-a-life-
time event, likethe arrival of the Hale-Bopp
comet,” said Mrs Albright. Exactly what is
said about future enlargements will be of
particular interest to the Balts, who are
keener than anyone to join NATO, and to
Russia, which is dead set against any for-
mer Soviet republics coming in.

No NATO government will say openly
that the Balts should not join NATO, lest
Russia thinks it has a veto over enlarge-
ment. But most European members do not
want them in for fear of upsetting the Rus-
sians. Besides, the Baltic states would be
hard to defend. But many Americans do
want them in. Mrs Albright said that no
country should be excluded from NATO be-
cause of its geography. -

A wild card may be that long-time neu-
tral country, Austria. Wolfgang Schilissel, its
foreign minister, said he wanted Austria in-
side NATO by 1999. His government is ex-
pected to take a view by the end of this year.

The alliance may well‘look kindly ona:Jasts -

minute bid by so worthyan applicant.. {57

In any event, NATO!does not want.the:
“outs” to feel forlorn. A “Euro-Atlantic Part=
nership Council”, linking NATO’s members
to its 27 “partners for peace”, held the first
of what will be monthly meetings in Sintra.
Here they also agreed on a NATO-Ukraine
charter—modelled on the recent NATO-Rus-
sia “founding act”—which establishes a
joint council.

At its grand summit in Madrid, the alli-
ance had hoped to unveil a new military
structure, with France reintegrated. But the
victory of its Socialists, whose new admin-
istration contains some notable anti-Amer-
icans, means that the alliance will have to
push ahead with its new organisation with-
out France. Some leading French Socialists
still hanker after a separate European de-
fence organisation, outside NATO. It may
take France’s new government several
months to learn—under the tutelage of its
top brass, who favour the rapprochement
with NATO—that that is not feasible. But
without French involvement, all the alli-
ance’s hard work over the creation of a “Eu-
ropean identity” within NATO’s military
structure will probably come to nothing.

Russia and Ukraine

Bear-hug at last

MOsCOW

AFI‘ER five years of postponements, the
presidents of Russia and Ukraine at
last put their names to a treaty of “friend-
ship, co-operation and partnership” on
May 31st—conceding, in effect, that those el-
ements had been singularly lacking hith-
erto. The treaty’s main message is that Rus-
sia accepts the reality of Ukrainian
statehood and will recognise Ukraine’s bor-

ders. It is the last of Ukraine’s neighbours, -

along with Romania, to doso. In particular,
this means that Russia acknowledges that
the mainly Russian-populated Crimean
peninsula and its naval port of Sebastopol

are indeed Ukrainian. The treaty will run:

for ten years, renewable for another ten,
provided no nasty issues rear up.

In aseparate declaration, President Bor-
is Yeltsin and his counterpart, Leonid
Kuchma, said they had resolved a long-run-
ning row over ownership of the old Soviet
Black Sea Fleet and over the fleet's use of
Sebastopol. The deal gives Russia four-fifths
of the fleet, and a 20-year lease over Sebas-
topol’s main bays and some of the hinter-
land. Ukraine is to receive a rent, said unof-

ficially to be $100m a year, and will keepan

outlying bay for its own navy.

For Mr Yeltsin, the treaty with Ukraine
formed part of a diplomatic offensive
whose centrepiece was the signing of an
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China adopts the chaebol

SHANGHAI

The idea is fast going out of fashion in other parts of Asia. So why do China’s
bureaucrats want to build a new breed of disjointed conglomerates?

OMETHING frightening is stirring in

China. Since the death in February of
the country’s paramount leader, Deng
Xiaoping, the reform of state-owned indus-
tries (SOEs) has moved into a higher gear.
This is to be welcomed: the state sector is
urgently in need of a big sort-out. The wor-
rying bit is that the Chinese government
also believes that big is better, which is why
it has started to breed a new and dangerous
form of corporate monster.

The government intends to concentrate
its efforts on some 1,000 of the biggest in-
dustrial soEs while leaving the remaining
117,000 to their fate. Some of these smaller
firms will survive, some will be sold, others
merged and many, it now appears, will be
allowed to go bankrupt. In one way this
makes admirable sense: there is far too
much duplication in Chinese industry,
with hundreds of inefficient small factories
often making the same things.

But the urge to restructure is being tem-
pered by a less commendable urge to be
big. China’s economy, runs the prevailing
logic, will be the biggest in the world; Chi-
na’s businessmen should therefore run
some of the world’s biggest conglomerates.
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In part this is hubris, in part it is driven by
fear about what will happen as China’s
economy is opened to more global compe-
tition. “They look at big companies in the
West and wonder how they are going to
compete,” says a western banker.

Many Chinese businessmen admire Ja-
pan’s big corporations. They would love to
have the muscle of Mitsubishi or Toyota. To
this end, they are borrowing some things
from Japan, especially the keiretsu system
in which individual Japanese companies,
often with their own stockmarket listings,
are linked together through cross-share-
holdings. The firms in the family support
one another and favour each other in their
business dealings.

But the real role models are South Ko-
rea’s conglomerates, the mighty chaebol,
which are far less focused in their range of
businesses than big Japanese companies
and (at least in the past) much more closely
linked to the state. The leading ten chaebol
control around two-thirds of South Korea’s
economy. Chinese officials and business-
men have visited South Korea to see at first
hand how firms such as Hyundai, Samsung
and Daewoo work. The Chinese are im-
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pressed by the fact that the chaebol helped
to transform South Korea from a poor
hungry nation into a rich one within a gen-
eration, and that the chaebol are now trans-
forming themselves into multinationals.

One Chinese chaebol in the making is
crric Pacific. This company is run by Larry
Yung, the son of China’s vice-president. Mr
Yung has transformed crTic from a sleepy
mainland-backed holding company into a
conglomerate listed on the Hong Kong
stock exchange, worth $12 billion. Its grow-
ing interests now span power stations, toll
roads, airlines and shopping malls. A num-
ber of other so-called “red chips” have since
followed crTic to Hong Kong. The latest is
Beijing Enterprises, whose share price
more than tripled when it was listed on the
colony’s stockmarket last week. It owns a
rag-bag of businesses including a hotel, a
toll road and a chunk of the Great Wall.

Whereas South Korea's chaebol grew fat
with a generous amount of government-di-
rected cheap credit, China’s conglomerates
are receiving “asset injections”. These work
much like steroids. What happens is that
the parent company, which is usually a
municipal government or a ministry, pro-
vides its protégé with the opportunity to ac-
quire a state-run business—a toll bridge; for
instance—at highly preferential terms.

The high price which investors are pay-
ing for shares in Chinese red-chip compa-
nies reflects not so much what the firms
consist of today but what goodies they are
expected to be injected with in the future, as
they are transformed into conglomerates.
That is why crmic Pacific’s share price
soared to record levels this week on reports
that it was about to be offered stakes in

more Chinese businesses, including a big-"

infrastructure project in Shanghai (Mr
Yung’s home town).

Shanghai, China’s industrial power-
house, is leading the reform of the soOEs,
knocking down the city’s dark, satanic
mills, replacing them with office blocks
and moving factories to smart new indus-
trial estates. Shanghai’s leaders fear the in-
efficient soes will hold back its economy:
the state sector employs some 70% of city’s
5m workers. Over the next two years the city
aims to shed 400,000 surplus state-sector
workers, mainly in light industry, chemi-
cals and building materials. Last year
200,000 jobs were cut, mostly in textiles.
Though the lay-offs are bold, Shanghai wor-
ries about provoking social unrest. So it is
organising retraining centres to help
sacked workers develop new skills, espe-
cially for the growing service sector.

As part of its plan to regain its position
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as Asia’s leading commercial centre, the
city is eager to attract big investors. One re-
cent coup is a deal with Japan’s NEC to
build a state-of-the-art microchip plant in
Shanghai (see box). But city officials also
talk about creating ten or so groups that
will grow big enough to become “Fortune
500” companies early in the next century.
Rather than leave that to the entrepreneur-
ial zeal of the locals, officials still believe it
requires central planning,

One particular chaebol-like creature
currently being assembled is Shanghai
Automobile Industry Corp (sa1c). Through
a ten-year-old joint venture with Germa-
ny’s Volkswagen, this state-run firm has be-
come China’s most successful car maker—
cranking out enough elderly vw Santanas
to capture more than half the Chinese car
market. Now it is setting up a $1.6 billion
partnership with America’s General Mo-
tors (GMm). By playing the two western car
makers off against one another, sa1c has al-
ready been able to extract generous prom-
ises from GM to provide it with the technol-
ogy needed to develop its own, modern
vehicles. One day, it hopes to sell these on
world markets.

SAIC, however, would rather be another
Samsung than another Toyota. In April it
took control of two loss-making Shanghai
firms which make electrical goods, includ-
ing colour televisions. sAIC now seems
poised to buy the municipal government’s
34% stake in Dazhong Taxi, the city’s lead-
ing taxi operator and one of its most ad-

mired firms. Dazhong, which was set up in
1988, has. grown by doing two things still
unusual in China: first, by offering a rela-
tively high-class service; second, by expand-
ing into businesses that have some connec-
tion to its own—such as car insurance,
vehicle repair centres, and a partnership
with America’s Hertz car rental.

Dazhong Taxi has become a darling of
overseas investors, who see its foreign-cur-
rency “B” share listing on the Shanghai
stockmarket as a pointer to the sort of ser-
vice businesses that will benefit from rising
Chinese incomes. The firm, which uses in-
ternational accounting standards rather
than less reliable Chinese ones, reported
that in 1996 net profits had grown 9% to
110m yuan ($13.3m) on sales of 236m yuan.

Although the managers at Dazhong
Taxi will not discuss the merger attempt,
they appear to be putting up a spirited de-
fence. Last month the company sold a ma-
jority stake in one of its subsidiaries (a
small but profitable taxi business in the
Pudong area, where Shanghai’s new finan-
cial district is being built) to its employees.
This week it launched a bonus issue of
shares, which has helped to push up its
share price, hence making the company
more expensive for predators.

China’s leaders would do better to take
a ride in a Dazhong Taxi instead of their
chauffeured limos. The entrepreneurial
flair the firm has shown is rarely achieved
when governments try to pick winners—
and only occasionally in the sort of un-

wieldy conglomerates they want to build. It
would be odd, just as South Korea’s govern-
ment is desperately trying to loosen the
grip that the chaebol exert on its domestic
economy, if China’s bureaucrats created
new sloths of their own.

Trainers, sneakers and shoes

In the vanguard

LOS ANGELES §

N “Married With Children”, an Ameri-

can sit-com about a family of dysfunc-
tional losers, the father is a shoe salesman.
Yet despite the dreariness of Al Bundy’s
calling, shoes are one of the trendiest indus-
tries around. The chief reason for this is
Nike. The sneaker maker from Beaverton,
Oregon, not only pioneered a new system
of production, contracting out all but the
most design-intensive parts of its manufac-
turing to countries such as Thailand and
Vietnam; it also created one of the mighti-
est marketing machines of recent times,
making its name synonymous with Ameri-
can “just-do-it” irreverence.

The result has been astonishing growth:
Nike's sales in its current fiscal year will be
around $9.5 billion, almost double the fig-
ure for 1995, according to Smith Barney, a
brokerage firm. In recent months, however,
the company seems to have stalled. On May
29th Nike’s shares fell 13% after the firm an-

TOKYO

THE deal struck last month between
the Chinese government and Japan’s
NEC to build a $1 billion chip-making fac-
tory in Shanghai could have a startling ef-
fect on China’s struggling young high-
technology industries. 1BM, Rockwell,
Texas Instruments and Siemens had all
turned down the Chinese government’s
invitation to bid for the business. The
other big high-tech firms were all worried
both about China’s cavalier treatment of
intellectual property and the difficulty of
extracting export approval from their
own governments for the advanced
equipment needed to produce modern
semiconductors.

NEC, which has had the full backing of
Japan’s Ministry of International Trade
and Industry (Mrt1), has similar qualms.
But it believes it can prevent blueprints of
its microchips from slipping out of the
back door. Although the Japanese firm
will own only 28.6% of the joint chip-
making venture with Shanghai Hua
Hong Microelectronics, the Chinese au-

Who dares, in China, can still win

thorities have given NEC complete man-
agement control, including having its
own man in as boss. As far as the Tokyo-
based firm is concerned, the new “fab” in
Shanghai will be run strictly as a Japanese
undertaking.

In exchange, the Chinese will get some
of the best semiconductor manufacturing
know-how around. Chief among the
benefits of doing a deal with NEC is the
firm’s knack of making chips ever small-
er—and hence cheaper. The Shanghai fab
will start off by producing chips with in-

ternal wiring only 0.5 micron wide (halfa
millionth of a metre)—pretty standard
stuff these days. But the aim is to move
quickly to the more advanced 0.35 mi-
cron processing. When it opens in early
1999, China should have a world-class
chip-making facility.

The Chinese are luckier than they
probably realise. Lately, NEC has learned
to cram more DRAM (dynamic random-
access memory) devices on to a wafer of
silicon than any of its leading rivals. The
company is well into the fourth “shrink”
of its basic 16-megabit DrAM design, get-
ting upwards of 700 chips on to a stan-
dard eight-inch wafer. Firms still using
third-shrink designs have to make do
with around 450 chips per wafer.

In return NECgets a secure foothold in
what may become the biggest chip market
in the world. China bought some $7 bil-
lion worth of semiconductors last year for
its surging computer and telecoms indus-
tries. Dataquest, a market-research firm,
reckons that the figure will be $17 billion
by 2000. Given the size of this market,
who cares if a few illicit copies of semi-
conductor designs find their way to pirate

chip makers?
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nounced that its quarterly earnings would
not live up to Wall Street’s expectations.
Nike has lowered its production forecasts
to its manufacturers in Asia. John Horan, of
Sporting Goods Intelligence, a newsletter,
speculates that sports-shoe retail chains
may have over-expanded, with a planned
17% increase in their retail space in Amer-
ica over the current year threatening profit
margins. There is talk of slow business at
Footstar, a chain that sells athletic shoes.

Rather than enjoying praise for having
created the “Nike economy” of fluid world-
wide production, the company is now hav-
ing to fend off criticisms that it exploits
Asian workers. True, the Nike-clad Tiger
Woods has given its golf range an agreeable
boost. But in the most important sport in
which Nike is trying to raise its profile, soc-
cer, its decision to sponsor anti-heroes such
as Eric Cantona (the retiring captain of the
English league champions, Manchester
United) has infuriated sports bureaucrats.
And for a company that has always prided
itself on its ability to be hipper than its ri-
vals, there is the problem of ubiquity: it is
difficult to persuade youngsters that Nike is
cool when even their grandparents now
wear the firm’s shoes.

