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NEW YORK — Jtititidtilielibsilcs and 
Jamie Dimon go vitrIfiteknlirteenagers. 
they and their fatallErliiailtiniied to-
gether on Long Islandl leittank Point. As - 
young summer interaittnierldrk they 
often lunched togethertnitlibeaslonally hit 
a folk-music club:..Eibiturillÿ Alley both 
wound up working for the same company, 
Smith Barney Inc. • MOWIMbn became 
chairman; Ms. ME Its mutual-
fund unit. 

Then their ties-
Just over a year," he Wee 

- 
- .*aye .. 

- I • • -. ~a; 
attending an industrOMIIIIMMMe in Wash-
ington, Ms. Bibliowicsigied ,from .an 
acquaintance at_ ny that 
she had missed out.° 'of heading 
Smith Barney's asset ent opera-
tion, a decision Mr. D made. 

This past Februarnagskswhile on the 
road, Ms. Bibliowicz leanteAsome more 
disquieting news. Four mampters had been 
added to Smith Barney's "≥E7tecutive com-
mittee, including its fust woman. Rut Ms. 
Bibliowicz, the highest-ranking female 
chief of a unit, wasn't among ;hose named. 
An associate read hers Mrd-Dimon's rnemo 
announcing the appointments.  

Things like this Ave., 't 'expected to 
happen to Ms: BibfitiviieL, 
37-year-old execu-
tive is the daughter - 
of Sanford I. Weill, 
the legendary chair-
man of Smith Bar- 
ney's parent Travz-010rrOrnlnlnrR111 • - 
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INSIDE TODAY'S JOURNAL 
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SECOND-QUARTER RESULTS 
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They Vie With Huge Lobbies 
For Piece of ROad Budget; 

0, Tipper's - Flat-Tire Service 0 
4 , 

. 
By ASRA Q. NOMAN1 
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That is why Ashley Korenblat, a 35-
year-old mountain-bike tour operator from 
Moab, Utah, finds herself in Sen. Orrin 
Hatch's office. Decked out in clogs, a 
billowing skirt and a bear-sculpture neck-
lace, this Little Rock, Ark., native and avid 
supporter of President Clinton puts aside 
her political differences to make her pitch 
to the Utah Republican. 

Hatch isn't availa two 
aides listen o e Dartmouth 
TTniversitv business-school zraduate who 

- 

Business Bu tin 
4%a ..1•11. • ---•--

A Special Backgro nd Report 
Oi`ff..i,ends • ndustry 

And F ance 
•• 

Irs FEAST 0 AMINE for restaurants 
on the Fourth of uly. 

Gladstone' a beachfront landmark in 
Pacific Palis des, Calif., expects to .be so 
busy tomor w it doesn't bother with theme 
menus or promos. But Eddie Kerkhofs, 
owner of Dome, a West Hollywood dinner 
stop fo ilm folks, says, "It's a lost weekend 
for u ," and Bart Mahoney, manager of 
Wol ang Puck's trendy new Spago Beverly 
Hi s, says it "means a day off." But Jannis 

erman, manager at Granita, Mr. Puck's 
alibu spoL takes the menu by the horns 

and promotes special fare to show there is 
business to be had on the holiday. 

A view of fireworks can be key. The River 
Cafe, in New York's Brooklyn borough. tells 
callers it has no view of fireworks and points 
them to the Water Club in Manhattan (both 
have the same owner). There, the evening's 
tab is as high as S195 a person, but the river 
site is so close to the fireworks that "ashes 
can drip on your head," a manager says. 
The Fourth is the busiest night of the year at 
the Sail Loft restaurant on the Charles River 
in Cambridge, Mass., where the only reser-
vations are for S75-a-person outdoor tables 
with a riverside view of the fireworks. 

The holiday doesn't even make the 
National Restaurant Association 's list of 
top dining-out days. But takeout is big. , : . 
A RErrElt DE-GREASER by summer's 

end is the aim of joint research. . 
Channellock Inc., a Meadville; Pa., pliers 

maker, is funding research that was the 
senior project of Jennifer Ann Zewatsky, an 
environmental-studies graduate from 
nearby Allegheny College. Ms. Zewatsky is 
working with nontoxic, water-based deter-
ents to replace methylene chloride, a clean-

i solvent the firm uses on its tools that 
rele: es a volatile organic compound. 

Th •*dea is to curb emissions, but the new 
process ould also end up saving money, 
says Bo Holder, project engineer at Chan-
nellock. ince the solvent can be diluted and 
recycle , it-may also be cheaper. One of the 
prob s still being studied is rust that can 
b aused by water-based cleaners; that 
may require investing in a rust-inhibiting 
solution and driers. - , 

. . - 
THE WRONd CODES can play havoc 

•• tat, t••••••1•••••,,  •-••••••••••,,,••••;.••• 

Staff Reporter of TIIR WALL STRRRT JOURNAL 
WASHINGTON — They yearn for free 

valet parking for bicycles at subway sta-
tions. They are bent on bikers having their 
own freeways, and some even crave bike 
vending machines at bus stations, hotels 
and major landmarks. 

Ultimately, these bicycle boosters long 
to change the mute,' 
and the tederal gove 



" - Ir o -  - - - - - - - - - - 

thousands of the discount brokerage 
firm's customers unable to tell 
whether their trades were completed. 

(Article on page A3) 

. * * -* 

GM said its U.S. June sales of light 
vehicles plunged 13.5% from a year 
earlier, reflecting strikes at two plants 
and an overall .soft auto market. But 
Ford is expected to buck the industry 
trend with a niftbw sales increase. 
- - , . . (Article on Paoe A2) 

- *-~~_~,* 
Several ex-Prudential Insurance 

managers were.intualawed by federal' 
investigators aboukpossible obstruc-
tion of justice in connection with civil 
suits alleging .fraudulent sales prac- 
tices. It isn't cleafr whether the inquiry 
continued beyond in early stage. 

on.PaoeAal 
.17,44 

The ' nig` :.Boarrli' considering 
scrapping a coilmersiaL 48-year-old 
rule that mak ' ' r t unpossible-
for listed comp ei to leave the na-
tion's largest exchange. 
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Stocks: Volume 526,784330 shares. Dow 
Jones industrials 7795.38. up 73.05; transpor-
tation 2787.86, up 43.00; utilities 230.97. up 
272. . . • 

Bonds: Lehman Brothers Treasury index 
6856.19, up 24.87. , - 

Commodities: Oil S20.33 a barrel, up 20 
cents. Dow Jones futures index 149.94. off 
0.52; spot index 150.56. off 1.07. 

Dollar: 114.51 yen, off 0.39; L7538 marks, 
up 0.0068. _ 

FOUR SECTIONS 

Abreast of the Martet C2 Leisine k Arts AS  

institute out m tne interior MmiStry s 
trol, for the shift. (Article on Page A 

* * * 
Clinton won't sign a tax bill th t doesn't 

give low-income workers full adva tage of a 
5500-a-child credit, the president's 'aison to 
Congress said. While avoiding the d, the 
aide's statement was the closest the a in-
istration has come to threatening a veto 
the GOP legislation. (Article on Page C13) 

* - * * 
Fighting in Cambodia again broke out 

between factions led by the nation's co-pre-
miers, this time involving military units at a 
base near Phnom Penh. No casualty figures 
were available. The Hun Sen faction accused 
Prince Ranariddh's group-of assembling 
former Khmer Rouge forces for an attack. 

* * * 
Two freight trains collided in Kansas, 

killing a crew member and forcing hundreds 
to evacuate. Two other recent rail accidents 
have prompted federal regulators to order 
an industrywide safety review. Some ex-
perts argue consolidation and cost-cutting 
have boosted risks. (Article on Page B4) 

* * * 
Britain's Labor government unveiled its 

first budget, avoiding big tax increases on 
individuals and modestly cutting levies on 
corporate profits in an early test of its 
priorities. Meanwhile, a court sentenced six 
men to 35 years each in an IRA plot to cut off 
London electricity. (Article on Page A8) 

* * * 
Israeli opposition parties filed a no-con-

fidence motion against the Netanyahu gov-
ernment, the second in two weeks, and a 
Knesset vote is due Monday. The move came 
as Israeli troops killed a Palestinian and 
injured dozens in Hebron and Gaza rioting. 

* • 4" -.:.--*'--
A federal judge in New York again ruled 

Clinton's "don't ask, don't tell" policy on 
homosexuals in the military is unconstitu-
tional. For the first time, he found the policy 
violates equal-protection rights with its ban 
on homosexual acts.:(Article on Page B8) 

— • * - -* 
The Army suspended an officer who 

supervised training of seven drill sergeants 
charged with sexual misconduct at Mary-
land's Aberdeen Proving Ground. A base 
spokesman said he didn't know of any 
charges against Lt. Col. Martin T. Utzig. 

. * . * - 
A U.S. Mars landing is to take place 

tomorrow, the first since 1976, with a new 
method involving air bags-  to cushion the 
unmanned craft's fall. Over the next week a 
small vehicle is to explore the Ares Vallis 
site, a vast floodplain, and analyze rocks. 

* * * 
Yeltsin fired Valentin Kovalyov, Rus-

sia's justice minister, after a video was 
widely distributed showing him in a sauna 
frequented by gangsters. His successor is 
Sergei Stepashin, a former security chief. 

* *- * 
Died: Jimmy Stewart, 89, lanky, slow-

talking actor who starred in many of Holly-
wood's most beloved movies, such as .`Mr. 
Smith Goes to Washington" and "It's a 
Wonderful Life," in Beverly Hills, Calif. 
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_ 1 nal lb Wily Ekbilley MLR a 00-
year-old mountain-bike tour operator from 
Moab. Utah, finds herself in Sen. Orrin 
Hatch's office. Decked out in clogs, a 
billowing skirt and a bear-sculpture neck-
lace, this Little Rock, Ark., native and avid 
supporter of President Clinton puts aside 
her political differences to make her pitch 
'to the Utah Republican. 

Hatch isn't availa two 
aides listen o the Dartmouth 
University business-school graduate who 
left Wall Street in 1987 as a bond trader at 
First Boston Corp. to run a bicycle-making 
company in Cambridge, Mass. She landed 
that job after writing a business plan for 
the founder in exchange-for a S3,000 tita-
'ilium 4-speed. , p-- -  
Road Gang . 

"Everybody wants to bike in Utah," 
says Ms. Korenblat, who now operates 
Western Spirit Cycling Inc., guiding people 
through canyons. deserts and mountains. 
"My phone is ringing off the wall." One 
aide suggests photographing Sen. Hatch 
on a bicycle at Dead Horse Point, a Utah 
park. Ms. Korenblat loves the idea. 

With Congress about to dole out nearly 
S30 billion in annual highway funds, the 
nation's trucking, oil, auto and construc-
tion lobbies—known around Capitol Hill as 
the Road Gang — are jostling at the pork 
barrel. So are lobbyists for gas stations. 
truck stops and roadside motels, who all 
want roads, roads and more roads. 

Seeking only a fraction of the highway 
budget are a lot of little lobbies, whose 
members. like Ms. Korenblat, try to offset 
with determination what they lack in 
money and muscle. 

'I Like Bike' 
"Gearheads" of the bicycle lobby be-

long to Bikes Belong!, a 10-month-old 
coalition of bicycle makers, dealers and 
enthusiasts who have doled out E211,000 for 
the cause. About a dozen of its members 
are on their first-ever lobbying tour of 
Washington. They are pushing representa-
tives for more bike paths and projects such 
as valet bicycle parking at a Long Beach, 
Calif., commuter station, in addition to 
funding for such proposals as the world's 
first elevated bike freeway in Los Angeles, 
crossing the city's busiest streets. 

Advocates of "Bike Power" are ped-
dling their message through the corridors 
of Congress, setting off metal detectors 
with their "I Like Bike" buttons. Their 
unofficial slogan: "Save the snails. Save 
the whales. Save the trails." -z 

But the bike lovers realize they are 
pedaling uphill, vying for attention from 
lawmakers who took S14.4 million in cam-
paign contributions from highway and 
other big transportation interests in 1995 
and 1996. Only $7,700 of it came from a 
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NOTICE TO READERS 
The Wall Street Journal won't 

be published tomorrow, in obser-
vance of Independence Day. 
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The FBI and prosecutonaniiinter-
viewed David Fastenberg, alonwseniot• 
executive at Prudential. whoglisalMPanY 
said was fired following anegappig,that. he 
authorized destruction of filmtiontainIng 
life-insurance marketing nutteriahLAlso t 

During the course of the class action, 
Prudential admitted at least five instances 
of destruction of documents by employees, 
though it insisted that there was no . 
intent to interfere with the lawsuit. 

The inquiry by federal investigators 
has run into at least one roadblock. Ren-
wick T. Nelson, a former Prudential staff 
lawyer, so far has been prevented by 
Prudential from complying with several 

nd Deal tor Paths 
isn't available, but aide Eric Swedlund 
listens to Linda DuPrfest, youth-program 
coordinator at Specialized Bicycle Compo-

.,,,a ..nents of Morgan Hill, calif. ' 
'Arr.O.f.This is about kids, about giving them .—
safe places to ridershe says. "It's not a 
tree-hugger issue.X Mr. Swedlund, himself 

*a bicyclist, says he likes that idea. 
Outside, one of the coalition's full-time 

lobbyists Noel Weyrich, beams. "You get 
the gold star," he tells Ms. DuPriest. 
• That evening, the group hosts a recep-

tion for what is unofficially dubbed the 
"Congressional Bike Caucus," 25 senators 
and representatives whom leader Demo-
cratic Oregon Rep. Earl Blumenauer calls 
"bicycle partisan." These lawmakers — 
who have been pushing for more showers . 
on Capitol Hill so they can wash up after 
lunch-time spins—also want more funding 
for bicycle trails and facilities. • 

Minnesota Democratic Rep. Jim Ober-
star reminds the 50 attendees that the 
federal government first shelled out 
S10,000 to build experimental roads in 1893 
because bicyclists complained about ruts. 
"Next time that driver wants to run you off 
the road, tell 'em, 'We're the reason you 
have this road.' " heshouts to cheers. 

Though Congress isn't likely to pass 
highway legislation until early this fall, 116 
House members have signed a letter sup-
porting a bill to increase spending on trails 
and related amenities. President Clinton 
proposed a boost in transporation enhance-
ments over the next six years to S3.6 billion 
from $2.7 billion appropriated in 1991. 
Bicycle trails, paths and facilities ac-
counted for about half of that spending 
since 1991. 
Bike Outings 

But the bikers are determined to keep 
the pressure on. They are threatening to 
take aim at high-profile Washington folks, 
including Vice President Al Gore's wife 
Tipper, Interior Secretary Bruce Babbitt 
and Supreme Court Justice Stephen 
Breyer. "We're going to 'out' a bunch of 
bicyclists," Mr. Gandy says. 

Mr. Breyer, for example, was in a 
hospital room recovering from an accident 
on his one-speed bike when he interviewed 
with White House aides for the Supreme 
Court job, later hobbling out to meet Mr. 
Clinton. And Mrs. Gore was spotted on a 
bike with a flat tire that a Secret Service 
agent unsuccessfully tried to change. 

"We've got to get all these big bicyclists 
out of the closet," Mr. Gandy says. 