In Nike’s slipstrea
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[‘footwear mar-
. .-, Jimple, which is
owned by a Californian firm called Deck-
ers Outdoor; and, especially, Vans.
Vans, which is owned by an epony-
mous Californian firm, has spent most of
its 30-year history trapped in its local mar-
ket, hampered by inflexible factory workers
and unimaginative managers. However,
since coming under the stewardship of a fa-
ther-and-son team, Walter and Gary
Schoenfeld, the company has spurted for-
ward. On the production side, it has copied
Nike, closing down one of its two Califor-
nian factories and subcontracting much of
its production to South Korea, where work-
ers can produce a wider range of designs.
On the marketing side, Vans has es-
chewed expensive sports stars in favour ofa
different role model: the Californian ad-
olescent. This is demographically shrewd.
The number of American teenagers is set to
grow from 25m today to 31m in 2010,
thanks to the echo of the baby boom, and
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The Vans generation

their purchasing power is growing. James
Palczynski, an analyst with Ladenburg,
Thalmann, an investment-research firm,
calculates that teenage spending power
could grow from $75 billion this year to $77
billion in 1998, and almost all of this in-
come is discretionary.

Vans’s hunch is that the leaders of this
teenage pack are no longer the inner-city
kids Nike has pursued, but the Internet-

surfing latchkey-kids who dwell in south-
ern California’s suburbs. Whereas Nike is
interested in established team sports such
as basketball, Vans aims at individual
sports—especially fast-growing “alterna-
tive” ones, such as skate-boarding, snow-
boarding, surfing and mountain-biking.
Within two years of entering the market for
snowboard boots in 1995, Vans has become
the third-largest company in the business.

Vans goes to great lengths tostay close to
its customers—not least by hiring many of
them to work for the company. Ideas
dreamt up by in-house Generation-xers are
then tried out on local youths, who are di-
vided into “core kids” and “main-
streamers”. Vans even lets various sporting
heroes design not only their own signature
shoes but also their own (slightly
shambolic) advertisements.

This teen-friendly approach seems to
work. In the nine months ending in Febru-
ary, Vans’s sales were $120m (against
$85.4m in the same period in the previous
financial year); its net profits rose from
$2.6m to $7.7m. As these numbers imply,
Vans remains a small niche player when set
alongside Nike and Reebok. But the pro-
gress of Vans, Airwalk and Simple also
sends a warning to their more established
peers: that the latter will abandon the lead-
ing edge of the industry at their peril. After
all, an unfashionable sneaker is just an-
other shoe—as Al Bundy will tell you.

-]

p— Lan
America’s television networks ‘( D Uw" -

The dash for the off switch (k

NEW YORK

The fragmentation of America’s television market is forcing the three main
networks into increasingly convoluted gyrations

S THE all-American Tv slob an endan-

gered species? During the viewing sea-
son from September 1996 to May 1997,
only 49% of primetime TV viewers
watched ABC, CBS or NBC, according to
Nielsen Media Research, the first time the
combined share of the big three networks
has fallen below half. America’s remaining
Tv addicts, according to the ratings, were
tuned variously to News Corporation’s Fox
(which now attracts 13% of viewers: see
chart), to wannabe “networks” such as UPN
and WB, or to big cable channels such as
ity more Americans are sim-

aterrible time.

~ This 15 not yet an industry in peril. The
big networks still make the bulk of Tv-
land’s profits, although an increasing share
of those spoils is ending up in the hands of
each year’s ratings king. And advertising

revenues are still healthy: this year Fox and

the big three will rake in a combined $6 bil- .

lion in ad spending—a rise of some 4-5%
over 1996. But that increase is largely due to
higher rates, the traditional yearly price
hikes that Tv executives may soon find in-
creasingly hard to justify. The reason? A
revolution in the viewing habits of all those
couch-potato Americans who pay the ad-
vertisers’ bills.

The networks, for the most part, have
had a miserable season. ABc, which led the
prime-time ratings as recently as 1994-95,
ended last season in third place, and often

found itself trailing Fox in the bid to attract , -

young viewers aged between 18 and 49.
ABC, which lost about 2m viewers last sea-
son, has endured some spectacular flops: a
recent, much-hyped “ABC is Pop” special
on the rock group U2 attracted one of the
smallest prime-time audiences ever. De-
spite denials by Walt Disney, which owns
ABC, rumours persist that Jamie Tarses, the
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33-year-old boss of ABC's enter-
tainment unit, will lose her job
before the new season is out.

css, which is owned by
Westinghouse, is faring little
better. Its ratings held steady
last season, but that is small
comfort: the network had al-
ready lost more viewers than
the other networks combined
during the previous two years.
ces’s worst headache is its age-
ing audience—a problem that
has not been helped by the net-
work's treacly “Welcome
Home” campaign, which puts cosiness be-
fore cool. For all ces’s protests that older
viewers are spending more these days, ad-
vertisers prefer young audiences, and will
pay for the privilege of reaching them. On
average, it costs advertisers three times as
much to reach viewers aged 18-34 as it costs
to reach those over 50. CBS’s inability to at-
tract young viewers is the main reason why
itis losing money.

Where are the viewers?

cBs is largely a victim of NBC’s success with
shows such as “Seinfeld”, “Friends”,
“Frasier”, “Caroline in the City” and “Sud-
denly Susan”, each of which is aimed at
younger free-spending, urbane types. NBC'S
list gave it seven out of the top ten shows
last season, and left it awash in ad revenues.
This year NBCs parent, General Electric,
could make close to $500m in operating
profit from the network. (ABC, by contrast,
is forecast to make as little as a quarter as
much as that this year.) But NBC cannot rest
easy. For all its success last season, it lost
viewers almost as rapidly as ABC.

Conventional Tv-land wisdom has it
that Fox, UPN, the wB network and the big
cable channels are profiting from those lost
viewers. Reality is more complex—and
does not show up in any of the ratings
(which track only the networks and biggest
cable channels). Although Fox gained view-
ers last season, its long-run share of the au-
dience is stagnant. So are the shares of UPN
and the wa network, which between them
are still watched by fewer than one in ten
viewers at prime-time. The ten biggest cable
channels, too, have seen only marginal im-
provements in their ratings in recent years.

~ So where are the networks’ growing
band of deserters going (leaving aside those
who have given up Tv altogether)? The
trend behind the answer is the industry’s
worst nightmare: fragmentation.

More and more viewers, it seems, are
surfing from cable channel to cable chan-
nel. As the number of speciality channels
grows (among them Home & Garden Tele-
vision, the Golf Channel and the Romance
Classics network, which offers such de-
lights as reruns of “Peyton Place”), the more
fragmented the audience will become. Be-

The $120m man

cause such channels tend to
win only tiny, fleeting audi-
ences, most will find it hard to
attract enough advertising to
thrive. But by sheer weight of
numbers—there are already
around 200 “unrated” chan-
nels—the newcomers will in-
creasingly bite into the big net-
works’ revenue cake.

The networks seem unde-
cided about how to fight back.
All have ventured into the ca-
ble-channel business, albeit
with mixed results: when cBs
launched its new Eye on People cable chan-
nel this spring, it was available only to 2m
viewers nationwide, because few cable op-
erators were prepared to make space for it.
Worse, actual audiences for the networks’
cable channels—and hence their ad reve-
nues—are minuscule: insiders claim that
MSNBC, a joint venture between Microsoft
and NBC, has fewer than 50,000 viewers.
The networks, then, are realising that their
own, unprofitable cable ventures will do
little to offset the fragmentation of both au-
diences and advertising dollars. Indeed,
they are often merely adding extra
fragments.

Small wonder the networks are sud-
denly redoubling their efforts to win back
lost viewers next season. Mostly they are do-
ing so with the usual mix of feeble sitcoms,
tired features (ABC’s autumn schedule is
awash with Disney) and secondhand ideas
(cBs is taking over two shows from ABC next
season). But for sheer uninspired despera-
tion, ABC takes the Grammy. On June 3rd it
said it would offer frequent-flier miles to
viewers of specific programmes (who will
have to complete a questionnaire to prove
they watched). The network has also
launched a campaign to boost viewing fig-
ures under the slogan “rv is good™ “It's a
beautiful day. What are you doing outside?
Watchv.”  °

With the cost of shows rising fast—the
next season’s-worth of “Seinfeld” will cost

nBcaround $120m, thanks to a paydeal for
its stars that will inevitably boost the cost of
rival sitcoms—the networks have also come
up with a novel argument: fewer viewers
should mean higher, not lower, prime-time
advertising rates. Fragmentation, say net-
work executives, means that big blocks of
demographically desirable viewers, of the
kind coveted by advertisers, are becoming
rare. To reach such an elusive species, ad-
vertisers must pay a premium. So, although
“Seinfeld” is losing viewers, an ad on the
show could cost around 15% more next sea-
son, or well over $1m a minute. -

Reversing your marketing pitch is a fine
piece of chutzpah. It even seems to be work-
ing: admen are stomping up the dollars for
“Seinfeld”. Yet, like the news that the net-
works’ viewer share has slipped below 50%,
it also marks another retreat. After all, the
networks used to boast of how many view-
ers were glued to ‘their programines,” not:
how few.

Management consulting
Spouse trouble

NEW YORK

FOR a couple that have recently renewed
their wedding vows, the two halves of
Andersen Worldwide still act suspiciously
as though they were bracing themselves for
a divorce. In April the firm’s partners voted
not tosplit its two main business units—the
Arthur Andersen accountants and Ander-
sen Consulting—into separate companies,
and to make whatever changes are neces-
sary to help the troubled union succeed.
Now they are quarrelling over who should
succeed Lawrence Weinbach, the chief ex-
ecutive of the combined company, who is
due to retire in August.

In the first round of voting, which
ended on May 3o0th, the partners rejected
Jim Wadia, who is the managing director of
the British part of the accounting unit, and
whom the firm’s board had nominated in
preference to George Shaheen, the global
boss of consulting. Although backed by a
majority of partners (Arthur Andersen part-
ners outnumber Andersen Consulting
partners by around 1,600 to 1,000), Mr
Wadia was unable to muster the two-thirds
of the votes he needed to succeed. So the
board will now put forward Mr Shaheen as
the only other name on the nominating
committee’s slate. If he cannot win over a
substantial number of Arthur Andersen
partners, the accountants and consultants
may soon need to call in the lawyers.

Much of the fight is about money. Since
Andersen Consulting was spun off as a sep-
arate business unit in 1989, its turnover has
grown faster than that of Arthur Andersen.
Last year it surpassed its sibling for the first
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Democracy, Haiti-style)

PORT-AU-PRINCE

WO and a half years after democratic

rule and the elected President Jean-
Bertrand Aristide were restored to Haiti
n troops, the bloom is
is 5% of the electorate
in early April in the
te elections. The run-
was postponed until

f.c:d

surprised.

have been blamed on ‘

days earlier, teachers

paid for 14 months

spiring studentdem-

w quickly into two

ioting which in turn

-al strike. Instead, the

B ... p-aned on “irregular-
ities” in the April poll. The real reason,
many Haitians believe, may be murkier:
that René Préval, president since early last
year, and his prime minister, Rony
Smarth, found postponement conve-
nient. For the first-round voting had fa-
voured the Fanmi Lavalas (“avalanche

tians seemed to care,

family”), the breakaway movement led by
Mr Aristide, and Mr Préval may have felt
time was needed to get things better orga-
nised for the second round.

The Americans had to push Mr Aris-
tide, a former priest, into giving up the
presidency in 1995—as the constitution
dictated. Since then, the luxury of not gov-
erning has allowed him, like much of the
population, to decide that the privatisa-
tions and government cuts that he him-
selfhad set in motion are a bad thing. But
Mr Préval has to carry on with these poli-
cies or watch the foreign aid that makes
up 70% of the budget be held up by IMF
and World Bank rules.

Mr Aristide may merely be looking
ahead: no Haitian doubts that he will run
again for the presidency in 2000. But he
says he has changed his tune because he
realises the Haitian people cannot suffer
any more. There he is right. The economy
has yet to recover from the embargo im-
posed after he was deposed in 1991, and
only lifted on his return in late 1994.

Hunger is no novelty in Haiti: a bad
person—a corrupt politician or exploit-
ative merchant—is a gran manje, a big
eater; a good person a ti(petit)manje. But
rising prices and drought have recently
taken hunger to the edge of famine. In
comfortably prosperous Pétionville, the
building business is booming and there
are more Land Cruisers and BMws than
ever. Down in the crumbling capital of
Port-au-Prince and in the countryside,
people are said to be eating dogs.

The postponed voting and economic
woes may have a silver lining: the United
Nations peacekeepers seem likely to see
their mandate extended yet again. Until
recently, both China and Russia were
threatening to use their Security Council
vetoes to make sure the 1,350 Canadian
and Pakistani troops really did leave
when the present mandate expires on
July 31st. But instability and the slow

-training of the police force supposed to

replace them now suggest an extension.
Certainly, that would suit Bill Clinton: as
a foreign-policy success story, Haiti is tar-
nished these days. But at least there is no
fresh tide of boat-people washing up on

the beaches of Florida.
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Ex-Green Beret T}‘aopg
Left Behindin 75 -

By Keith B, Richburg
Washington Post Foreign Service

HONG KONG, June 8—They
served valiantly during America’s .
long war in Vietnam, performing
“some of the most dangerous intelli-
gence-gathering and reconnaissance
' missions. When the war ended, they
were inexplicably left behind. And
for the last five to seven ﬁuy
have languished here in niuxee
tention centers™—priso
because few believed theirule

But the long wait now appears.
over for 31 Vietnamese, most of
them ethnic Nung, who formerly
served in the U.S. Special Forces.
The Clinton administration now
agrees that the Nung and their fami-
lies—about 177 people in all—can be
resettled in the United States. :

U.S. officials here in Hong Kong.
- have completed interviewing about
20 of the former Special Forces
fighters and have approved their .
applications, and a senior official
involved with the screening said the
rest are likely to be cleared within a.

week:

hey have gone through this five to
See REFUGEES, A16, Col. 4

REFUGEES, From Al
seven years, sitting in a detention

'l'he story of how it took so long for
the former soldiers to be discovered
here and allowed access to the Unit-
ed States is a case study of a bureau-
cratic foulup, refugee workers and

L]

US. officials say. They add that the.

Hong Kong government seems
more interested in emptying its refu-
gee camps before July 1—the date
China is to take control—than in
listening to the claims of refugees

that they might face persecution if

sent home, The case also raises the
question of whether others among
the tens of thousands. of refugees
already sent back to Vietnam might
have also been eligible for resettle-
ment in the United States.

“We believe there were people
who were sent back who should have
been recognized as refugees,” said
Wanyong Austin, a hwyerw:l.h Refu-
gee Concern, an advocacy and legal
aid group that first publicized the
case of the 31 Vietnamese. Thirty are
men and one is a Nung woman who
also fought and who is married to
one of the men.

SIDENT HiAS SFER

- nist government took power

e were
by the Special Forces Associ-

ation in the United States, whose
members posted the Nung fighters’
names and photographs on the Inter-
net and gathered affidavits from
American coﬂuguu during the war
for verification. The lobbying cam-
paign was also said to involve letters
written directly to President Clinton,
who intervened.
The Nung, originally from China'’s
Guangxi province bordering Viet-
nam, first were recruited by the

Fnsnch who formed several all -

Nung units to fight Ho Chi Minh's
communist guerrillas during the first
Indochina War. When the commu-
in Ha
noi following the French defeat at —;_
Dien Bien Phu, the Nung fighters—
who had already established a repu-
tation for bravery and loyalty—
moved south, settling around Binh

ey
Lhelpedal&dﬁddDMﬂon.wthe
“Nung Division," of the South Viet
namese army.