- - . " - ney's office in Newark, citing standard 
policy, declined to comment. The inquiry is 

' believed to stem from the recent massive 
• class-action lawsuit that accused Pruden-

tial of misleading practices in sales of life 
insurance. Under a settlement, Prudential 
agreed to pay policyholders at least $410 
million. — 

Prudential spokesman Robert DeFil-
lippo, beyond issuing a statement saying 
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Bicyclists Wheel 

, 

Continued From First Page 
bicycle company, Huffy Corp. of Miamis 
burg, Ohio, says the National Libraryp 
Money and Politics of Washington.- 

"It's David vs. GOliath," tayslhogia0 
Henry, an owner of LandrY's Bicyclei i 
Framingham, Mass., as he leaves a Senat 
hearing room packed with Road Gan 
lobbyists. "But we are going to ride thi 
one out." 

Before fanning out on Capitol Hill 
Bikes Belong! members sip apple juice 
and hear a session on "How to Mak 
Politicians Jump," led by Charles Gandy 
a Texas bicycle lobbyist. This grass-root 
Iobbying effort was spawned after fiv 
days at his Charlie's Fly Fishing, Hitchhik 
ing and Bike Advocacy Summer Camp las 
year in Dubois, Wyo. 

Mr. Gandy explains the ins and outs o 
the highway bill, the Intermodal Surfac 
Transportation Efficiency Act, which ex 
pires Sept. 30 and will determine wha 
portion of dollars go to bicycle causes. H 
urges bicyclists to exploit the fact tha 
many congressional staffers are likely to 
be bikers themselves. 

"This is Salesmanship 101," Mr. Gandy 
says. "Relationships matter." While he 
advises against directly telling law-
makers, "I want to support you in your 
next election," he does suggest "letting 
them know what's in it for them." 
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Wheeling and Dealing 
They break into groups and one troops 

to its first target: Rep. John Olver. The 
Massachusetts Democrat welcomes them, 
glances at the clock and, rather than take 
them into his office, leads them into a 
cramped space amid staff cubicles. He 
seems sympathetic to their appeals until 
Michael Zane, the bushy-bearded owner of 
Kryptonite Enterprises, a bike-lock maker 
in Canton, Mass., steps up. 

With his shirt untucked. Oakley sun-
glasses perched on his shaggy hair and a 
video camera dangling from one shoulder, 
Mr. Zane waves a half-empty Starbucks 
coffee cup at the legislator, while making a 
rambling point about bike paths and filling 
potholes. Rep. Olver smiles politely and 
says, "I don't know if I understand you 
completely." 

Outside, a few moments later, Mr. 
Henry, the Massachusetts bicycle dealer, 
says, "we could have been more focused." 
Mr. Zane sighs. 

They then head to the office of Rep. 
Steve Horn. The California Republican 

• Officially struck hy the Br 



=__ 

CeJpled 

VP 

Bowleo 

Reling 

Umi\ 



, 

• - 

i 
- 

i 

.111sesok•—••••,. - SM. 
•rk. 

1 

I • • 
. 1 r 

• 

. _ - _ - 

, r it,111 

•••••  

-'' ; 
4t; 

44. ) , 

- 

-'_ _ _ 
- . ..."7, - ••••••• _ 

~w~.-~ ~__., 

• 

• • 

• I 

• 

Back to the glory days? 

,"1/49')Istrkilks.5.C‘kk  

UNITED STATES ~-`~`' bt 
THE PRESIDENT HAS SEEN 

- q 1 
• 

cc A MERICAN manufacturing has 
1A. never been in more trouble than it 

is now." Thus the glum introduction to an 
official report on competitiveness released 
in 199o, the last time America hosted a G7 
summit. Its moroseness matched the na-
tion's mood. Neurosis about the strengtlfof 
Japan; gloom about the deficit; woe and de-
cline on even,' side. 

How times change. The country that 
presides over this yeafs rich-world gather-
ing in Denver is feeling triumphant, even 
euphoric. "Is this a wonder economy or 
whatr asked Business Week. "On top of the 
world" chirped Newsweek Notwithstand-
ing signs of a slowdown in the second quar-
ter of this year, the economy has been grow-
ing faster for longer than most economists 
thought sustainable. Unemployment has 
fallen well below the rate at which wage 
pressures have traditionally started to grip. 
And inflation is nowhere in sight. Producer 
prices fell fix the fifth consecutive month 
in May, the longest string of declines since 
the 195os. 

Some back-slapping is in order, for sure. 
But today's economic success has also un-
leashed a Panglossian optimism, and that 
is more dangerous. A growing chorus of 
pundits, investors and economists argue 
that the good times are here—for good. They 
claim that such factors as globalisation and 
the rise of information technology have 
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changed the way the economy works, so 
that old constraints on growth no longer 
apply. Instead, America can look forward 
to a prolonged period of prosperity, with 
both inflation and business cycles tamed. 

The stakes in this debate are high. If the 
new conventional wisdom is correct, 
America does indeed face a rosy future. If it 
is not, unfounded confidence could en-
danger the economys achievements so far. 
Unfortunately, it is often difficult to pin 
down exactly what is supposed to have 
changed. Believers in the "new economy" 
speak grandly but vaguely of productivity 
revolutions or the loss of corporate pric-
ing power; they point to tumbling com-
puter prices and the growth of the Intemet 
as indisputable evidence that the economy 
is dancing to a different tune. 

Beyond anecdote, their optimism rests 
on two main arguments. The first is that 
America's potential growth rate is much 
higher than conventional wisdom suggests, 
because productivity is much higher than 
official statistics measure. The second is 
that, regardless of productivity improve-
ments, inflationary pressures are much 
weaker (or even non-existent). Global com-
petition means that capacitycan be pushed 
harder and unemployment sent ever lower. 
Do these propositions make sense? 

, There is some truth to the productivity 
claim. According to official statistics (and  

notwithstanding the small surge in the first 
quarter of this year), America's productivity 
growth during the 199os has been as paltry 
as it was during the previous two decades, 
an average rise of around 1% a year. These 
official numbers have big and well-docu-
mented shortcomings. Productivity in ser-
vices, the largest and fastest-growing part of 
the economy, is notoriously badly 
measured. 

Moreover, using alternative gauges of 
productivity gives starkly different results. 
Edward Yardeni, chief economist at Deut-
sche Morgan Grenfell, points out that the 
growth in firms' real sales per employee 
used to rise in step with productivity 
growth. But since 1986 or so, and particu-
larly in recent years, they have diverged. In 
1995, for instance, real sales per employee 
rose ro% while non-farm productivity rose 
only o.2%. The biggest gains are in new-
economy sectors such as high tech and 
communications. These figures have prob-
lems—in particular, the divergence might 
reflect the outsourcing of production—but 
they provide some evidence ofhigher-than-
measured productivity growth. 

Few economists would disagree that 
the reai economy may be growing faster 
than official numbers suggest. At issue is 
whether the discrepancy keeps increasing. 
Moreover, if America's recent growth pri-
marily reflects rising productivity, it is not 
clear why unemployment continues to fall. 
The drop in joblessness suggests that at 
least part of America's GDP growth comes 
from more labour input rather than higher 
output per worker. 

' Statistics bear this out: a large part of 
America's growth in the past year did in-
deed come from more people working, as 
well as working harder. Between the first 
quarter of1996 and the first quarter of1997 
the number of Americans with a job grew 
by 24%, far more than the traditional an-
nual job-growth rate of14%. Moreover, the 
average number of hours worked each 
week also rose by i.2%, again well above 
trend. Add growth in employment and 
hours worked to the official estimate of pro-
ductivity growth (i%) and you more than ac-
count for the 4.1% rise in GDP. (The num-
bers do not add up exactly because they 
come from different statistical sources.) 
This does not prove that there has been no 
rise in productivity, but simply shows that 
much recent growth has come from getting 
more people to work, and persuading them 
to work longer hours. 

And that is exactly what worries main-
stream economists. Fast growth based on 
unusually high employment growth can-
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Lots of jobs and a state park, too 
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not continue forever. At some point, they 
fear, the unemployment rate will fall below 
the non-accelerating inflation rate (NArizu) 
and wage-inflation will rise. Indeed, many 
reckon it has already done so. 

Moreover, they point out, America's la-
bour force grew remarkably quickly last 
year, far faster than its population. Several 
factors lay behind this. A buoyant economy 
may have lured back some people, particu-
larly women, who had given up looking for 
work; welfare reform is forcing poorer 
women, who may have relied on a federal 
cheque, to find a job; and changes in immi-
gration laws have prompted a sharp rise in 
the number of Latinos entering the labour 
force. But these supply increases are proba-
bly temporary: once employment growth 
stabilises, fast job growth would mean 
bringing the unemployment rate down fur-
ther, which increases pressure on wages. At 
that point either corporate profits must be 
squeezed, or firms must pass on their 
higher costs through higher prices. 

The new-economy crowd insists this is 
nonsense: inflation is dead, and th6 con-
cept of a natural rate of unemployment 
outdated. In the new economy, firms can-
not simply raise their prices: if they do, they 
will quickly lose out in a global market 
where firms and consumers can choose 
their suppliers at will. Yet, in fact, the 
United States is not terribly globalised: im-
ports and exports still make up a relatively 
small share of GDP. Most of America's out-
put is in goods and services that cannot eas-
ily be bought and sold across borders. For 
the price of a haircut, say, or a meal out, the 
globalisation argument is irrelevant. 

A more subtle argument is that the pres-
sures of globalisation and corporate 
restructuring have allowed American firms 
to push capacity further. New techniques 
for managing inventories, for instance, pre-
vent the kind of involuntary build-up of 
stocks that used to make for large swings in 
output. In a more integrated global econ-
omy, companies can switch to foreign sup-
pliers more easily. In short, the old speed 
limits may no longer hold. 

There is probably some truth to this; but 
it would be foolish to push the argument 
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too far. The capacity of the global economy 
is not infinite. Much ofthe weak price pres-
sure faced by American firms comes from 
the fact that other large industrial econo-
mies have been growing sluggishly in re-
cent years: once they pick up, commodity 
prices, for instance, may be under more 
pressure than they are now. Moreover, the 
strong dollar—a factor that has helped de-
press import prices—need not be a perma-
nent phenomenon. If any of these tempo-

THE American military establishment 
has closed two big installations in In-

dianapolis in the past five years. Walking 
the streets, you would never know it. Un-
employment is only 2.6%. Local fast-food 
restaurants pay $6.50 an hour and Qffer bo-
nuses to attract new employees. Main-
Street Indianapolis reflects a booming 
mid-western economy. It also suggests that 
closed bases can leave the locals not only 
unscathed, but sometimes better off.  

rary fillips subsides, American firms could 
well find their costs rising fast. 

It is more likely, however, that pressure 
will first occur in labour markets. Histori-
cal relationships between unemployment 
and inflation imply that these pressures 
should already be evident. It is, of course, 
true that the NAIRri—estimates of which 
have never been made with enormous pre-
cision—may indeed have fallen: an ageing 
workforce, greater worker insecurity and 
the changing nature of employment con-
tracts could all have brought it down. A 
lower NAIRU, however, is not the same as 
no NAIRU. More important, the new-econ-
omy people forget that overall labour costs 
have risen more slowly than wages because 
the cost of non-wage benefits, such as 
health insurance, has barely budged. This 
will surely not last for ever. 

In short, the optimists have a point, but 
the danger is in pushing it too far. Ameri-
ca's economy is undergoing some striking 
changes; but it has also benefited from a 
plethora of temporary (positive) shocks. 
Cheerfulness is appropriate; euphoria 
should be held in check. 

The Defence Department first set its 
sights on Indianapolis in 1991, when Fort 
Benjamin Harrison, an army training 
camp, appeared on "the list". (The Com-
mission on Base Realignment and Closure 
selected 97 big installations for closure in 
four rounds: 1988, 1991, 1993 and 1995.) 
Some 3,40o active-duty soldiers would be 
moved elsewhere. Over woo civilian jobs 

- would be lost. 
But a gem lay hidden in the murk. The 
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Shutting military bases 

From boots to electronics 
INDIANAPOLIS 
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While other 
industries are 
becoming global, 
the defence 
business remains 
stubbornly 
national. But not 
for much longer, 
says Charles 
Grant 
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Time for NATO allies to get even closer 

Linking satms 
THERE are no multinational ABBS, SmithKline 

Beechams or Unilevers in the defence industry; 
nor even any I BMS, BPS or Nissans, based in a single 
country but with a global spread. Defence compa-
nies the world over remain determinedly national. 
Everything about them is home-based: their senior 
managers, their factories, even most of their 
shareholders. 

Governments still foster "national champions", 
banning takeovers by foreign firms and protecting 
home markets from imports. They insist that na-
tional security is at stake. Some of their concerns are 
understandable. A foreign takeover might allow 
sensitive military technologies, perhaps developed 
at great expense to the public purse, to escape into 
the wrong hands. 

Governments may also want to maintain a ca-
pacity to make certain sorts of weapon so that, in a 
crisis, they can be sure of supplies; the British still 
remember that the Belgians would not sell them 
shells during the Gulf war. But this argument is 
wearing thin, now that no country—not even 
mightyAmerica—can afford to develop all its weap-
ons (and all their components) at home. Since the 
countries in NATO'S military structure have agreed 
to trust each other's armed forces in time of war, it 
makes sense for them to trust each other to supply 
arms as well. 

Some of the politicians who invoke national se-
curity are merely reflecting—or pandering to—pop-
ular sentiment. A defence industry, rather like a cur-
rency, can turn into a kind of national virility 
symbol. American generals have been heard to say 
that it would just not be right to procure a major 
weapons system from abroad. Crude pork-barrel 
politics often reinforces such emotions: defence 
contractors, always keen to point out how many 
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jobs would be lost if a foreign firm won a contract, 
have a firm grip on the ears of many politicians. 

Despite all this, economic necessity is begin-
ning to wear away the industry's isolationism, forc-
ing companies both to compete and to co-operate 
across frontiers. Since the end of the cold war, de-
fence budgets have shrunk drastically. The Interna-
tional Institute for Strategic Studies reckons world 
military spending was $811 billion in I996—the 
lowest since 1966 and 4o% below its 1987 peak. In 
that year armaments industries employed 17.5m 
people directly (and i ndirectly many more); by 1995 
the figure had come down to 11.1m. America now 
spends halfas much on weapons procurement as it 
did ten years ago. Home markets are shrinking, but 
so are increasingly competitive export markets. 

It can't go on like this 
Slowly but surely, the defence industry is becoming 
more like any other. With advances in weaponry 
driven by commercial technologies such as digital 
communications and microelectronics, there is 
now more spin-on from the civilian economy to de-
fence than spin-off from it. Weapons factories and 
research laboratories are less cut off from the main-
stream economy than they used to be. To save 
money, defence ministries are making contractors 
use cheaper, off-the-shelf commercial components 
instead of specially designed military ones, and 
that means defence companies have more foreign 
subcontractors. 

Yet despite such attempts to contain costs, the 
price of new weapons seems to rise inexorably. A 
Lockheed Martin F-16 fighter plane, developed in 
the 197os, now costs about $3om. The same compa-
ny's F-22, currently in prototype, will cost over 
$ioom apiece. The development of an advanced 



fighter requires economies of scale that are now be-
yond any single westem country except America. 
European aerospace companies know that they 
will never be able to repeat the extravagance of 
building three separate fighters, as they have done 
this decade. The development and construction 
costs of Frances Dassault Rafale, Sweden's Saab 

Ih  Gripen and the Eurofighter (the work of a consor-
tium of British, German, ltalian and Spanish com-
panies) will run to a total of about $100 billion. 