In 1964, American Green Beret
troops in 'Vietnam formed levenl
all-Nung units, recruiting many
of the earlier Nungwhohldﬁnuxht
for the Frsnch and served in the 3rd

Division. Many of the Nung were .

only teenagers—at least one was just _
16—when recruited as U.S.-Special |
Forces fighters.

“Some of these guys were
volved in some of the most danxér
ous special missions that were per-
formed during the war, and they
performed with great valor,” said a

. US. official familiar with the cases.

Nung units were used for long-range

guard
facilities, including military and intel-
ligence installations, the official said.
When Saigon fell in April 1975,
and the United. States launched a
massive helicopter evacuation, many
of the Nung thought they, too, would

be evacuated from the city. But they

were left behind. A U.S. official quot-
ed one of the Nung as saying he had
I:eentoldtt:ogumlaDeiael::eltnum-t-lt
ment intelligence facility to secure

for the evacuation of Americans, and
ml helicopter would return for

“The Americans got on the heli-
copter and that was the last helicop-

ter he ever saw,” the U.S. official -
said. “He knows it was not deliber- _

ate—it was very hectic that day.”
After the war, the Nung tried to
conceal their past association with
the Special Forces, “When the com-
munists took over, they knew they
were in deep trouble,” the U,S. offi-
cial said.

the communists.” Austin and others
said the fact that the Nung hid their
American service record for so many
years after the war later made it
difficult to prove their cases when
they arrived here as refugees.

@hemaﬁmngtoniﬂoﬁt
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“They were the second -
generation with a history of opposing

refugees
mquallﬁedmbemeﬂiedahmid.

claiming to obudumd'dm" e
trols for the ULS. Army when he was

The 31 Nung were all “screened
out,” and slated to be shipped back to.
Vietnam. But Austin's group-inter-
vened and went to court to"block'

thlckwmto!theirurthemldbo—-
and some areilliterate, Their yearsin
postwar Vietnam, eluding authiorj-
ties, and then detention in Hong
Kong, have left them with little prep-
aration for civilian jobs, ' .. ;.. .

'Ihmmarezoluunnudr
lot of care and feeding,” a U.S. official
said. “T think they understand that
while they are taking a step out'of a
horribledmﬂon.d:ey‘uzotwme'
hard challenges ahead.
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The Reliab le Source :

E |
ActmstCa]]sA]DSTreatment%rse'l'fmntheDmease

IDS activist Mary Fisher—selfdescribed “girl ~ 9,and Zack. 7, whnelﬂ\'ﬂdre.
Anmdmr bhndawnhim.lhemm 1 just didn't know I'd feel this bad,” she said. “Tm
produc mtmtmmuwmmw

I sp ch '-unliwﬂn is worse than the
dmln‘lhkngh&lﬂﬂ\'ﬂﬂﬂ'lm Recently Fisher, 49, who last year moved from
to care about whether she lives or dies.” Bethesda to Nyack, N Y., has been taking protease

This is what Fisher wrote in an emotional lefter to
WW&&MMMMh
lieu of the she was scheduled
to give. It was read hhﬂdﬂ!ﬂmm

oon Thursday because she was too ill to go to Detroit.

She's not really suicidal, she told The Source over
the weekend, and won't willingly orphan sons Max,

m”{”“ﬁmtonilm

Monpay, JuNe 9, 1997

 GRROACR~ THE WASHING TOM POST :
homes and the street was mmmmmmm'm -

roped off while an FBI
terocim ok fore, s Mayand stebomb Wiy 3 muem-u:uu
Purice aged O'Consorto al

County fire and

mmeumnlud mystery.

On Saturday, O'Connor wore “my 530,000,  her directly next time so the can
wm-qnilymdwes'bdnlhoehr MWW

the Cure, a breast cancer research 1
fund-raiser. meelnhm:pamduhppu e, |

(She had a mastectomy in 1988
and has taken nart in the race for vears)

- diagnosed with HIV in 1991. A year later she gavea

about the need for compassion for those with AIDS.
Nolonger o upbeat, Fisher hopes her angry letter
“gets people talking.”

*“No matter what

hue.mndllttiul e

counsel Donald
Hhml&tuﬂhﬁlﬁv
e former

‘Two unnamed former staffers
allege that he wasin the habitof -
- “regularly asking employees to
watch his home while it was being
cleaned,” reports Time magazine

A spokesman said the
m“mut‘ /

-al -9
¥d IHL
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Rcky“'Mounfam“Summltry |

When the leaders of the world’s

done to breathe life into their

wealthiest industrial democracies Western Leaders Look economies. ‘lhroug(:mt:tthe 1980's,
met for their annual economic sum- . . the Europeans and the Japanese
mit meetings in the 1980's, they To Clinton and Blair lectured Mr. Reagan about the

heard sermons from President Ron- :
ald Reagan and Prime Minister Margaret Thatcher
about the magic of the free marketplace. Now, in an odd

. turnabout, this month’s meeting in Denver will likely

revolve once again around the American and British
leaders, but with a different story to tell. Their counter-
parts will be listening intently. : ;

Almost alone among the summit members, Bill
Clinton and Tony Blair will come to Denver with healthy

_ economies, low unemployment rates and a centrist polit-

ical doctrine recently’ endorsed by voters. Unlike their
fellow leaders in Europe and Japan, they have fashioned
a formula for curbing government spending while pro-
moting economic growth and preserving some remnants
of a safety net. Their success may prove chimerical,
especially sirice Mr. Blair has barely started governing,
But for now, it is the envy of the other leaders. . -
Though conditions in France, Germany, Canada,

" Japan and Italy are not precisely parallel to those in
Britain and the United States, all of them face a funda- .

mental problem of controlling costly - social welfare
programs that their citizens are reluctant to give up or
even see diminished. The recent elections in France and

Canada spelled trouble for anyone advocating more-

austerity at a time of high unemployment, even though

the Canadian Prime Minister, Jean Chrétien, squeaked .

through with a victory. The conservatives led by Presi-
dent Jacques Chirac in France were defeated, ard now
Mr. Chirac must govern with a Socialist Prime Minister,
Lionel Jospin. Chancellor Helmut Kohl of Germany
could encounter similar -resistance in elections next
year.

Voters in all the major industrial democracies — as
well as Russia, which will be represented in Denver by

~ Boris Yeltsin — are ambivalent about what needs to be

MONDAY, JUNE 9, 1997

day. Where they depart from their conserva prede-
cessor 5! at sacrifice and that
govern esearch and education to prepare.
Tor-the-giobatecomomy- Europe and Japan Wil

heNew ork Times -

virtues of a balanced budget. Now
that Mr. Clinton has worked with a Republican Congress
to bring the budget into line, France and Germany are-
struggling hard to live up to what they used to preach.
Like other members of the European Union, they set
reduced budget deficits as a requirement for participa-
tion in a common European currency, which they hope
will help'secure long-term prosperity.

. Under Prime Minister Ryutaro’ Hashimoto, Japan
too is facing the need to undo some of its social safety net
in order to compete in the global economy (in Japan's
case, without relying too heavily on exports that simply
anger its trade partners)," But the unstated concern
among many economists is that social programs like

pensions, health benefits, funemployment insurance and
job guarantees are at the heart of what h kept Japan
. and Germany stable and prosperous for a half-century,

It is easy to deride Mr. Clinton and Mr. Blair as Tory
Democrats, but they have found an idiom with which to
argue that government,spending restraints and deregu-
lation are necessary and to make {t look humane on the
margins. Any innately liberal impulses for Mr. Clinton,
of course, are kept in check by a Republican Congress.

But the political formula perfected by Mr, Clinton
and Mr. Blair has one thing in'common with that of Mr.
Reagan and Mrs. Thatcher, namely its sense of opti-
mism. Both leaders articulate a vision of prosperity
that can be reached if the right steps are taken to-

. ~Europe apan probably
I own versions of these qualities of
leadership if they are to overcome their economic mal-

aise. .. STEVEN R. WEISMAN

Cotioun
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Gene Sperling and Franklin D. Raines

Bogus.Facts-About-the Budget- 5

. In a town where the goal posts move quicker than
can kick the ball, the favorite new game is to
find what is lacking—or “flawed"—in a budget agree-
meat that completes the task of bringing the deit
ﬁ‘m”mmﬁniﬂlmwmhm-!h
mﬂmﬂﬂ‘ﬂmmm ..
but all too often built on myths that—simply ,m_d‘
just ain’t so.

Myth No. 1: The minimalist budget.

The success of the president’s 1993 economic plan
DS cut e dulch frum 0N bl |0 19 o
mmmm,www'mm
Washington standards, that's a lot of money.”

On entitlements, some have criticized the plan
without acknowledging its long-term savings or struc-
tural reforms. The entitlement savin gs ‘than

‘modernize Medicare and protect the trust fund for at

lower—an average of $50 billion lower—than we

projected. Second, look at the numbers, The )

tion of 2.2 percent real growth over the next five
years is lower than the blue chip priva |
consensus, and well beow the 29 percent average

agreement repeats that error. Not even close, While
mmmthunmtmmumsm "
over 10 years, the 1981 tax cut cost the T billion
$2.1 trillion over a similar time period. Adjuste lmfw,
inflation, this tax cut is less than 10 percent of the
1981 tax cut. What's more, this tax cut is paid for,
and Sen. Trent Lott (R-Miss,) and H

* Newt Gingrich (R-Ga.) have committed tothew'
 dent that it wil not explode beyond the 10th ]

Conservatives have criticized Republi e
ments in our future, while the
istration for A pmdul'that"mwuumm'
pital gains tax cut. Those who argue for a budget
with no tax cuts or harsh domestic cuts are
standards that would have made a biparti setting
mea impossible Do the citcsbeleve that holding
b purest position and certai %
mmwmtmhml

5
i

increasing in education
make our nati ';ﬁﬂ.lmﬂnwdlbwu

“That can'’t be all bad.

The writers are, respectively, head of the .
president's National Economic Council and (0000
director of the Office of Management and :

Budget. ' Srudhn
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THE WHITE HOUSE
WASHINGTON

June 7, 1997
RECOMMENDED TELEPHO ALLS

Senate Finance Committee Democrats:

'97 JUN 7 #¥12:09
Senator Daniel Patrick Moynihan
. BX-Bé s (M)

Copie J ator-Mas \ /I({(Q %&
: Senator Jay R eller (WV)
P e Senator John Breaux (LA)
(OS SenaterKent-Conrad (ND) .
Senator Bob Graham (FL)
4 !

Senator Carol Moseley-Braun (IL)
SenatesRichard-Bryan-BHV)

Senator Bob Kerrey (NE) %
DATE: Before Monday, June 9, 1997

P RECOMMENDED BY:  John Hilley 76h7
Barbara Chow 25¢—

PURPOSE: To discuss the tax mark-up and shore up support for education
tax credit. |

BACKGROUND: The Senate Finance Committee plans to markup its
' Reconciliation tax bill during the week of June 16. Chairman
Roth has already begun consultations with his colleagues and
may reveal a proposal late in the week. Unlike the House, Roth
has indicated that he plans to engage in a genuinely bipartisan
process that balances the interests of committee members. The
main components are likely to include:

«  Child credit similar to S. 2

+  Significant IRA proposal (a long-standing interest of the
Chairman's)

+  Major broad based capital gains cut (will probably not
include indexing)

. Large estate tax

«  Higher Education tax component (no $10,000 deduction)

= Host of provisions of interest to specific members



Senate Finance Committee Democrats are split on the issue of
whether to propose a broad Democratic substitute and will not
likely decide on a course of action until after they have reviewed
the Chairman's mark. Regardless of the broader strategy, you
should be aware that there continues to be almost no support for
the Administration's education initiatives even with the
modifications announced last week. We are, however, receiving
strong support from higher education groups. ACE (umbrella
group), NAICU (private colleges), AACC (community colleges),
and AAU (research universities) signed a letter praising the
Administration’s changes and endorsing the HOPE Scholarship, a
tuition tax deduction to promote lifelong learning, Section 127
extension, restoration of the student loan interest deduction, a
college savings incentive, and elimination of the cap on private
institution tax-exempt bonds (Administration does not support).
The state colleges organizations have not signed on yet.

Instead, preliminary discussions with Senate Finance Committee
Democrats suggest that they intend to support an education
package that is likely to look quite different from the HOPE
scholarship and education tax deductions we have proposed. It
will likely include: permanent Section 127, student interest loan
deductibility, school construction tax incentives, tax proposals
relating to prepaid tuition plans, and an increase in the education
bond cap. This package sums to roughly $10-$15 billion with the
leftover $20-$25 billion allocated for a HOPE-like tuition tax
credit and whatever else can be negotiated with the Republicans.
There is virtually no support for the $10,000 higher education tax
deduction. At this point, the Democrats seem intent upon
including their education ideas within the $35 billion education set
aside, because they believe their proposals would not otherwise be
funded. However, this tactic will displace key elements of the
Administration's proposals.

Your telephone calls, which Secretary Rubin strongly endorses, are
critical to develop support for your education tax initiatives and to
reverse course on the Democrats' apparent education strategy
described above.

The interests of specific members are as follows. (Although the
purpose of the call is to discuss tax provisions, members may also
raise health care concerns.)

. Moynihan: Two major concerns: 1) Permanent extension
of Sec. 127, employer provided education assistance. Costs
$3.7 billion over five years. 2) Raise bond cap on education



bonds. May also wish to discuss academic health center
carve-out. You should indicate that this is also a priority for
you in the House and Senate and it looks like we will
succeed in the House Commerce Committee next week.
Senator Moynihan will also want to ensure that New York
is not disproportionately affected by Medicaid cuts. He
may also wish to discuss plans to redevelop Pennsylvania
Avenue. You should thank him for his leadership and
continued support on this issue and indicate that you look
forward to working with him to get a plan for the Avenue
through Congress.

Baucus: Tax incentives for Internet hookups for
educational institutions (no revenue estimate). Indicated "a
lot of trouble" with $10,000 education deduction. Interested
in significant capital gains cut.

Rockefeller: Has indicated to Secretary Riley that he is
willing to be a key ally on the Administration's education
tax proposals. In return, he is very interested in your
support of his children's health proposal which relies
entirely on Medicaid. As you know, the Administration's
proposal uses a combination of Medicaid expansions and a
new mandatory grant program to achieve the goal of
insuring 5 million children. On Friday, Secretary Shalala
and Chris Jennings met with him to convey Administration
views. They agreed to work with him in emphasizing a
Medicaid approach through the Finance Committee. John
Hilley has also communicated this separately to Senator
Rockefeller. The House is likely to adopt a grant approach.
We are hoping for a compromise in conference that
parallels the Administration's approach which combines
both programs. Administration representatives also made a
commitment'to provide technical assistance and fulfilled
this, by meeting immediately afterward with Rockefellers'
staff. Rockefeller is also concerned that the House will
reopen the coal miner pension provisions designed to
provide benefits to coal miners whose companies have
gone out of business or abandoned their commitment to
their pension programs. You should indicate strong
support for protection of the coal miner provisions.