Nor is it just economics that pushes defence 
companies together. These days a NATO country is 
unlikely to fight a war on its own. lts troops—
whether keeping the peace or defending Europe—
will often be part of a coalition, and joint military 
endeavours are more likely to work smoothly if the 
armies involved use similar or compatible equip-
ment. The alliances generals do not want every 
country to make its own tank or missile defence sys-
tem. Outside NATO, too, intemational armaments 
co-operation can help to strengthen political ties. 
America hopes that its defence companies' partner-
ships in Japan, South Korea and Taiwan will rein-
force its alliances with those countries. 

\ 

1•1% 
/ 

Americans ahead 
World's top defence companies` 

Company Country 

Defence 
revenues 

ibn 

Lockheed Martin United States 

Boeing/McDonnell Douglas United States 

Raytheon/Hughes/ 
Texas Instruments United States 11.67 

British Aerospace Britain 6.47 

Northrop Grumman United States 5.70 

Thomson France 4.68 

Aerospatiale/Dassault 
, 

France 

GEC Britain 

United Technologies United States 3.65 

Lagardere Groupe France 3.29 

Daimler-Benz Aerospace Germany 3.25 

Direction des Constructions 
Navales France 3.07 

General Dynamics United States 2.90 

Finmeccanica Italy 2.59 

Litton Industries United States 2.40 

19.39 

17.90 

4.15 

4.12 

Mitsubishi Heavy Industries Japan 2.22 

General Electric United States 2.15 

Tenneco United States 1.80 

TRW United States 1.71 

ITr Industries United States 1.56 
SOUK., Defense News *land on 1995 figures 

The Boeing effect 
The main force driving these moves towards 
globalisation is the defence companies themselves. 
One, in particular, is set to bring about huge 
changes: Boeing, which last December announced 
plans to buy McDonnell Douglas for $13.3 billion. 
At present, some 8o% of Boeing's revenues come 
from civil aerospace, and a similar share of M cDon-
nell Douglas's from militaty aircraft. The European 
Commission, worried by the effect on Airbus, has 
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formally objected, claiming that the merger would 
create a near-monopoly in civil aerospace. But in 
the long run the Eu's competition authorities are 
unlikely to prevent Boeing from becoming the 
world's largest aerospace company, with evenly 
matched civil and militarybusinesses. 

Boeing believes that it can succeed in defence by 
applying the technologies, methods and, especially, 
the culture of cost-consciousness that it has devel-
oped in civil aerospace. Defence contractors had 
got used to thinking that what matters most in a 
weapon is performance. That was fine when the So-
viet Union was rattling its sabre and the Pentagon 
did not seem too bothered that weapons pro-
grammes usually overran their budgets. But the pro-
gramme for a "Joint Strike Fighter (jsF) shows how 
much American defence philosophy is changing. 

The programme aims to achieve huge econo-
mies of scale by producing a single aircraft, with 
variations, for America's Air Force, Navy and Ma-
rines—as well as Britain's Royal Navy. A long pro-
duction run of 2,90o aircraft, combined with the 
use of off-the-shelf components, is expected to keep 
the cost down to $30m a plane. Last November the 
Pentagon chose Lockheed Martin and Boeing (but 
not McDonnell Douglas, a third contender) to 
build prototypes. Boeing had not built a fighter 
since the 193os, but its plans for keeping down costs 
impressed the Pentagon. 

Significantly, the man Boeing has chosen to 
head its future merged defence businesses comes 
from its civil side. Alan Mulally is convinced that 
military aerospace will have to emulate its commer-
cial cousin. "Half our civil aircraft are made not by 
Boeing, but by suppliers and partners in other 
countries. Nothing can stop the diffusion of tech-
nologies around the world," he says. "Military cus-
tomers, increasingly, are driven by value: talking to 
the Pentagon these days is like talking to an airline." 

Mr Mulally is one of a rare breed: an idealistic 
arms salesman. "What's really cool about defence is 
that it will no longer be about defending America, 
but about making the world safe," he says. "Coun-
tries and companies will have to work together, for 
instance on missile defence. We should be talking 
not of national security but of global security?" 

By contrast, Norman Augustine, the chairman 
of Lockheed Martin, is firmly rooted in the practical 
politics of Washington, DC. Unlike Mr Mulally, he 
is not disposed to relax the rules which stop foreign 
companies from controlling American defence 
contractors. "We don't always see eye-to-eye with 
our allies, so ifs difficult to be over-dependent on 
them," he says. When he was a Pentagon official 
during the Vietnam war, he recalls, some European 
allies refused to sell America the anti-tank missiles 
it needed. In 1992 Mr Augustine campaigned suc-
cessfully to prevent France's state-owned Thomson 
from buying Vought, a maker of aircraft frames. 

Jumbo jealousies 

Such attitudes show how hard it will be for defence 
companies to build cross-border alliances. For Mr 
Augustine is more internationally-minded than 
most American defence industry chiefs. Having 
spent the past few years creating at home a com-
pany with annual defence sales of $2o billion, he is 
now keen to expand overseas. The obvious next step 
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Why America is 
out infront 

is for American and European 
companies to link up. Rivalry 
among America's defence giants 
may provide the catalyst. 

Boeing makes much of its 
profit from its monopoly ofjumbo 
jets. Lockheed Martin worries that 
those profits may be used to under-
cut it in the defence business. It 
would therefore be delighted if Eu-
ropes Airbus went ahead with 
plans for a new super-jumbo, the 
A3xx, and is talking to Airbus and 
its principal shareholders—Aéro-
spatiale, British Aerospace (me) 
and Daimler-Benz Aerospace 
(Dasa). 

Boeing does not want to return to making air-
liners but envisages making parts of the A3xx—as 
well as collaborating with Airbus on a new military 
transport aircraft. "Lockheed and Airbus should 
perhaps get together, and not just on the A3xx," says 
Manfred Bischoff, Dasa's chairman. "There could 
be an interest on both sides in establishing a strate-
gic partnership on a broader base, including Airbus 
and the defence business." 

In the long run, it is the JSF programme that will 
probably shape the pattern of international part-
nerships. The British government has already paid 
$2oom towards the development costs, thereby en-
suring that the jsr will be small enough to fit into 
the lift ofa British aircraft carrier. BAe, having previ-
ously joined the losing McDonnell Douglas team, 
must now decide whether to throw in its lot with 
Lockheed Martin or Boeing. Tethnology pushes BAe 

in the direction of Boeing, whose 
design for the vertical take-off ver-
sion of the JSF is close to that of the 
BAe Harrier. But the politics of the 
defence industry, notably BAe's in-
volvement in Airbus, incline it to 
Lockheed Martin. Both American 
firms are vigorously courting BAe, 
and not only because of the JSF. As 
Europe's largest defence company, 
and a profitable one at that, awe 
would make an ideal European 
partner for either of them. 

Mr Mulally says that, if Boeing 
won the competition for the J$F, it 
would like to make it an interna-
tional project. "The concept of 

building the JSF will be the same as building the 
777," he says. A fifth of the Boeing m is built by Japa-
nese partners who share some of the risk "Just as we 
give airlines the flexibility to change the interiors of 
the m, we will be able to satisfy the various JSF cus-
tomers by making different models from one pro-
duction line." 