Breaux: Strong interest in his Kidsave proposal. Would
transform child tax credit into a long-term retirement
savings account, similar to an IRA. However, would allow
children to take a long-term loan against one-half of their



accumulated balance for higher education. Provides a
limited $1,500 education credit but sunsets this after
Kidsave generates sufficient funding to pay for education.
Breaux proposal contains no education deduction. Original
proposal cost $50-$60 billion. The Administration has
suggested that the Kidsave credit be refundable and
broadened the use of the account for children's education
and parents retirement. Administration proposal costs $78
billion (combines child credit/Kidsave).

Graham: Two priorities: 1) School construction (creating
an allocable credit to assist in financing the construction,
rebuilding, repairing of schools ). No revenue estimate but
Graham has expressed interest in a proposal in the $5
billion range. Treasury is working with him. 2) Also
interested in tax proposals relating to prepaid tuition
deduction similar to Florida plan. Provides tax free
withdrawals from prepaid tuition plans. ($600 million over
5 years). Graham is very interested in Governor Chiles
kid's health plan which involves expanding health coverage
of uninsured children through schools. The Administration

is currently providing options for incentives to move in this
direction.

Moseley-Braun: Highest priority is school construction
(working with Senator Graham and Treasury). Second
highest priority is student interest loan deductibility ($1.8
billion). Would reinstate interest deduction for student
loans which was phased out in the 1986 tax act.

Bryan: Expressed skepticism about the Administration's
education tax proposals but support for education. Has not
yet indicated interest in a specific tax area.

Kerrey: Strong supporter (with Breaux) of Kidsave.
Believes in linking education, savings, and child credit.
Likes Kidsave retirement provision because he believes
future generations will receive only limited benefits from
Social Security. Currently engaged in heated dispute with
Secretary Rubin over findings from his IRS commission
which has called for an independent board to oversee IRS
operational functions.



TALKING POINTS: 1) My top priorities in the tax bill are to preserve the $35 billion
set aside in the budget agreement for the HOPE scholarship and the
education tax deduction and to ensure that the costs do not explode
in the outyears. Our education initiatives are designed to provide a
tax break at a time when they are critically needed. The HOPE
scholarship is designed to make grades 13 and 14 universally
available. In response to concerns that many of you have made, we
have redesigned the credit to make it more progressive and
workable by dropping the B minus average and the Pell grant
offset. The education tax deduction provides essential tax relief to
middle income families. Together, these initiatives are good policy
and enjoy widespread support.

2) However, while I am very committed to the $35 billion
education set-aside, it doesn't mean we can't work together on other
tax proposals in the context of the larger Reconciliation bill. I am
very interested in your ideas. It is essential that we remain united,
to develop a tax bill that is good for the country, incorporates our
mutual interests and can be enacted.

CONTACT PERSON AND
TELEPHONE NUMBER(S):
Senator Daniel Patrick Moynihan

(DC Home) 202-628-1115  (NY Home) 607-278-9922 —_—

Staff Contact: Mark Patterson (H) 202-362-4587

Senator Max Baucus
(DC Home) 202-333-8889  (MT Home) 406-442-8819
Staff Contact: David Castagnetti (H) 301-320-6495

Senator Jay Rockefeller
(DC Home) 202-291-2445 (WV Home) 304-345-1926
Staff Contact: Lane Bailey (H) 703-250-6631

Senator John Breaux
(DC Home) 202-543-9011 (LA Home) 318-235-7263
Staff Contact: Susie Owens (H) 301-868-7637

Senator Kent Conrad
(DC Home) 202-543-6946  (ND Home) 701-255-7741
Staff Contact: Kent Hall (H) 703-271-9520

Senator Bob Graham
(DC Home) 202-544-5160  (FL Home) 305-557-1849 or
305-231-9024



Staff Contact: Ken Klein (H) 301-649-3093

Senator Carol Moseley-Braun
(DC Home) 202-546-5853  (IL Home) 773-493-8906
Staff Contact: Bill Mattea (H) 202-547-0753

Senator Richard Bryan
(DC Home) 202-546-3315  (NV Home) 702-362-2511
Staff Contact: Jean Neal (H) 202-547-4176

Senator Bob Kerrey
(DC Home) 202-737-6450  (NE Home) 402-558-7523
Staff Contact: Mary Sherman (H) 202-544-1724

DATE OF SUBMISSION: June 7, 1997

ACTION:
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THE WHITE HOUSE
WASHINGTON

June 5, 1997

RECOMMENDED TELEPHONE CALL

TO: Senator Moynihan (D-NY)

DATE: Before Monday, June 9, 1997

RECOMMENDED BY: John Hilley 4p’lm %"

PURPOSE: To thank Senator Moynihan for his continued support on

Pennsylvania Avenue closure and redevelopment and to thank
him for hosting a discussion on the tax bill.

BACKGROUND: Senator Moynihan sent you a letter in May 1995 regarding the
design for the “President’s Park”. He has long been an advocate
for the redevelopment of Pennsylvania Avenue and has

Cop! el recommended that Roger Kennedy lead our design efforts. See
[ attachments I and II. He has raised this issue on a number of
o “( 4 occasions and discussed it again on Wednesday with Bob Rubin.

Senator Moynihan also held a discussion on Wednesday with
Senate Finance Democrats on the tax bill. Bob Rubin and John
Hilley attended. You have invited the Bipartisan Finance
Committee Members and Senator Daschle and Senator Lott to
meet with you on Tuesday, June 10, at the White House.

TALKING POINTS: «  Thank you for your leadership and continued support for
the redevelopment of Pennsylvania Avenue. Ia m going to

* ( } talk to Bob Rubin about getting a plan for the Avenue
through Congress. Your suggestion that Roger Kennedy

help lead our design efforts carries great weight with me.

« I want to also thank you for hosting a discussion of the tax
bill yesterday with the Senate Finance Democrats.

. We announced some changes Tuesday on our education
! package which responded to you concerns. I understand
Bob Rubin briefed you on those changes, such as making
employee education assistance permanent.



¢ I hope we can work together in the coming days to achieve
a good education tax package. I hope you’ll look carefully
at my ideas for the Hope Scholarship credit and tuition
deduction.

»  The two important aspects of the tax issues are education
and not letting this harm our deficit reduction.

CONTACT PERSON AND

TELEPHONE NUMBER(S): Senator Moynihan (0) 202-228-1931
(H) 202-628-1115
(NY-H) 607-278-9922

Mark Patterson(staff) (H) 202-362-4587
DATE OF SUBMISSION:  June 5, 1997

ACTION:
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_ May 23, 1995
Dear Mr. President, .

 You have likely heard the tale of President Kennedy riding up
Pennsylvania Avenue in his Inaugural paradé. On his left was Andrew Mellon's
Federal Triangle, unfinished from the great depression. On his right, rows of
near-toderelict two and three-story buildings. Later that afternoon he mentioned
this to Arthur Goldberg, who in turn set me to work. On'dMay 23, 1962, the
President approved & repor: calling for, among other things, “The
Redevelopment. of Pennsylvania Avenue.”

The essentia] idea was that the L’Enfant plan was & sketch of the
Constitution, showing both the separation of powers and the unity of the
govermment. It was essential to Keep the area vital. A design committea-was set
vp. The last instruction President Kennedy gave before leaving for Dalles was
to arrange on his retwn a meeting with the Congressional leaders to show the
plan. -One of two requests Mrsy Kennedy made of President Johason; on leaving
the White House, was that he continue that work. It has gone forward ever
since, with, curiously, each successM: President involved with some specific

project.

May I suggest that you might finish the eaterprise in triumph with the
design of the park how w0 be located on the north side of the White House,
You will be interested to know thet the L'Enfant plan shows Pennsylvania
Avenue going from' the "Congress house" to the "President’s house" and
continuing beyond, but ng_gggni To the contrary, on the north side there is a
park extending to K Strect. This is essentially the plan of the King map of
1818, Wlth the pa.rk foreshortened to H Street.

The task now is to settlc on a design.  Here, [ dare to say, you ere in
luck. For the past several years Roger Kennedy, as Director of the National
Park Service, has headed & commission of a dozen Federal ageacies, including
the Secret Service, on the general subject of the President’s Park. This is to say
the area from Lafayette Square down 10 the Mall. They address the subject of
‘be Deanidanr’e camrty the generzl needs of the government, access of visitors,

"
as
>



 Kenoedy is just the man Jefferson would have picked for the job now

befare you A man of Enlightenment tastes, he has been a lawyer, a scholar, a
writer, and a public servant of the first rank, but his avocation has always been’
architectural history. He has written brilliantly on the design and setting of

. Ameri¢an neaclassical buildings such as the White House. . I would urge that
Secretary Rubin get in touch with im. (For most of our history, the
Supervising Architect of the Treasury was responsible for these matters. Hence,
Mellon's Federal Triangle.) It is a rare opportunity. If I can be of assistance up
here, please let me know. It has been something of a life's work! .

‘Respectfully,

The Fresident |
The White House
Washington. DC 20500

ce: The Honorable Robert E. Rubin

LR
a 3



Attachment 11

THE WHITE HOUSE
WASHINCTON

June 1%, 1995

Dear Pat:

I deaply appreciate your letter of May 21rd
regarding the design for the "President's Park", It
so happens that I have heard tha story of Prasident
Kernedy's inaugursl parada, and I was aware of the
impertant leadership role you playsd in tha

‘redavelopment of Pennsylvania Avenue over tha last

three dacades. !
T did not know that L'Enfapc's plan contemplated

. a park merth of the Whita House, although T am - ' w

certain that Regar Kennedy is familiar with this.
Your recommandatien that he should help lead oux

design sfforts carries great velght wich me. I have
instructed Secretaxies Rubin and Babbitt to work
closely with Roger as we maKe pragrass tovard
adopting a final plan. Because af your lang
involvement with the develapment of Pennsylvania
Avenue since the Kennady years and your singular
expertise on this subject, I have also asked that you
be consulted and kept imformed-as the .
ndministretion's work on,the "President's Park" moves

forward.

sincerely,

The Honorable Daniel Patrick Maynihan
United States Senate ;
Wasningten, D.C. 20510 ‘

» e
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. The anti-conservationist wing of the Republi-
can Party has used every legislative tactic in the
book to test the Clinton Administration’s resolve on
environmental issues. With a few exceptions, the
‘Administration has stood up to the test, resisting
‘Congressional efforts to weaken environmental
statutes and commercialize the public lands, Now
‘comes a new challenge, not from Congress but from
the Forest Service, a branch of the Agriculture
Department that controls the annual “harvest” in
the national forests. Over the years, it has done
pretty much what it wanted regardless of who
‘occupied the White House.

+ The service recently issued the broad outlines
of its long-awaited land management plan for the
“Tongass National Forest in southeastern Alaska.
The plan is not reassuring. It calls for too much
ogging in a forest that has already been heavily cut
“and, worse, would threaten watersheds vital to the
.Tongass’s biological future and to the livelihoods of
commercial fishermen.

. The Tongass is of almost talismanic impor-
‘tance to environmentalists. Its 17 million acres are
-rich in spruce, hemlock and cedar, contain the
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A Poor Deal for the Tongass

the amount ‘actually logged last year. But ever
more troublesome than the raw numbers is the:
service’s apparent willingness to open up untouched
stands of old-growth forest in watershed areas that’
nourish streams and rivers.

The agency says the plan will preserve 84
percent of the remaining old-growth timber over the .
next century, while providing other protections like .
buffer zones along river mouths and beaches. These
are laudable gestures from an agency that has
traditionally been more far more interested in
harvesting trees than in protecting them. But nearly
a half-million old-growth acres would be left unpro-!
tected. Some of this could be logged without lasting’
damage. Other areas, including many of the forest’s
still-pristine watersheds, cannot be logged withoui,
damaging the biological-heart of what is left of the:
original Tongass. The plan will almost surely be &

. bad deal for taxpayers as well. Between 1992 anc
1094, according to the General Accounting Office:
the Forest Service shelled out far more for expenses
like construction of logging roads than it received.
by auctioning the trees to logging companies.

Devised by the Forest Service's regional office:

‘largest remaining stands of old-growth trees in the* in Alaska, the plan will now undergo a long review

“Dnited States and provide habitat for grizzly bears,
“bald eagles, countless salmon and a range of other
rare species. For different reasons, the Tongass is
important to Alaska's Congressional delegation.
_The forest has provided jobs for thousands of log-
-gers and sawmill workers in an otherwise de-
-pressed region. The number of jobs is now well
“below historic highs, and Alaska’s politicians would
‘like a much higher harvest than the new plan
- proposes. The stage is thus set for a nasty political
. and bureaucratic battle that the White House may
“ have to resolve,
° Under the 10-year plan, loggers could harvest
to 267 million board feet of timber every year.
e only half the old limit, it is more than double
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process that ends with the Secretary of Agriculture,
Dan Glickman, Having made much of its previous
efforts to save the Tongass from threats in Con-,
gress, the White House has an obligation to conduc!
its own review and to push Mr. Glickman in the
right direction. y

The challenge is to find a way to provide jobs
for a relatively small number of loggers without
ruining the fish, the wildlife and other natural and,
recreational values that, over time, can create more:
sustainable jobs than logging can. The Government
has never located that point of equilibrium, largely
because the Forest Service never really wanted to. ;
Its new plan will slow the ruinous clear-cutting of
the past. But it still misses the mark.
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SPECIAL REPORT/THE FBI

UNDERI L, 3

Once the most esteemed federal agency, the

By NANCY GIBBS

T WAS THE IDEA OF A GUY NAMED BONAPARTE TO INVENT THE FBI IN
1908 (Charles Joseph, the Emperor’s descendant who served as
Teddy Roosevelt’s Attorney General), and once initial suspicions
were allayed that it would turn into some big, secretive, czarist po-
lice force, it did precisely that. The bureau quickly built its empire
of white men in white shirts, chasing anarchists and Bolsheviks in
the "20s, gangsters and bootleggers in the ’30s, fascists in the "40s,
communists in the '50s and civil-rights leaders and antiwar pro-
testers in the ’60s. The enemies, always changing, are changing still, and
the agency that confronts them now faces problems that would bedevil
any FBI director trying to drag the agency into the modern age—which
helps explain why Louis Freeh is having a very bad spring break.

For the better part of a generation, both political parties have thrown
money and laurels at the FBI for one reason: to stop crime. Under Clinton,
while agency after agency saw its budget dwindle, the FBr’s jumped 25%,
to $2.9 billion. Congress paid for 3,600 new employees, new computers,
new field offices. Law-and-order Republicans were there first, but Clinton
and the Democrats joined in until there was simply no constituency that
didn’t see the FBI as the all-purpose answer to voters who routinely listed
crime among their top concerns. For a nation whose greatest enemy is sud-
denly within, the FBI has become the Pentagon of the post-cold war world.

This means, like the well-protected Pentagon of 20 years ago, virtu-
ally no congressional oversight. Any lawmaker who raised concerns
risked being flayed as soft on crime. But without accountability, several
things happen, all of them bad. Money gets wasted. Officials get sloppy.

JONATHAN BECKER—CONTACT

N
DRAGGING THE AGENCY INTO THE MODERN AGE

Director Louis Freeh has been trying to change the agency’s culture, but his
critics charge him with obsessive secrecy, bullheadedness and
micromanagement. His relations with the Clinton White House are also poor

DENNIS BRACK—BLACK STAR FOR TIME
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Innocent people go to jail. And cases that
should be won are lost. The specifics have
become a martyrs’ lament: Waco. Ruby
Ridge. Filegate. Richard Jewell. By last
Saturday, the embattled Freeh was ready to
break his trademark silence in an interview
with TIME. “They very regularly report the
bumpy landings at National Airport. You
rarely hear about the safe landings,” he
argues. “We do many, many good things
every day. Children are saved, explosive
devices are defused, pedophiles are arrest-
ed, gangs are taken off the streets. I'm not
saying we shouldn’t be criticized for the
mistakes we make, but I do know that the
successes of the men and women of the
FBI are taking place every day.”

Such a season of blame is taking its toll
on an agency ill equipped to handle it. The
25,000 or so employees who wrestle with
heavy caseloads, bad technology, long
hours and growing Threats to their safety,
who find purpose in the bureau motto of
“Fidelity, Bravery, Integrity,” can handle

just about anything—anything but walk-
ing down the street and having a pal from
the local police department slide up in his
cruiser and ask mocking questions about
all the cases the FBI has screwed up and all
the headlines it's made and “Hey, what's
the deal with this Whitehurst guy?”

This Whitehurst guy is Frederic White-
hurst, the FBI chemist who originally blew
the whistle on the rB1 lab in 1989 and
helped launch an inquiry that finally result-
ed last week in a blistering report from the
Justice Department’s inspector general. Mi-
chael Bromwich released a 600-page door-
stop charging that some FBI forensic opera-
tions had been sloppy and biased. But even
before the verdict was reached, White-
hurst’s treatment as a whistle-blower raised
questions about the FBI’s ability to manage
dissent. At first, lab managers dismissed his
complaints about colleagues’ work as prick-
ly perfectionism. They suspended him for a
week after he notified defense lawyers of
lab errors in a case. It was not until 1994

THEGANGT!
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that Whitehurst’s claims were taken seri-
ously enough to reach the inspector gener-
al’s office. Freeh has promised to address
the lab problem by hiring a distinguished
scientist from academia to run the lab,
seeking accreditation from an outside
professional society and investing $30
million in a new facility. “We're embar- i
rassed by it,” acknowledged Bill Esposito, .
the bureau’s new deputy director. The {
accusations could compromise the prose-
cution of some major cases, includ-
ing the Oklahoma City bomb-
ing, and reopen hundreds
more (see following
stories).
Next
week the

EXAMINE STRAIGHT

By ELAINE SHANNON WASHINGTON

HEJUSTICE DEPARTMENT REPORT ON THE FBI LAB DELVES
deeply into fewer than two dozen cases and examines
just three of the ¥BI’s 35 specialized units, but its reper-
cussions are enormous. By questioning the lab's credi-
bility, the 500-page study has undermined thousands of

cases that have coursed through the agency—the lab does
as many as 600,000 examinations a year—especially those han-
dled by the 10 lab workers faulted in the study. “We’re going to

get hundreds, if not thousands, of motions that are going to en-
compass every part of the lab, from latent-fingerprint compar-
isons to tire-tread analysis,” says a ranking FBI agent.

A great deal of resources will have to be expended simply
responding to defense motions, meritorious or not. Already
next week there will be a motion to
reopen. the case of Jeffrey Mac-
Donald, the Green Beret doctor
now serving a life term in prison
for killing his pregnant wife and
R two daughters in the infamous Fa-
7 tal Vision murders in 1970. Mac-

. Donald’s lawyer, Harvey Silvergate,
says the motion will be based in part

on affidavits of FBI W-
ane_formerly a lab examiner, submit-
ted during the lawyer’s attempt to reopen §

ARl i, heoling S

week’s report, Malone exhibited?
Lab scientist Frederic

Whitehurst blew the whistle
on nearly a score of cases

D NIWYH

“inexcusable”
behavior in the
corruption hearing
filed against former
judge Alcee Hastings

whm-MﬂnnﬁJ%ﬁ_eigo "
having' performed a ten-

sile-stre was not
onl nd_his expertise but
was also carried ou another
ember of the lab. In the MacDonald case, Ma-

lone, who specialized in hair and fiber evidence, had as-
serted that filaments found in a hairbrush at the murder
scene came not from a blond wig worn by an intruder,
as MacDonald claimed, but more likely from a doll owned by
one of the murdered little girls.

The Oklahoma City bombing case is the biggest of those cited
by last week’s report (see following story). It strongly criticizes ex-
plosives experts involved in the bombing investigation, particularly
David Williams, who, according to the study, “reached conclu-
sions that incriminated the defendants without a scientific basis,”
and Roger Martz, the chief of the chemistry-toxicology unit, who

TIME, APRIL 28, 1997
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bureau will be blasted again by the inspec-
tor general for dragging its feet in pursuing
CIA traitor Aldrich Ames, who worked for
the Russians in Washington (and under the
FBI's and CIA’s nose) for nine years before
he was finally captured. Such failures tend
to crowd out the agency’s successes—the
imprisonment of Mob boss John Gotti, the
conviction of the World Trade Center
bombers, the capture of the alleged Una-
bomber, the solution of the Montana Free-
men standoff—and leave morale at

an all-time low.
The assault on the bu-
reau’s competence
could not come
at a worse
time. The

experts came
criticism
handling

cases

Capitol is a stew of scandals and suspi-
cion; the Attorney General is under fire
for protecting the White House; the entire
top rank of the Justice Department has
been hollowed out by transfers and resig-
nations; White House counsels come and
go like munchkins. At the same time, the
enemy is smarter and more slippery. New
technology makes white-collar crime eas-
ier to commit and harder to prosecute.
Organized crime is a much more compli-
cated threat than in the days when the FBI
battled Al Capone or even Gotti; while
agents could penetrate the Italian Mob
and recruit informants, it is far more dif-
ficult to infiltrate the new Vietnamese,
Russian or Pakistani rings, with their dis-
tinct dialects and reliance on blood ties.
Itis not entirely fair that so much of the
fury has descended upon the haloed head
of Louis Freeh. Appointed in 1993, the for-
mer hotshot field agent, prosecutor and
federal judge was lauded as one of Clin-
ton’s best appointments; the President

TIME, APRIL 28, 1997

called him a legend in law enforcement.
From the start, Freeh demonstrated a
willingness to turn the agency inside out.
He set out to cut red tape, transfer 600
desk warmers back onto the streets, em-
brace new technology, diversify the ranks
—he named the second black and first
female and Latino assistant directors.
After years of intramural feuding among
law-enforcement agencies, he insisted
on cooperation and shared resources
with the Drug Enforcement Administra-
tion and the cia—an effort, critics charge,
to expand his turf, but an essential reform
at a time when these bureaucracies were
falling all over one another.

> Freeh’s critics resent him not so much
for what he did but for the way he did it.
They charge him with obsessive secrecy,
bullheadedness and micromanagement,
and cite a pattern (:lf sktxilhﬂing dissent, pro-
ecting_cronieg and killing messengers.
Some field agents are mutinously calling
the director Dr. Kevorkian and the Queen




heads first and asking questions later. All
such decisions emanate from Freeh and his
inner circle of nonagents, who hunker in
the seventh-floor suite that agents have
nicknamed “The Bunker.” Members of
Congress love Freeh’s almost self-hating
approach to the agency—frequently admit-
ting what it has done wrong—but experts
believe that by too readily accepting blame,
Freeh has opened the door for more of it.
Freeh'’s sense of rectitude is also what

has complicated his relationship with Clin-
ton’s White House and, in some cases, un-
dermined his effectiveness. When Freeh
took the job, he made only one demand of
the President: Don't interfere with how I
doit. So independent was Freeh that he re-
fused to attend the Rose Garden photo-op
signing of the crime bill. The bureau has
regularly released good crime statistics
without telling the White House in ad-
vance, depriving Clinton of a chance to
crow. By mid-1994, relations between
Freeh and the White House had become
“icy,” according to a senior official. When
Freeh headed off to Jordan and Saudi Ara-
bia to pursue counterterrorism investiga-
tions, Clinton’s foreign policy aides bris-
tled at his interference on their turf
without prior consultation. In February,
" Freeh refused to provide a report about

Chinese influence peddling for Madeleine |,

Albright before her trip to China, White
House officials were stunned. Who was
Freeh working for?

But at fimes he, or his bureau, has
been less independent than he pretended,
which has got him into trouble with Re-
publicans on the Hill as well. First there
were charges that the FBI went along with
White House requests to investigate em-
ployees of its travel office. Then there was
the matter of the 900 or so private FBI files
on former Republican staff members that
turned up in the White House. Critics say
any number of ¥B1 officials could have
blocked the request for their transfer and
didn’t. Instead Freeh declared that he felt
“victimized” by the White House’s ac-
tions. “Freeh has a tremendous talent for
self-preservation,” says a senior White
House official. “He figured the waters
were rising and decided to get himself to
dry land.” The bureau also slipped the
White House an advance copy of former
agent Gary Aldrich’s salacious memoir of
his tenure at the Clinton White House.
“The hallmark of the FBI has been that
it's free of politics,” says Kentucky Repre-
sentative Hal Rogers. “With Filegate and
other possibilities of political interference,
the bubble has burst.”

The complaint that the FBI can be po-
litically manipulated is as old as the agency

itself, of course. What is new and alarming, -
however, is the accumulation of problems

of Hearts for his penchant for lopping:

that reflect a combination of arrogance and
negligence. Besides the crime lab’s prob-
lems, the most damaging are:

ALDRICH AMES cIA officers point out
angrily that while the bureau has done well
catching spies, it has a poor record of de-
tecting them in the first place. In the
Ames case, it was the CIA that eventually
identified Ames as the mole and turned
him over to the FBI to build the case for his
arrest. Ames began his career as a mole lit-

FUMBLE

Aldrich Ames may have led to the
most serious breach of U.S. security
ever. Last week an internal report
criticized the FBI's less-than-, go=
wpwudtofﬂnmolem g

erally under the watch of the FBI. In April S
1985 he began visiting the Soviet embassy "

in Washington to pass secrets. FBI cam-

eras that are constantly trained on the "
Russian embassy from a nearby building
recorded Ames’ visits. Though he initially -
filed the paperwork explaining his forays,
he eventually stopped doing so and kept
going back. But the bureau never thought -

to wonder why.

RICHARD JEWELL FBI agents in Atlanta
were under tremendous pressure from
headquarters to make progress in solving
the Olympic Park bombing. So they came
up with a scheme to trick Jewell into be-
ing interviewed by saying it was part of a
training tape. Freeh was monitoring the
investigation closely and called to insist
that the agents inform Jewell of his Mi-
randa rights. At that point Jewell smelled
something funny, stopped talking -and
asked to see his lawyer. When the case
against him collapsed, veterans blasted
Freeh for botching their scheme to trick -
him into talking. Never mind that they
were trying to trick the wrong guy.' .

MANAGEMENT FAILURES In 1986 the
FBI launched an ambitious program to up-
grade its computer systems, including com-
puterized fingerprint scanners installed in
police cars across the country. If that goel's
ever realized, it will be four years late and -;
double the cost projected. The upgrade ‘ef:
fort is already such a mess, plagued by:
contractor and design lapses, that;Con-=
gress refuses to fund it anymore. But Freeh
maintains an ambitious vision: to build a-
whole new technological infrastructure to
track global crime. “We have people wlth
laptop computers in Russia moving money - '
out of Citibank accounts in New YorK City, =
and people with laptops in Sweden shut-
ting down our 911 system in northern: Floq-
da,” he told TIME. “We are very far behind.”

RUBY RIDGE The year before Freeh
arrived, tax resisters in Idaho wound up
in a standoff against federal agents. Vicki -
Weaver and her teenage son were shot to
death; her husband Randy Weaver col-
lected $3 million in a wrongful-death suit
and became a martyr in the militants’ cru-
sade against encroaching law-enforcement
agencies. Six officials connected w;th the
showdown were disciplined for “inade-
quate performance improper judgment,
neglect of duty,” even though investigators ...
found no actual misconduct. That might . -
not have gone down so badly had Freeh not
promoted as his No. 2 the supemsorofthe e
whole operation, Larry Potts. Only:when "
Justice Department officials intervened with
news that Potts and his headquartersaides i -
were under criminal investigation for their: '
roles did Freeh acknowledge his "‘bhnd
spot” and suspend his friend.
His defenders are quick to. note that-‘ P

| ‘Freeh has been far more wﬂ].mg than pastn?*‘

34
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directors to change the agency culture.
“We rebuilt our credibility by full coopera-
tion with the investigations, admitting our
mistakes, and more importantly making
sure we have structures in place that will
prevent those mistakes from recurring,”
says Freeh. After Waco and Ruby Ridge, he
created a new, less paramilitary “crisis-
management unit” and completely over-
hauled the way the bureau handles hostage
situations. In the spring of 1996, when the
Montana Freemen holed up in their com-
pound near Billings, FB1 agents were under
far stricter rules of engagement. They
could use deadly force only if they or
hostages faced “imminent death or serious
physical injury.” At Billings the FB1 also de-
ployed a new unit called the Critical Inci-
dent Response Group of behavioral scien-
tists and hostage negotiators. FBI officials
insist the CIRG is as skilled in talking as it is
in breaking down doors. In the Freemen’s

/JTHE

case, they seemed to have proved it when
the confrontation ended without blood-
shed after 81 days.

For all the firestorms, Freeh can take
comfort in the fact that his agency retainsa
special cachet; he can thank The X-Files
and The Silence of the Lambs for helping in-
spire 65,000 people to apply for a few hun-
dred upcoming agent slots (starting salary
for an FBI agent: $42,000). He can also
take some solace from the fact that while a
cozy office in a big law firm may look pret-
ty appealing to him right now, he can
depart in his own time; Clinton is in no
position to fire him, given the ongoing in-
vestigations into campaign contributions.
Does the White House dream of getting
rid of him? “On the list of things we chat
about over here, it’s not on the Top 10,”
says an official. “And we never get below
the Top 10.”

Even congressional critics like Grass-

TIME, APRIL 28, 1997

FBI

ley say they think Freeh can “rehabilitate”
himself and the agency. His colleague in
the House, archconservative Republican
Bob Barr of Georgia, has already given the
FBI a lesson in that. Last year the agency
asked for the authority to apply multi-
phone roving wiretaps so it could track
suspects switching from cell phone to cell
phone. But Barr, with heavy backing from
both the National Rifle Association and
the American Civil Liberties Union, now
had ammunition to block the legislation.
“My view is that we are not interested in
giving the ¥BI more power until it gets
its house in order and proves that it can
live in the boundary of existing laws.”
That’s a long way from the days when the
FBI drafted the bills it wanted passed and
delivered them to the Hill in plain Manila
envelopes. —Reported by John F. Dickerson,
Tamala M. Edwards, 1.F.0. McAllister and Elaine
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SAMUEL R. BERGER
ASSISTANT TO THE PRESIDENT
FOR NATIONAL SECURITY AFFAIRS
BUILDING A NEW CONSENSUS ON CHINA
COUNCIL ON FOREIGN RELATIONS
JUNE 6, 1997

[I am pleased to be back at the Council on Foreign Relations. I have always had the highest
regard for the Council -- which I think of as a few thousand people who should be Secretary of
State, a handful of people who actually were Secretary of State, and one person -- Les Gelb --

who secretly is Secretary of State.]