Dasa would be interested in joining the Joint 
Strike Fighter if it got the go-ahead from Germanys 
politicians. Mitsubishi Heavy Industries, Asia's 
largest defence company, is also keen on getting in-
volved in the project. Although politics is bound to 
temper some companies' enthusiasm for interna-
tional link-ups, Mr Mulally is surely right to predict 
more global weapons projects that bind countries 
together. This survey will examine the forces for and 
against the globalisation of the defence industry, 
looking at America, Europe and Asia in turn. 

a 

Land of the giants 

Fr HE American armaments industry has spent 
1 the 199os transforming itsel£ After more than 
zo mergers and acquisitions, mostly in aerospace 
and electronics, a small group of powerful defence 
giants has emerged. Employment in the defence in-
dustty has dropped to z.im from 3.9m in 1987, but 
profitability has improved (see chart 2). 

With the consolidation nearly complete, three 
main trends can now be identified. One is that 
companies have either concentrated on defence or 
got out of it altogether. At the start of the decade sev-
eral engineering or electronics conglomerates had 
relatively small defence units, but firms such as 
Ford, General Electric, General Motors, l am, UnisYs 
and Westinghouse have all quit the business. Mean-
while Raytheon and Boeing have become more 
heavily involved in defence. 

The second trend is that contractors want to get 
their hands on the companies which specialise in 
defence electronics, the one sector of the industry 
that is growing. The Pentagon now spends 45% of its 
procurement budget on electronics. That is why 
Raytheon, Lockheed Martin and Loral (subse-
quently bought by Lockheed Martin) bought units 
making "black boxes" from the companies that 
wanted to quit defence. 

Looking to the future, demand for "plat-

forms"—aeroplanes, ships and vehicles—is likely to 
fall. For one thing, the missiles that can be fitted to 
platforms are now so accurate and lethal that an 
attacking force needs fewer platforms to destroy a 
given number of targets. For another, platforms 
themselves are increasingly vulnerable to precision 
attacks from missiles. 

But that does not mean there is no money to be 

idealistic Mulally 

GLOBAL DEFENCE INDUSTRY SURVEY 5 

THE ECONOMIST JUNE 14TH 1997 



Lockheed Martin 
Martin Marlette 

GE Aerospace 

Wri 
General Dynamics 

I I k  Northrop Grumman 

Northrop 

Westinghouse 

Grumman 

The giants' genealogy 
Defence revenues, Sbn 

a 

• 

Boeing MEI  

Rockwall[~. _ 

McDonnell Doug 

GM Hugh's@ 

E-Systernelli 

Raytheon 

Texas Instruments",  

Boeing 

'R.',them 

1990 o 2 4 6 8 10 
..• • •-• •••• • •• • 

Lockheed 

1995 0 4 8 
• • 

12 16 20 
• •  • 

Salm,: Dena* Norm 

The urge to merge 
US aerospace industry: 

a 
i 2 30 

Market capitalisation/sales 
ratio (leht-hInd stale) 

1.0 

Value of mergers, Sbn 
Pellalsand mei 

1987 88 89 

Sourtir at runny 
90 91 le $3 " 95 96 97 

No due) 

25 

20 

15 

10 

s 

0 

0.8 

0.6 

0.4 — 

6 SURVEY GLOBAL DEFENCE INDUSTRY 

made from building platforms. After all, the plat-
form maker is usually the "systems integrator", re-
sponsible for tying together the many parts and 
subsystems that make up the whole. Being particu-
larly difficult, that job is well rewarded. For in-
stance, Boeing and Sikorsky (part of United Tech-
nologies), the systems integrators for the 
Comanche, a stealthy new scout helicopter, will be 
paid $8 billion for making the first six. Thus 
Boeings strategy of buying platform makers—Mc-
Donnell Douglas and the Rockwell space and de-
fence businesses—rather than electronics firms is 
probably viable. All the defence giants want to be 
systems integrators, whether they focus on plat-
forms, or on electronics (like Raytheon), or both 
(Lockheed Martin and Northrop Grumman). 

The third trend is that in this business size is 
crucial. Larger firms can more readily bear the costs 
of R&D and bidding for new contracts, as well as the 
risks of managing programmes that depend on un-
tried technologies. Lockheed Martin's acquisitions 
have shown that mergers can create huge opportu-
nities for saving money by cutting staff and over-
heads. And they have shown that the sum of many 
centres of excellence can be greater than the parts: 
last year the company swept the board in govern-
ment competitions, winning, among others, those 
for the Joint Strike Fighter, the space-shuttle 
repacement, a satellite system to track ballistic mis-
siles, and an airborne cruise missile. 

Lockheed Martin's growing weight in defence 
electronics spurred Raytheon to buy E-Systems and 
Chrysler's defence business, and then to bid for 
those ofTexas Instruments and Hughes. "The mar-
ket redefined what it took to remain a top player; 
you must adapt or suffer the consequences," says Pe-
ter D'Angelo, chief financial officer of Raytheon. 
"Size is one factor in success, and Hughes brings us 
critical mass." 

Now the received wisdom is that Northrop 
\  Grumman, maker of the stealthy B-2 bomber, with 

defence sales of $6 billion, is too small to survive. 
The Pentagon wants no more a-2s, and in the JSF 
competition Northrop Grumman was teamed with 
the losing McDonnell Douglas. The company says 
that it is large enough to remain independent. That  

would be more convincing if it had not fought so 
hard against Raytheon in the battles for Texas In-

struments and Hughes. 
It was not blind market forces that created 

three—or, if one indulges Northrop Grumman, 
four—defence giants. The Clinton administration 
helped the restructuring along in four ways. 

A little help from their friends 

The first was exhortation. In 1993 Les Aspin, the 
then defence secretary, and Bill Perry, his deputy, 
invited a dozen defence industry chiefs to dinner in 
the Pentagon. Mr Perry told them there were twice 
as many of them in the room as he wanted there to 
be in five years' time, and that the government was 
prepared to watch some of their firms go out of 
business. Those present at this event—now referred 
to as the "Last Supper"—heeded his message. 

The second sort of government help was sub-
sidy. For the past four years defence companies 
have been able to claim reimbursements for the 
cost of mergers. The rationale for the subsidy is the 
peculiar pricing system, known as "cost-plus", used 
for big American defence contracts. Companies 
agree to supplyweapons systems at a price made up 
of their costs plus a fixed amount of profit. Without 
such a subsidy, say the companies, they would bear 
all the costs of a merger, but the Pentagon would 
reap all the financial benefits. In short, they would 
have no incentive to restructure. 

Take the example of Lockheed Martin and its 
many mergers. The company claims that it has 
spent $2.3 billion on things like closing offices and 
laying off people. As a result of these economies, it 
expects to save $2.6 billion a year, most of which 
will be passed on to the govemment. The company 
reckons that, over a number of years, it will be able 
to reclaim from the Pentagon "allowable costs" 
equivalent to half its $2.3 billion investment. 

But surely defence companies would have 
wanted to merge and cut costs anyway, to adjust to 
shrinking markets? Lockheed Martin's Mr Augus-
tine thinks not, claiming that without the re-
imbursements only 2o% of the restructuring would 
have happened. Allowable costs, he says, were a fac-
tor in Lockheed Martin's decision to bid for Loral, 
and in the amount it was prepared to pay for it. 
Raytheon's Mr D'Angelo also thinks the reimburse-
ments speeded up consolidation in the industry: 
"Without them the companies would be less effi-
cient, they would export less and the Pentagon 
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would pay more for its weapons." 
The General Accounting Office appears to agree. 

Prompted by criticism in Congress of these subsi-
dies—tagged as "payoffs for layoffs"—it investigated 
five of the mergers. Reporting in April, it found that 
by September 1996 the Pentagon had reimbursed 
companies for $179m of their restructuring costs of 
$849m, but that it had itself saved $347m from the 
cost-cutting, and would in due course save more. 