I want to use this occasion to tell you where President Clinton hopes to take the relationship
between the United States and China as we enter a new century. But in looking ahead, I think it
is important to look back at how that relationship evolved over the past two and half decades.
Indeed, this year marks the 25th anniversary of the Shanghai Communiqué, which led to the end
of China’s isolation, normalization of our relations and -- until recently -- a broad national

consensus in support of strong U.S.-China relations.

The simple truth is this: the direction China takes in the years ahead will be one of the most
decisive factors that will determine whether the next century is one of conflict or cooperation.
The emergence of China as a great power that is stable, open and nonaggresive... that embraces
political pluralism and international rules of conduct... that works with us to build a secure

international order -- the emergence of that kind of China profoundly is in America’s interest.



China, of course, will define its own destiny. But the decisions we make will influence China’s
evolution. To wield our influence effectively requires sustained domestic support for a revitalized
relationship with China and a clear-eyed approach based on our national interests. I am

concerned that support is fracturing -- and convinced that rebuilding it is vital to America’s future.

The Shanghai Communiqué grew from a recognition both in China and the United States that
there are long term strategic advantages for both our countries in cooperation -- and that we

could reduce our differences without forsaking our fundamental principles.

Before Shanghai, we had virtually no contact with China -- save for the occasional frosty meeting
between mid-level officials in Warsaw, scholarly gatherings and contests between sports teams.
Today, China’s doors are open to tens of thousands of Americans -- and tens of thousands of

Chinese are studying, working and living in the United States.

Perhaps most important, Shanghai was accompanied by an extraordinary period of economic
change in China and opening to the world. Since 1972, China has quadrupled its economic
output... its economy has grown at an average of 8 percent a year... and it is now the 10th largest
trading nation in the world. In 1972, China stood outside most of the international institutions
and agreements that undergird our security and prc;sperity. Today, China has signed on to many
of them, from the World Bank to the Chemical Weapons Convention... from the Universal

Declaration of Human Rights to the Comprehensive Test Ban Treaty.



These past two decades also have seen genuine improvements in the lives of hundreds of millions
of Chinese -- greater freedom of movement and choice of employment, better schools and

housing, improved access to information and a more open process for choosing local officials.

Each of these strides was the result of choices made by China’s leadership -- to reform their
economy and to play a more constructive role in the world community. These choices were not
made because of U.S. policy -- but they would not have been made without the right U.S.

policy... without the United States making clear to China that its participation in regional and
global affairs was necessary... that it is not our enemy... and that its growth and development were

welcome.

Here in America, the changes that began in the 1970’s produced a renewed fascination with

China, and a broad consensus that the road we had taken from Shanghai was the right one.

But in the late 1980s, a confluence of events began to weaken that consensus -- and now

threatens to unravel it.

First, the collapse of the Soviet Union undermined the then-prevailing strategic imperative for a

strong relationship with China. Why retain a China card when the Soviets had folded their hand?



Second, Taiwan’s remarkable progress toward democracy began to call into question our One
China Policy -- the linchpin of our relations, but inherently built around the asymmetry of an

official relationship with China and an unofficial one with Taiwan.

- Third, the political reforms in China that many expected would emerge from economic reform
failed to materialize. Focused on control and fearful of chaos, the regime kept a tight lid on

democracy and dissent.

Eight years ago this week, these fissures blew wide apart in Tiananmen Square. In one terrible
spasm of violence, Beijing crushed the mostly student democratic movement... shattered the hope
that China would take a decisive step toward democracy... and began the unraveling of the

consensus on China policy in the United States.

Congress understandably was eager to demonstrate America’s condemnation. It sought to link
China’s progress on human rights to its Most Favored Nation trade status. In 1992, linkage
gained 60 votes in the Senate and 409 votes in the House -- and it won broad public support. But
the policy proved unworkable. The linkage stick was as blunt as it was big. In effect, it threatened
to destroy the relationship in order to improve it. And it posed a false dichotomy: stand up for

human rights and stop economic interaction or trade with China and abandon human rights.

Over the first two years of the Clinton Administration, we moved away from five years in which

the MFN debate defined America’s China policy... and toward a renewed strategic dialogue with



China. We have pursued this dialogue not for its own sake, but as a vehicle for advancing our
national interests: increasing areas of cooperation on shared problems and dealing with our

differences -- candidly, respectfully, patiently.

Our strategic dialogue with China is built around three propositions.

First, China stands at a crossroads, with conflicting forces pulling in opposite directions: inward-

looking nationalism and outward-looking integration.

The fear of chaos and disintegration in China is a consistent thread that runs through much of
China’s history. From the days of the Qing [Ch’ing] dynasty, the center frequently has not held.
Even during the period since the 1949 revolution, when communist ideology provided a cohesive
framework, China underwent the searing experience of the Cultural Revolution. Today, with the
collapse of that ideology, and in the absence of a legitimizing democracy, there is a distinct
temptation among some in China to pursue a more chauvinistic, nationalistic direction in order to
avoid losing control. Should that instinct gain sway in this new post-Deng era, China could turn
away from the international community and toward hostility and hegemony, threatening stability

in Asia.

But the strong pull of integration competes with the grasp of nationalism. Increasingly, China’s
economic growth -- which now in effect substitutes for ideology -- is fueled by the outside world.

Last year, foreign firms doing business in China were the source of more than 40% of China’s



exports. And China’s participation in international organizations has jumped from a handful
twenty years ago to more than 1000 today -- from international agricultural organizations to
aviation oversight regimes... from ocean management boards to space satellite conventions --

slowly entangling China in a web of international arrangements necessitated by a global economy.

The need for capital to fuel China’s growth -- for which China must compete with other
compelling new markets around the world -- increases the need for greater rule of law and
predictability, at least in its commercial affairs. And the fellow travelers of the new global
economy -- computers and modems... faxes and photocopiers... increased contacts and binding
contracts -- carry with them the seeds of change. Can China successfully make the next great leap
toward a modern economy in the Information Age without producing the result of empowering its
people, further decentralizing decision making, and giving its citizens more choices in their lives?

Possible -- but I doubt it.

That leads me to the second proposition of our strategic dialogue: a relationship as complex and
multi-faceted as that between China and the United States cannot be defined by any one issue --
positive or negative. It requires that we expand areas of cooperation while dealing forthrightly
with our differences. Let me touch on four issues that underscore the breadth of the relationship,
and its importance to America’s interests: the spread of weapons of mass destruction; our
increasingly complex commercial ties; stability on the Korean peninsula; and the health of the

global environment.



Stopping the spread of weapons of mass destruction is one of the most compelling priorities we
fﬁce today. The record with China is neither as bad as some portray -- or as good as we would
like. China supported the indefinite extension of the Non Proliferation Treaty... it has joined the
Biological Weapons convention... it has signed the Comprehensive Test Ban Treaty... it has
ratified the Chemical Weapons Convention... it supports negotiation of a global treaty to stop
production of fissile material for nuclear weapons... it has agreed to abide by the Missile
Technology Control Regime, which controls the export of technology for missiles that can deliver
weapons of mass destruction. China also has curtailed its nuclear cooperation with Iran --
especially in areas that might contribute to Iran’s nuclear weapons capability-- and pledged not to

assist unsafeguarded nuclear facilities in third countries.

At the same time, China maintains weapons supply relationships that trouble us and an inadequate
system of export controls to assure that in a country as large as China, unauthorized sales do not
occur. Last month, we imposed economic penalties against several Chinese companies for
providing assistance to Iran’s chemical weapons program. And we continue to raise with China
our concerns about the possible sale of missile technology to Iran and Pakistan. We will use all
the tools available to us -- cooperation... persistent diplomacy... targeted sanctions when
appropriate -- to secure improvements in China’s non-proliferation policy and bring it into all the
global regimes that restrict dangerous military transfers. Increasingly, I believe China must come
to see that it is in its own interest not to help arm rogue nations or feed instability near its own

borders.



On the economic front, the United States has played a central role in China’s modernization and
economic progress. Since the Deng reforms began, American firms have made $175 billion in
direct investments in China -- our companies are now the fourth largest source of investment in
the PRC after Hong Kong, Taiwan and Japan. We are China’s largest market, a not insubstantial

factor in fueling China’s growth.

We have worked through some difficult differences, including China’s unsatisfactory enforcement
of our intellectual property rights. Two years ago, when China failed to stop massive pirating of
our compact discs and videos, we threatened 100% or more tariffs on $2 billion in Chinese
exports. China agreed to take decisive action -- and it did, closing 15 illegal C.D. factories in

1996 and several more in recent months.

China is the fastest growing market in the world for our goods and services. But our growing
trade deficit poses a genuine problem that China must address. The only answer is increased
market access for American products. China cannot enjoy the benefit of our open market if our
companies are denied the chance to compete in China. Similarly, China’s admission to the World
Trade Organization -- which we strongly support -- depends on Beijing improving its positions on

market access and rule making.

We also share a strong interest in stability on the Korean peninsula. As the Cold War’s last armed
frontier, the DMZ remains one of the most dangerous flashpoints in the world. With China’s

cooperation, we convinced North Korea to freeze its dangerous nuclear program -- and we expect



the North to make good on its agreement to dismantle that program. China also has agreed to
take part in the Four Party Peace Talks we proposed with South Korea to advance a lasting
settlement with North Korea. As the tension of recent months reminds us, the Korean Peninsula
remains volatile -- and it remains very much in the interest of both China and the United States to

use the influence we both have wisely.

Finally, we can’t secure a healthy global environment if we lock a quarter of the world’s
population out of the effort to protect it. What comes out of a smokestack or goes into the water
within China’s borders can do grievous damage beyond them. That’s why the Vice President’s
initiative to open a joint forum on the environment and development -- announced when he visited
China in March -- is of such long range significance. It opens up the prospect for real cooperation

in an area where trouble in one corner of the planet can be a plague on everyone’s house.

Expanding our cooperation with China does not mean subordinating our differences, including
over human rights. Let me be very clear on this point, because human rights is the most difficult
divide to bridge in forging a new China policy consensus. To some, we emphasize human rights
too much. To others, we are not doing enough. I believe we must avoid making a false choice

between human rights and engagement.

Our expectation that, over time, growing interdependence will have a liberalizing effect on China
does not mean that we can let China off the hook for human rights abuses. An unshakable belief

in human rights is part of who we are as Americans. Our leadership role in the world is due to the



power of our example as well as to the example of our power. The Chinese ask us to respect
their culture and heritage. We ask them to respect universally recognized human rights. People
everywhere aspire to be treated with dignity, to give voice to their opinions, to worship freely, to
control their political destinies -- as events from Central America to South Africa to the
Philippines powerfully demonstrate. So we will continue to speak out for human rights -- and
against their abuse in China. It makes a difference -- by giving hope to those who carry the fight

for freedom and giving integrity to the values by which we define ourselves.

In the last six months, we again sponsored a resolution at the United Nations Human Rights
Committee in Geneva focusing on human rights violations in China. Many of our allies
abandoned the effort. But a lonely voice is better than no voice at all. The State Department
continues to publish unvarnished reports on human rights in China. We will speak out against the
arrest of dissidents and speak not only with China’s leaders, but also with voices for change --
from Martin Lee to the Dalai Lama. We will maintain the Tiananmen sanctions. We will work
with Congress to significantly expand Radio Free Asia broadcasts to China in Mandarin. We will
provide greater support for civil society and rule of law programs in China. And we will work
more closely with the business community, challenging it to play its part in helping move China

toward a more rules-based, transparent, accountable system.

In this effort, we need to be clear about our objectives. Change will not come overnight. And it
most assuredly will not come if we isolate ourselves from China or cut off our relationship. If we

fail to engage China, we will fuel the very inward-looking forces that trample human rights. But if
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we engage for the long haul... encouraging the evolution of the rule of law and civil society in
China through contacts across borders, among people and between governments... if markets
expand and information flows... if we continue to call it as we see it when rights are suppressed...

there is a far greater chance the roots of a more open society will gain strength.

Similarly, pursuing a strategic dialogue with China does not mean we are closing our eyes to the
future of Hong Kong -- on the contrary, it serves our interest in helping sustain freedom and
prosperity for Hong Kong after its reversion to China on July 1. 1,100 American companies
operate in Hong Kong, making it the capital of American business in the fastest growing part of
the world. It’s one of the few places in Asia where we run a trade surplus. Our Navy ships put in

port calls 80 times a year. And it matters to us that the people of Hong Kong preserve their way

of life.

The process by which the United Kingdom and China reached their reversion accord in 1984 was
difficult -- but the result admirable. In the Joint Declaration and Basic Law, the PRC pledged to
maintain Hong Kong’s autonomy, freedoms and way of life. Living up to that pledge is as much
in China’s interest as it is in Hong Kong’s -- or in ours. First, because a dynamic, prosperous and
free Hong Kong will continue to drive growth and progress in China. Second, because the world
is watching. A smooth reversion will promote China’s international prestige -- but handled badly,

the transition will tarnish China.
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As events unfold, our first responsibility is to put the transition into perspective. It does not begin
nor will it end on July 1. It has been underway for fifteen years and it will unfold in the months
and years ahead. Hong Kong’s reversion to China is a motion picture, not a snapshot. We should
not prejudge the outcome -- or lose interest when the cameras leave. And we should look to the

people of Hong Kong in judging the transition’s success.

What the people of Hong Kong expect -- and what the international community has the right to
expect -- is that China adheres to the letter and the spirit of the Joint Declaration. We should look
to see if elections for the new legislature are set soon and held freely... if freedom of speech,

press, religion and association are maintained... if the civil service continues to function
professionally... if Hong Kong’s courts operate without interference... if its economy remains

open and market oriented.

Finally, the third basic proposition behind our strategic dialogue is the continuing logic of the One
China policy. Americans have been heartened by powerful movement toward democracy in
Taiwan. We welcome it. The issue is not our support for democracy in Taiwan, but how best to

sustain it.

The One China policy has worked. And it continues to be the right approach. It has allowed
democracy to flourish in Taiwan and all three relationships to prosper -- between the United
States and the PRC... between the United States and Taiwan... and between Taiwan and the PRC.

It provides the stability needed for growth. And it buttresses our conviction that the Taiwan
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question can only be settled by the Chinese themselves -- peacefully. It would be a serious
mistake for us to abandon the One China policy. And it also would be a serious mistake for either
party unilaterally to undermine the prospects for a peaceful resolution to the Taiwan issue -- as
we made clear in sending our aircraft carriers to the region in the wake of China’s provocative

military exercises.