The third way in which the Clinton administra-
tion has helped the industry has been through a vig-
orous export drive. The relationship between arms 
exports and the health of the industry had never 
been officially acknowledged—until February 1995, 
when a presidential directive defined one objective 
of defence exports as enhancing "the ability of the 
US defence industrial base to meet US defence re-
quirements and maintain long-term military tech-
nological superiority at lower costs." 

Last year a new export-finance scheme for de-
fence contractors came into force. For a fee the Trea-
sury will back commercial loans to countries buy-
ing American equipment, up to a total of $15 
billion. And this year the government signalled a 
review of its long-standing ban on the sale of ad-
vanced fighters to Latin America, where several 
countries would like to buy F-16s. 

Mr Clinton has also taken to twisting the arms 
of leaders of countries that might buy. In 1995, for 
instance, he lobbied the United Arab Emirates' 
Sheikh Zayed on a potential sale of F-16s, and Ger-
manys Helmut Kohl on the virtues of Lockheed 
Martin spy satellites—though neither has yet signed 
a deal. This year William Cohen, the new defence 
secretary, publicly warned both the UAE and South 
Korea against buying Russian surface-to-air mis-
siles, rather than America's Patriot system. 

Whatever the role of help from high places, 
America's deknce exports have held up well. Since 
the late 198os sales have—in money terms—re-
mained constant at $15 billion-2O billion a year, at a 
time when other countries' exports (except Britain's) 
have shrunk. But over the same period America's 
share of the world market has risen from 25-30% to 
4o-5o%. For many American firms, foreign sales 
have eased the pain of restructuring. 

The government's fourth way of supporting 
consolidation has been to relax antitrust policy. No 
defence merger has been blocked since 1992, when 
the Bush administration stopped Alliant 
Techsystems buying Olin's ammunition business. 
The two antitrust authorities, the Federal Trade 
Commission and the Department oflustice, appear 
to have backed the Pentagon's pro-merger policy. 

This year, however, Raytheon's attempt to buy 
parts of Hughes and Texas Instruments has trig-
gered a debate on whether the industry has become 
too concentrated. Raytheon and Hughes combined 
would control the entire American market for air-
to-air missiles. And the only people who make the 
microchips needed for fire-control radars are 
Hughes and Texas lnstruments. The antitrust au-
thorities are taking their time to vet these mergers, 
but seem unlikely to veto them. The government's 
procurement plans for air-to-air missiles probably 
would not support two separate producers. 

Government officials are far less worried about 
"horizontal integration"—bringing together firms  

Sailing on 
So far, the American defence industrys urge to 
merge has hardly touched shipbuilding. The same 
six shipyards that were making military vessels at 
the end of the cold war still do. Each of them is lucky 
enough to have influential congressmen battling 
on its behalf. When the Navy tried to concentrate 
production of submarines on one yard, Congress 
insisted that business be given to a second. 

ln the long run aerospace companies may take 
over the making of ships and armoured vehicles. 
For they have the skills on missiles, electronics, 
stealth and systems integration that are increas-
ingly important in the manufacture of all types of 
platform. For instance, the Pentagon wants a proto-
type "arsenal ship"—a semi-submersible, stealthy 
barge designed to carry hundreds of missiles; two of 
the three prime contractors competing to build this 
are Lockheed Martin and Northrop Grumman. 

For the market leaders, defence is not a bad 

in similar businesses, which is what Raytheon pro-
poses to do—than about "vertical integration", the 
acquisition by prime contractors of their suppliers. 
Noel Longuemare, the Pentagon's deputy procure-
ment chief, says that too much vertical integration 
could lead to "prime contractors freezing out for-
eign suppliers or other small firms in favour of their 
own supplier, or they could try to freeze out rival -.11 i6k 
prime contractors by cutting off their access to the 
component maker." 

Industry chiefs such as Mr Augustine stress the 
need to be "realistic" in accepting single producers 
for some sorts of equipment: America already has 
only one maker of tanks (General Dynamics), one of 
armoured vehicles (United Defence) and one of 
bombers (Northrop Grumman). Yet some legisla-
tors worry that less competition will mean more ex-
pensive weapons. Others fret that, with fewer rival 
research laboratories, the quality ofAmerican tech-
nology will suffer. 

Erik Pages of Business Executives for National 
Security, a consultancy, thinks that the government 
will have to start regulating defence companies in 
the same way as utilities, imposing strict controls 
on prices and production schedules. "The govern-
ment will treat defence contractors like privately-
owned arsenals, subsidising them to keep open a 
certain number of production lines and Rao facili-
ties," he predicts. 
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Psst ... want to buy an abbome-laser ballistic-missile zapper? 

business to be in. In real terms, defence spending is 
rather higher than it was under President Carter (see 
chart 5 on previous page). The industry still em-
ploys half a million more people than it did in 
1976. It simply got too ambitious in the Reagan 
years, which launched it into orbit. And now that it 
is coming down to earth, at least its fall is being 
slowed by the combination of subsidies, an indul-
gent antitrust policy and buoyant exports. 

But ifAmerica's defence giants want to continue 
to prosper, they must become more international. 
Within America, the defence budget is static and 
there is not much left to buy. Buying foreign firms 
outright runs foul of political sensitivities. How-
ever,America's giants are linking up with European 
and Asian companies in more roundabout ways, 
such as licensed production, co-development, sub-
contracting, joint ventures and minority stakes. 

Until now, American contractors have tried to 
be "international" mainly to ensure market access. 
Thus they have arranged "offsee deals (giving work 
to local companies) in return for export contracts, 
but not made much of a long-term commitment to 
target markets. For example, McDonnell Douglas, 
which sold fighters and helicopters to a number of 
countries, seemed offputtingly all-American to 
some—one reason, perhaps, why it lost several re-
cent international competitions.The smart compa-
nies are learning that to do well in foreign markets, 
they need to be seen to become genuine partners. 

Boeing is top of the rhetoric class. "We want to 
be more like Shell or Coca-Cola. Wherever you are, 
you must be a local company," explains the boss of 
the defence and space division, Mr Mulally. 
Boeing's chairman, Phil Condit, has said that more 
nationalities should be represented in its top man-
agement and that the government should change 
the rules which make it hard for defence contrac-
tors to have non-American directors. 

But the company has not yet had a chance to put 
many of these fine words into practice, because 
most of its relatively modest existing defence busi-
ness (helicopters, the future airbome laser and bits 
of the F-22) is at home. It has not yet integrated Mc-
Donnell Douglas. Still, Boeing's leadership of Sea 
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Launch—a venture to launch commercial satellites 
from sea platforms, linking Norways Kvaerner, 
Ukraine's Yuzhnoye and Russia's Energia—suggests 
that it is serious about international co-operation. 

Raytheon, although firmly rooted in Massachu-
setts, is trying hard to grow global shoots. Its Patriot 
surface-to-air missiles are made by a joint venture 
with Dasa and Siemens in Germany. Raytheon's E-
Systems subsidiary, specialising in surveillance 
and intelligence equipment, is supplying South Ko-
rea with a battlefield communications system, in-
stalled in Raytheon executive jets—and will, in re-
turn, invest in the local aerospace industry. In 
Britain, where the company has teamed up with 
GEC to bid for an airborne ground-surveillance sys-
tem, Raytheon has a subsidiary making air-traffic-
control radar. Bill Swanson, boss of Raytheon's elec-
tronics division, says that, if necessary, it will buy 
foreign companies in order to be seen as local. 

Even after the mergers, however, only 10,000 of 
Raytheon's 127,000 staff will be outside the United 
States. And some of its senior managers lack an in-
ternational outlook, a weakness common to many 
American defence firms. Dennis Picard, Raytheon's 
chairman, does not like travelling. Unlike Mr Au-
gustine, for instance, he is seldom seen in Tokyo or 
Taipei. So although Raytheon has quite large busi-
nesses in those places, its profile is low. 