In laying out the purpose of our strategic dialogue with China and the propositions behind it, I
want to end with the one development that could destroy the dialogue, do grievous injury to the
interests of the United States, and shatter a new consensus on China -- a vote by Congress to

revoke Most Favored Nation trade status for China.

The goals of the opponents to normal trading relations with China generally are ones we share --
advancing human rights and religious freedom... promoting fair trade... strengthening regional and
global security. But the method they have chosen -- destroying our economic relations with
China -- is profoundly misguided. Revoking MFN would cut off our contact with the Chinese
people, not strengthen the forces for human rights. It would eliminate, not facilitate, cooperation
on weapons proliferation. It would close one of the world’s emerging markets to our exports.
And it would drastically weaken Hong Kong -- which handles over 50% of U.S.-China trade and
depends on normal trade status -- just when its economic strength is vital to ensure autonomy
from Beijing. That’s why Hong Kong leaders across the political spectrum, including Governor
Patten, Democratic Party leader Martin Lee and Chief Secretary Anson Chan all favor renewal.

Finally, revoking MFN would make China more isolated and unpredictable and less likely to play
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by the rules of international conduct. Treating China as our enemy could well make China our

enemy.

Twenty-five years after the Shanghai Communiqué, China’s isolation is giving way to
international engagement... its backward economy to remarkable growth... its dying ideology to

the first stirrings of change.

But the results are far from pre-ordained: inward looking isolation, or outward looking

integration? As we create the structures and policies that will become the foundation for security
and prosperity into the new century, one of our most critical challenges is to bring China into the
effort as a stakeholder... to make the choices ourselves that will make it more likely China makes

the right choices.

The United States will survive and flourish even if China stays outside the international system...
and inside a cocoon of self-absorption and xenophobia. But our interests are far better served by

increasing cooperation, avoiding chaos and strengthening economic growth.

To succeed will require the vision to imagine a new relationship between two great powers. The
courage to see it through. The confidence that universal values will prevail in China as they are
around the world. The conviction that it is profoundly in America’s interests to work with, not
isolate ourselves from, a quarter of the world’s population. That is the course this Administration

has chosen. But we cannot walk it alone. And so in closing, let me call on your leadership to
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help us rebuild a broad national consensus on China policy. A consensus that will serve

America’s interests and our ideals in the challenging years ahead.
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NCE?
ould Be Moral

1s disagreement concerning the purpose
punishment—deterrence, rehabilitation
retribution—but I had no reason to then
cide which was right, or whether, de--
nding on the circumstances, they were
 right. I did know that retribution was
1d in ill repute among criminologists.
Then I began to reflect on the work of - -
mon Weisenthal, who had devoted him- ** *
If since 1945 exclusively to the task of .
inting down the Nazis who had survived
e war and escaped into the .
orld. Why did he hunt them, I
ked myself, and what did he \&g
pe to accomplish by finding
em? And why did I respect him for .
voting his life to this singular task?
Wiesenthal said that his conscience
rced him “to bring the guilty ones to
al.” And if they were convicted, then -
1at? Punish them, of course. But
1y? To rehabilitate them? The idea
1s absurd. To incapacitate them? With
>rmany defeated, they represented no-
esent danger. To deter others from "
SeeMORALITY, C5,Col.4 | ;° ' "

Eye for an Eye’ |

early cannot be achieved in any case of .
ultiple murder. E
It takes a case like the Oklahoma City
ymbing to illuminate the hypocrisy and
fuscation surrounding most pro- and
ti-death penalty arguments. U.S. District
dge Richard Matsch, with characteristic
mness and fairness, barred the introduc-
n of emotionally inflammatory exhibits
icluding wedding photographs of vic-
ns) during the trial's penalty phase to
termine whether McVeigh is sentenced

death or life imprisonment without
role.
The judge declared, “We have to guard
is hearing to ensure that the ultimate
sult and the jury's decision is truly a
oral response to appropriate information '
ther than an emotional response.”
Lots of luck. The response of the vic-
ns' families to McVeigh's conviction
owed, in unusually candid fashion, the

See PUNISHMENT, C5, Col. 1
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For Soldiers
And Sex

Why the Military Care':‘s_"‘

About Adultery, but
Doesn’t Punish Everyone

EF R T

PR |

P
L el
By Charles Moskos —

o the armed forces follow an .
ed mode of sexual morality by-en-

forcing an anti-adultery code!

Secretary of Defense William 'S.
Cohen invoke a double standard in deciding
to forgive Air Force Gen. Joseph W. Ralston
for marital infidelity? The answer to-both
questions is no.

Contrary to popular understanding, adul-
tery in the military is not a “stand-alone”
offense. Under Article 134 of the Uniform
Code of Military Justice, adultery is punish-
able only when “directly prejudicial to good
order and discipline and not to acts which are
prejudicial only in a remote or indirect
sense. ... Itis confined to cases in which the
prejudice is reasonably direct and palpable.”
The very wording of Article 134 invites the
course of action Cohen took in saying he
would “draw distinctions” and apply thi=yie
rule of reason” to adultery incident§=By
establishing the principle of a case-
approach, Cohen has gone along way
extricating the armed forces from whi Has
become a public relations debacle. o

What distinguishes the armed forcesfrom
the rest of society is its necessity for good
order and discipline. To see the military’s
moral code.as antiquated is to lose sight of
the reason behind it. Only the armed forces
have as a main purpose the responsibility, as
itis well put, “to kill people and break things.”
A military unchecked by a moral code is
asking for chaos that unnecessarily risks the
lives of our young men and women in

See ADULTERY, C6, Col. 1

Charles Moskos, a military veteran, is """
professor of sociology at Northwestern ’

Uniiversity. His most recent book (with Johy-,
Sibley Butler) is “All That We Can Be:
Leadership and Racial Integration the
Way" (BasicBooks).
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The term “zero tolerance” should be~
dropped for petty sexual harassment, as~-
there is no consensus in either sex of what .
constitutes petty harassment. Are there |
T settings, such as office environments, in""

. which the fraternization ban might be
mhxed?ke&modxersﬁuaﬁom,mhu

the Joint Chiefs of Staff is also a sound one,
despite heavy criticism that a more lenient
standard was applied to the vice chairman

of the Joint Chiefs than to others. The e also need to look at the efficacy

of the military’s so-called “hot
lines” now used to report adultery
and sexual harassment. These hot lines not
only corrode the chain of command, but have
become channels for vindictiveness. Now is
ﬂxeumemmdqmlll—hmb “chain of

als of Air Force 1st Lt. Kelly Flinn and

i m-myMaj.Gen.JohnE.Longhm,hud

e 'otﬂ:eAberdeen'Ihining
bedoubie-umdndmnﬂcndoes
not hold up, however. It is a reach to -

e T

: with -an-enlisted disobeying dm.-lmpu‘hlnmbeﬂ!ru!dwba Muyhnd.lhevu'ybmwhue ki s “.!”".”m’
o ith-an-enlis 3 -dis a ' the my = - g
order i h:;rmmmdu'[bat standard.) * ‘ sexual scandals have been moft*pro Consensual
3 mkﬁ:e'&emedptejudnalm hndmuae:’seu‘lyrdiremmtupon nounced. Fair or unfair, there was
good order and discipline should surprise elanondnnduhemuuﬂwﬁum that Longhouser ‘could remain
_no one. (That a white female officer could . With a'civilian woman has ‘more theé ‘¢le- mand at Aberdeen in the current ¢

..adultery with their subordinates became the bemmuammor,radlaﬁanamsjw step.
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THE WHITE HOUSE
WASHINGTON

June 10, 1997

TO: Sylvia Mathews
John Podesta
Jodie Torkelson
Craig Smith

FR:  Phil Caplaw

The letter responding to Abe Pollin’s suggestion about WH
tours has been on the President’s desk since April 11. I get the
sense from talking to Craig and Nancy that the President may
not be satisfied with the response.

I have beefed up the letter a bit and would like to resubmit it to
the President for his signature.

Please let me know if you have any comment on the new letter.

cc: Todd Stern
Nancy Hernreich
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June 10, 1997

PERSONAL

Mr. Abe Pollin

Chairman of the Board
USAirways Arena

One Harry S. Truman Drive
Landover, Maryland 20785

Dear Abe:

Thank you for your interest in the distribution of White House
tour tickets. I’m sorry that I haven’t responded sooner, but
I appreciated your suggestions and asked my staff to look
seriously into them.

I'm advised that we already have a system for distributing timed
tickets that fits the particular needs of the White House. Among
other things, most tickets are distributed each morning for tours
that day, which permits much-needed flexibility. We are often
foreed to close the White House on very short notice due to
special events here or for other reasons. Making widespread
advance tour tickets available could leave a false impression

that the tours are guaranteed.

Thanks, too, for the stadium pretzels. You were kind to send
them along, and I am grateful for your continued thoughtfulness
and support. Please share my appreciation and best wishes with
your staff.

It was good to see you at the White House, and I look forward to
getting together again.

Sincerely,



THE WHITE HOUSE
WASHINGTON

Coped)

June 10, 1997 '
MEMORANDUM FOR DON BAER Lewhs
ANN LEWIS ikl man
MICHAEL WALDMAN
FROM: TODD STERN( 13\

PHIL CAPLAI*QMA

The U.S. Mint strikes a medal for each president, including when a president is re-elected. The
medals are a source of revenue for the Mint, for the various presidential libraries, etc. and do not
cost taxpayers any money. Since JFK, the medal has traditionally featured a portrait of the
president on the front, and a quote from his Inaugural or other significant speech on the back.

The President’s first medal (copy attached) bears a quote from his first Inaugural, “There is
nothing wrong with America that cannot be cured with what is right with America.”

Possibilities for the second medal include:

“Our greatest responsibility is to embrace a new spirit of community for a new century.
For any one of us to succeed, we must succeed as one America.” (Inaugural)

“With a new vision of government, a new sense of responsibility a new spirit of
community, we will sustain America’s journey.” (Inaugural)

«_..by our dreams and labors, we will redeem the promise of America in the 21st century.”

(Inaugural)

“For no matter what our differences -- in our faiths, our backgrounds, our politics -- we
must all be repairers of the breech.” (State of the Union)

Any favorites? A better suggestion? The President will make the final call, but please let us
know your thoughts by June 17. Thanks.
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THE WHITE HOUSE

June 3, 1997
Copvd
mc@uﬁ%
Ms. Christifle Wood (os
Kids Against Pollution
PO Box 22

Newport, N.Y. 13416
Dear Ms. Wood:

Thank you and your K.A.P. Youth Leaders for
recognizing the Clinton Administration’s Executive Order
protecting children from environmental health and safety risks,
The award is displayed proudly in my office and I will be sure to
forward your letter suggesting a White House Commitment
Garden for Children to the President’s office. Thanks, too, for
all you do to protect our resources and to involve children in the
process.

With best regards, I am

Sincerely yours,

;{, gﬂ(m@mw Cl,.

SHURHEARENB RS sl

Clinton



* Gave ‘T he Earth Nt Just Foe Us
Rt kor Future (enerations’

Christine “hahin= Wood
EXCCUTIVE PIRTCTOR

EXECUNVE DOARY

Nancy Kutigliane
New Caglond Office
Kockgort, MA
GOR-GLh-11%%

Kathy Curtis

Capilad Vistriel KAY,

Cutaren's Baviroamental Coslition
Mboay NY 1240

B0 162- 9927

Bab Meccanan

Aduwordad KAP
Maa oy NY 12402
A9~ T98- 1142

Mar e Truzde:

Staren Chib NexthE 2l Prga
Gorutoga Ypriags, NY 12866
18- %817~ 21646

Faco Valle
Cantrsl NY Councel on
Ou.qwtlﬂlc‘

alety % Health
Swaase NY 15204
W B~ 471~ 6IBT

Youth Leadershy
Ananda Babiadou, Uoaudl
Cuda.Matt Ellwtt, Meq
Favdle, Joy Felio, Chelzeu
Harn, Troy Helmer, Jed
Muchadl, Erve Muler,

e . Dood

PO BOX 22 NEWPORT, NEW YORK 13410
PLHONL: 315-845-8597 email: kap@borgcom

To The Clinton Adminis@ration:

- Thank you for the Executive Order: Enhancing Protection of Children's

Health, and the development of EPA's office of Children’s Health
Protection. These First Steps to "walking the walk" for children’s health
protection are vital during these trying times.

Kids Against Pollution (K.A.P.) 1s willing to assist with the Next Step to
perpetuate this commitment of the Clinton Administration for
Administrations to come hy establishing a Commitment Garden for
Children at the White House. The establishment of a Commitment Garden
for Children will promote and secure support for the Executive Order to
Enhance Protection of Children's Health, and EPA's office of Children’s
Health Protectlon. Establishing this garden first on the White House
grounds will set the example for communities nationwide to solldify thelr
commitment for children's health protections from environmental threats.
“The Garden" will symbalize children's need for clean environments to grow
heallhy and reproduce sliong generalions,

Children. like gardens, need clean air, water and soil to grow healthy and
strong. Each Children's Commitment Garden will be a unique expression
and commitment. Some may be simple gardens, while others include park
benches and swings; but all could display a common commemorative
plaque. Since these gardens would be a symbol of commitment for a clean
future, they would be required to: * be cultivated on uncontaminated
grounds, * must be pesticide free, * and meet Clean Air / Clean Water
Standards.

As communities, neighborhoods and government buildings cultivate
Children's Commitment Gardens, they will be cultivating awareness for
safe, healthy environments needed for children, as well as their own
commitment. Next Steps are important to help keep these vital First
Steps growing to Future Steps - that of “"Making It Happen" or making
manitest the reality ot Children’s Health Protection.

We thank you for all of your past and future efforts on behalf of children's
health. We look forward to the opportunities that lle ahead with the
establishment of EPA's office of Children's Health Protection. Together we
can “Save The Earth Not Just For Us But For Future Generations™
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THE WHITE HOUSE
WASHINGTON

June 7,4997

NMENT: g

The attached memo from Sylvia and Minyon Moore concerns
an outreach meeting to be held prior to your San Diego speech
on race. My understanding is that you need to end up with a
group of about 25 people. You can obviously choose people
from any of the lists, though Minyon and Sylvia evidently
believe that the people on the A and B lists are of higher
priority than the people on the C list.
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MEMORANDUM FOR THE PRESIDENT

FROM: SYLVIA MATHEWS AND MINYON MOORE

97 JUN T vl
RE:  OUTREACH MEETING ON RACE AND RECONCILIATION" | YUN7#11:04

As a follow-up to your request to do more outreach prior to your speech in San Diego,
attached you will find a copy of the proposed list of invitee’s that have been developed
by the White House reconciliation working group and Secretary Alexis Herman.
Because of their diverse backgrounds, far-ranging experience on issues of race and
commitment to racial equality, we believe the people on these three lists will provide
you with insight and views that will refine your vision of your Race Initiative.

As we understand it, the purpose of this meeting is to discuss your speech and to
discuss thoughts and ideas for what to do with the initiative over the next year.

Due to space constraints, we have prioritized the list into “A,” “B,” and “C” categories.
The “A” and “B” list reflect people who will fulfill the goal of this meeting and with whom
you do not often have the opportunity to discuss these issues. The “C” list represents
people who also bring a great deal of insight to discussions of race, but in order to
maximize the effectiveness of the meeting we had to prioritize the list. Although we -
believe those on the “A” and “B” list are equal in stature, we divided the lists into two
categories in order to limit the size of your meeting. '

In addition, we spoke with Reverend Jackson and he will not be able to attend because
of a high school commencement speech. He is still looking forward to convening a
group of civil rights leaders to discuss a broad range of civil rights issues with you at a
later time.

Currently the meeting is scheduled for Tuesday, June 10, 1997, from 5:30 p.m. to 7:30
p.m. We will need your input as quickly as possible so that we can notify participants.
Please feel free to contact Sylvia Mathews or Minyon Moore if you need any additional
details.



A-List

Henry Cisneros

Wade Henderson
Elaine Jones

Cornel West

William Julius Wilson

Dr. Mary Berry
Bob Johnson
Karen Narasaki
Eli Weisel
Dale Minami, Esq.
Rev. Jesse L. Jackson
(scheduling conflict)
Andy Young
(out-of-country)
Ralph Neas

tonia Hernandez
Taylor Branch
Stephen Carter
Rev. Joe Lowery
Ron Allen
Fidel Vargas
Dr. Joan Campbell
Rabbi David Sapperstein

Iy

28087 2,3,

Chancellor Chang-Lin Tien

B-List

Hugh Price
Kweisi Mfume
Alma Brown

Raul Yzaguirre
Mylrie Evers
Stewart Kwoh
Dorothy Height
Emie Green

Carol Willis

Ron Wakabayasi
Gloria Molina
Judy Lichtman
Sandy Cloud
Marsha Greenberger
Bill Galston

Ben Barber
Maggie Williams
Jamal Bryant

@&y Cha Guzman
Arthur Schlesinger
Nathan Glazer
Christi Haubegger
&= John Sweeneygl

Alan Wheat
ayor Marc Morial
ayor Kurt Schmoke

N empEric Liu = o

C-List

Rev. Doug Cole
Deval Patrick

Chris Edley

Roger Wilkins
Antonio Gonzales
Weldon Latham
Sandy Cloud

Jesse P.M. Santos
Joel Jacinto

J.D. Hokoyama

Don Tamaki, Esq.
Martha Choe

Judy Chu

® Rev. Yolanda King or
*| Martin King III, Dexter

%%
Barbara Arwine N
S hwriti 1diti
#»® Richard Goodwin
Mario Cuomo

Norma I("ntu
iAl From

Skip Gates
Nicholas Lemon

John Singleton
Gregory Nala
Jane Delgado
Bob Shrum
IPaul Begala

David Axelrod

Note: They will call these
people
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Brieanna - .0 be made
to the Brie Fund, c/o The Hitch-
cock Poundation, Dartmouth
College, Amn. Michael Shoob,
Hanover, N.H., 03775, or the

Bernice A. Ray School, Hanover,

*NL.H., 03755.
~., Brieanna was bomn. Oct. 3,
- 1984, in Iowa City to Dr. James
and Mimi Rutili Weinstein. She
was a fifth grader at the Ray
. *School in Hanover. She had many
.interests  including -.cooking,
- swimming and playing. the bass
- violin. In 1995; she met Presidént
Clinton, who had remained' in
contact with. her. She fought her
battle with leukemia since '198S,

suffering five relapses and nearly .

11 years of treatment.
. Survivors include her parents,
one sister, Shelscy, at home; her
, June Weinsteln, of
icago; and her aunts, uncles,
and cousins. i -

Her grandparents, 'Sheldon
‘Welnstein, Lucille Rudli and

© Julius Rutili, died earlier.
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THE WHITE HOUSE
WASHINGTON
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THE WHITE HOUSE
WASHINGTON

June 9, 1997

MEMORANDUM FOR THE PRESIDENT
&
FROM: Daniel K. Tarullo D"

SUBJECT: Agenda for Denver Summit Discussions

With a near-final schedule for the Summit now in hand, I want to propose to you the
topics to be discussed in the working sessions, along with suggestions for which Leaders you

might ask to provide some introductory comments. The proposed schedule is attached. This
memo explains the proposal.

We want to use the Summit to (1) highlight your success since 1993 in building a strong
economy and integrating Russia into the ongoing work of the community of democracies, and (2)
build on these accomplishments by organizing ourselves to meet the economic and security
challenges of the next century. The Summit will consolidate and extend your leadership in
forging cooperative efforts to deal with crime, terrorism, and drugs. It will also include an
initiative on controlling the spread of infectious diseases and focus attention on major global
environmental problems. In addition, we will have discussions of the challenges for our
individual societies posed by aging populations and globalization.

There follows a session-by-session breakdown of proposed discussion topics:

Friday Dinner: Since Lyon, six of our eight countries have had elections, three since the
beginning of May. Moreover, Denver takes place against the backdrop of the Helsinki-Paris-
Madrid developments, which are working basic changes in European security arrangements. It
seems useful to use this first dinner to take stock of developments, domestic and international, in
the last year. It will also be important at this dinner to try to integrate President Yeltsin into the
role of regular participant, rather than latecomer. I suggest inviting Yeltsin to kick off the
discussion by giving his perspective, on developments in both Russia and the world.

By the time of Denver we may have agreement on some common steps for improving the
political and economic situation in Bosnia, which could be discussed in the latter part of the
dinner and released as a separate document that evening. Although there is no ideal lead speaker
on this topic from among the other leaders, NSC on balance recommended Chirac (the alternative
is no designated speaker other than you as host). Finally, this would also be the time to deal with
any late-breaking crisis that may occur.
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Saturday Morning Session I: During this two-hour session we would deal with two
subjects -- Africa and the ongoing cooperative global agenda. On Africa economic issues, we
want to emphasize an approach that relies on sound economic policies in Africa and our efforts
to integrate sub-Saharan countries more completely into the global economy through increased
trade and investment. Chirac will want to speak to this topic with more attention tp traditional
aid policies. Again, it is both important to have a discussion that reveals differing emphases,
while converging around common positions. On Africa security and peacebuilding, Chretien has
taken a strong interest and would be a good lead-off speaker.

On the global agenda, you have the opportunity to underscore the progress we have made
in the last three years in organizing ourselves to meet these transnational problems together, as
well as to emphasize the need to strengthen and extend the cooperative networks we have
formed. While detailed discussion of each area is not necessary, Hashimoto will want to speak to
terrorism in light of the Lima incident, and some discussion may ensue. I suggest asking other

leaders to comment on developments in the other areas -- Chirac (drugs), Prodi (crime), Chretien
(nuclear safety), and Yeltsin (UN reform).

Finally, I propose that you take a few minutes toward the close of this session to address
infectious diseases and the AIDS vaccine. We have an initiative to develop a global network for
surveillance of, and response to, emerging infectious diseases, which should be highlighted. We

also peed to impress upon the other leaders the importance of supporting research to develop an
AIDS vaccine.

Saturday Morning Session II: This one-hour session would be devoted entirely to the
environment, including climate change. There are, at present, significant differences of views
among the Eight on climate change and other key environmental topics. It is important that this
session both air those differences and result in a common statement of principles on which we
can agree. Many of the leaders want to speak to this subject. I would suggest asking Kohl to
make some initial remarks, followed by a comment on climate change by Hashimoto.

Saturday Lunch: Lunch will be a good opportunity for a more informal discussion of
important social and economic issues -- the aging of our societies and the structural changes in
our societies that are needed for the new economy. Obviously we do not proposed collective
initiatives among the Eight on these subjects, but instead look to productive discussion of
common problems. Since Hashimoto proposed the aging topic for discussion, he could make
introductory remarks. Of course, Blair has shown great interest in the structural change issue --
labor markets, education, and welfare reform -- and he could speak to this topic. This part of the
discussion could also address the topic you raised at last year’s summit -- job creation by small

and medium sized enterprises. Given Italy’s great success with competitive smaller businesses,
Prodi could speak to this topic.

G-7 Leaders Saturday Afternoon Session: This session will require delicate
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handling, less in the discussion than in how we characterize it publicly. On the one hand, you
have indicated to Yeltsin and others your intention that this be fairly brief and low-key session.
On the other hand, there are some important steps on international financial stabilization to
highlight, and it is important to deliver the same growth message to Hashimoto that you
conveyed when he visited Washington. Also, Hashimoto has expressed consternation that the
entire G-7 agenda will be dealt with in only an hour. He, and some officials from other
countries, feel the brevity of the session undermines the continued vitality of the G-7 as an entity
capable of collective action when needed to meet an economic crisis.

While I have asked the schedulers to see if we can add fifteen or twenty minutes to this
session by reducing what seems (at least to me) the excessive protocol time now dedicated for

official greetings at dinner, we will obviously not be approaching the two hours that Hashimoto
thinks crucial.

I propose that the session be devoted in straightforward fashion to three core G-7 topics:
key macroeconomic issues ( including the European Monetary Union); the financial stabilization
agenda, and funding Ukraine’s shutdown of Chernobyl.

Sunday Morning Session: This session would be devoted to more traditional foreign
policy topics. First, there could be some discussion of how to give impetus to the democracy
initiative being launched at this summit. I thought Kok might be an interesting choice to kick off
this discussion, though Chretien is a possibility.

Second, there should be a discussion of Hong Kong’s reversion to China, doubtless
accompanied by observations on China more generally. The J apanese are a bit nervous about
having this discussion. Our view is that it would be damaging not to have this discussion on the

eve of Hong Kong’s reversion. Given your conversation with Blair in London, he seems the best
lead. '

Finally, we would touch on the Middle East. We will probably want to do so in the
context of speaking about Iran, Iraq, and Libya, though we should be prepared for questions
about the peace process. Here it is probably best for you to set the tone yourself.

RECOMMENDATION

That you approve the attached agenda and designation of lead speakers for me to transmit
to the other Summit participants.

Approve Disapprove Discuss
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PROPOSED AGENDA FOR DENVER SUMMIT SESSIONS
(Proposed lead speakers noted in parentheses)

Friday Dinner

- Domestic and International Developments since Lyon (Yeltsin)
- Bosnia (Chirac)

Saturday Morning I
- Africa
Economics (Chirac)
Political/Peacebuilding (Chretien)
- Ongoing Global Agenda (brief comments, not full discussion)
Terrorism (Hashimoto); Crime (Prodi); Drugs (Chirac); Nuclear safety (Chretien);

UN reform (Yeltsin)
- Infectious Diseases (POTUS)

Saturday Morning II
- Environment (Kohl)
Climate change (Hashimoto)

b

Saturday Lunch

- Aging (Hashimoto)
-- Globalization and Economic Growth
Structural Reform (Blair) “
Small and Medium Size Enterprise Job Creation (Prodi)

Saturday Afternoon (G-7)

-- Macroeconomic

European Monetary Union (Santer)
- Financial Stabilization (Kohl)
- Ukraine/Chernobyl (POTUS)

Sunday Morning

-- Democracy (Kok)
- China/Hong Kong (Blair)
- Middle East (POTUS)



| odd

Corsl

THE WHITE HOUSE
WASHINGTON

June 10, 1997

Erskine --

After discussing this with John and hearing from him that you
were ok to go forward, I have offered Sean Maloney the open
deputy slot in my office. I think he will be very good and an
excellent addition to the White House staff. I expect him to
start shortly after July 4.

cc: John Podesta
Sylvia Mathews
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President William Jefferson Clinton
The White House
1600 Pennsylvania Avenue, NW

Washington, DC 20500
Dear President Clinton:

I'understand that the Summit planning team met Memorial Day weekend for final
negotations on the G8 position documents, but T hope that you will consider underscoring
tWo important additional points during the Denver Summit: 1) accelerating debt relief for
the African continent, and, 2) making a state visit to Africa within the next 12 months.

The foreign policy and international business communities and others have been very
impressed with the Department of Treasury’s leadership role in formulating the World
Bank/IMF debt reduction plan for highly indebted poor countries (HIPC). US support for

reducing debt more quickly will have a measurable impact on poverty alleviation efforts in
Africa.

In Uganda--the first African country to qualify for debt relief under the HIPC terms--
accelerated relief will literally save lives. In that country the financial costs of delaying
debt relief is the equivalent of six times the national health budget. Debr relief in Africa
allows poor countries to immediately invest a higher proportion of their resources in their
people.

Denver will also provide you a unique opportinity to announce a state visit to Africa, a
visit most appropriately timed to occur within the next 12 months. Such a visit will have
multiple effects; specifically, the visit can:

* Build on the success of the First Lady’s trip, further spotlighting Africa’s most
successful nations and encouraging Africa’s new leaders to press on with the critical
political and economic liberalization they have courageously undertaken;

LEHMAN BROTHERS NG
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* Provide an opportunity to consult with African leaders in regard to a wide-range of
development, trade and conflict resolution issues. (An announcement in Denver will
also immediately address an emergent Congressional Black Caucus concern regarding
the lack of African representation, given Africa’s prominence on the meeting agenda.
Some Members have difficulty understanding how in one case--Russia--efforts were
made to consult with political leaders who were not formal G7 members.); and

* Heighten US private sector awareness of the world’s last large emerging market.

While several countries can be targeted, South Africa should be the clear central focus of
the visit. Ideally, the visit could occur within the next 12 months, well in advance of the
Spring 1999 elections in South Africa and the expiration of President Mandela’s term in
office.

Perhaps the most compelling reason for a state visit relates to a purely domestic agenda.
Leaders in the African-American community have consistently communicated the
importance of high-level visits by the administration as a vehicle to underscore the
important place of Africa policy within your administration. This trip would serve that
purpose.

Relatedly, I also recommend that you consider using the upcoming 40th anniversary
observance of the Central High School desegregation effort as an opportunity to deliver a
comprehensive foreign policy address on Africa. Throughout the 20th century the
advancement of African Americans and Africans has been linked. As racial segregation
limited the rights of our citizens, colonialism and minority rule limited the rights of
Africans. As the civil rights movement advanced political rights for many in the US,
Africa’s movements for independence and majority rule have allowed growing numbers of
citzens to participate in the democratic process. Today, Africa has emerged from its 40
year swruggle for political independence and must confront many unresolved issues--much
as we in the US continue to confront the legacy of segregation and the existence of racial
tension.

There are a number of venues in Little Rock that would be appropriate for such an
address, however, T invite you to consider the Winthrop Rockefeller Foundation--of which

I am a board member--as a site. Of course, I am available to discuss the above at greater
length.

Sincerely,

Qs

Ernest G. Green
Managing Director

POO3/003
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FROM: Ernest G. Green
Public Finance

(202) 452-4728 (Direct phone number)
(202) 452-4778 (FAX)

MESSAGE:

The information contained in this fax message is intended only for the personal and confidential use of the
designated recipients named above. If the reader of this message is not the inteaded recipient or an agent
responsible for delivering it to the intended recipient, you are hereby notified that you have received this
document in error, and that any review, dissemination, distribution, or copying of this message is strictly
prohibited. If you have received this commuaication in error, please notify us immedistely by telephone and
return the original message to us by mail Thaok you. -

Lehman Brothers Ine
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