How intemational can you get? 
Lockheed Martin is arguably the first American de-
fence contractor to have achieved a genuinely 
global reach. Last year 18% of its sales were overseas, 
compared with only 5% (for its precursors) in 1990. 
In South Korea F-16s are made under licence. Lock-
heed Martin engineers have helped Taiwan to pro-
duce a locally designed fighter, and worked with Ja-
pan's Mitsubishi Heavy Industries on developing 
the F-2, an improved version of the F-16. A joint ven-
ture with a local company is supplying Australia 
with ground-based early-waming radars. 

Lockheed Martin is also marketing Russia's Pro-
ton rocket for commercial satellite launches, and 
has been hired by the Argentine government to 
manage its aerospace company, Fabrica Militar de 
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Giat's Leclerc tank: big guns, big losses 

GLOBAL DEFENCE INDUSTRY SURVEY 11 

Aviones. Together with Italy's Alenia, Lockheed 
Martin plans to develop a new light military trans-
port plane. And yet, for all this activity abroad, none 
of Lockheed Martin's core manufacturing facilities 
is outside the United States. Of its 190,000 staff, 
only 6,ooo are overseas. The company was shaken 
by losing a British competition for a maritime pa-
trol aircraft last year. It thinks it lost because it was 
seen as foreign, and knows that it has to become 
more intemational. Mr Augustine wants strategic 

Divided continent 

partners in Europe but has yet to find them. 
Lockheed Martin's, Boeing's and Raytheon's 

search for partners is made more difficult by the 
sheer difference in size between them and any Eu-
ropean defence company. Their defence sales (after 
the present round of mergers) are, respectively, $19.5 
billion, $18 billion and $u.5 billion. Those of Eu-
ropes largest defence contractor, am, are $6.5 bil-
lion. And as the Europeans have dragged their feet 
over restructuring, the gap has grown. 

. 

% 
1-  

THE American defence industry has restruc-
tured; the Europeans have merely talked about 

restructuring. True, the European companies have 
had to contend with a host of built-in disad-
vantages: their market is fragmented because gov-
ernments feed contracts to national champions, 
while total spending on military procurement and 
R&D in Western Europe is only 6o% of the figure in 
the United States. 

Instead of going for big cross-border mergers, 
Europes defence companies have established joint 
ventures in particular business areas—such as 
Matra Marconi Space (Frances Lagardire and Brit-
ain's GEC) in satellites, Thomson Marconi Sonar 
(Frances Thomson and GEc) and Eurocopter 
(Aérospatiale and Dasa). These ventures offer some 
technological synergies and economies ofscale, but 
each component is run as a separate operating 
company. They have not concentrated production 
on their most efficient sites. 

Besides, these joint ventures are tiddlers com-
pared with their American competitors. Matra ewe 
Dynamics, Europe's largest missiles group, has an-
nual sales of $1.5 billion; the new Raytheon will sell 
$5 billion-worth of missiles a year. America now has 
five prime contractors for warplanes and helicop-
ters, while Western Europe has ten; America has 
four missile companies, Western Europe 

What single market? 
It would be easier to put together pan-European 
companies if there were more pan-European weap-
ons programmes. But every countty wants some-
thing different. France quit the Eurofighter project 
in 1985 because its partners wanted an aircraft too 
large for a French carrier. The recent plans for Brit-
ain, France and Germany to build a common 
Multi-Role Armoured Vehicle have stalled because 
France wants a vehicle with a large gun, whereas the 
other two need troop carriers. 

The European Union cannot promote a single 
market in armaments as it can in other areas. Arti-
cle 223 of the Treaty of Rome allows governments to 
exempt defence firms from Eu rules on mergers, 
monopolies and procurement, on the ground of 
"national security". Not that abolition ofthe article 
would quickly lead to a unified armaments market; 
but the fact that governments are not even thinking 
about scrapping it shows Europes distance from 
such a market. 

The French defence industry has in itself be-
come a major obstacle to cross-border rational-
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isation. Most of the leading French firms are state-
owned, which means theydid not restructure in the 
way that British and German companies did earlier 
in the decade. This makes them poor marriage part-
ners. Last year Dasa pulled out of plans to merge its 
missiles business with that of Aérospatiale because 
of doubts over its prospective partner's viability. 

President Jacques Chirac's priority has been do-
mestic consolidation. Thus he has cajoled Dassault, 
which is privately controlled, to merge with state-
owned Aérospatiale. The government's many hesi-
tations over the privatisation of Thomson-csF, Eu-
topes biggest defence-electronics firm, have 
delayed pan-European alliances in that sector. 

French firms' difficulties with foreign alliances 
are well illustrated by Giat, the state-owned maker 
oftanks, artillery and ammunition. Many of its staff 
have civil-service status, which means they cannot 
be laid off. Giat is still recovering from winning a 
contract to supply 436 Leclerc tanks to the United 
Arab Emirates. Having failed to cover against the 
rise of the dollar, it lost Ffr6 billion ($r billion) on 
the deal. 

Under new management, led by Jacques Lop-
pion, Giat has curbed its losses. It is on target to re-
duce its staff by 25% over two years, thanks to natu-
ral wastage and transfers to other parts of the civil 
service. But Mr Loppion has had to abandon plans 
for a joint venture in ammunition and artillery 
with ErAes Royal Ordnance: his workers cannot be 
transferred to a partly-private entity without par-
liamentary legislation—and there is little prospect 

Europe needs to 
put its own house 
in order 
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of that or of privatisation. But Mr 
Loppion is working with a group of 
British and German companies, in-
cluding GRN and Krauss-Maffei, to 
create an R&D and marketing part-
nership for components for the next 
generation of armoured vehicle. 

Europe's governments and de-
fence companies now face a choice. 
They could simply carry on as be-
fore, leaving the industry frag-
mented, but encouraging some 
joint ventures. Nothing awful 
would happen immediately, but 
European companies wouid slowly 
fall behind. In due course the lead-
ing firms would go bust, or need in-
fusions of state aid, or become sub-
contractors to the Americans. 

A second option, popular with 
some of Frances more unreconstructed Gaullists, 
would be to combine pan-European consolidation 
with a large dose of preference européenne, in the 
hope of strengthening the European industry. Most 
European governments are already biased in fa-
vour of weapons made in their own country or, if 
nothing suitable is available, made in Europe. But 
they would still be loth to give up the freedom to 
buy arms where they want. European budgets are 
insufficient to finance a full range of weapons pro-
grammes, and some American technology is too 
good not to buy. 

The third way, which is now beginning to com-
mand a consensus, is for the European industry to 
consolidate, but to remain open to transatlantic al-
liances. However, most ofthe companies think that 
they need to restructure among themselves, to cre-
ate larger entities, before they can 
form partnerships with any of the 
American giants. 

C'est magnifique, mais 
John Weston, chairman of aike De-
fence, has a plan for a single Euro-
pean company, "Eurospace", that 
would take over the assets of EtAe, 

Dasa and Aérospatiale-Dassault—
and later, perhaps, those of other 
companies. At a minimum, Euro-
space would cover civil aircraft, 
warplanes and missiles. The obvi-
ous ownership structure would be 
to give each of the three founding 
firms a third of the capital, but Mr 
Weston is against that. If decision-

If Bike has thought more than most about the 
globalisation of the defence business, that may be 
because 87% of its sales are overseas. Some 9,000 of 
its 43,000 employees are based outside Britain. 
Mike Turner, head of exports and of its commercial 
business, proclaims his commitment to putting an 
end to RAe in its present form. "We must be part of a 
larger entity, hopefully in Europe, and then with 
the Americans." 

European companies give Bikes scheme a cau-
tious welcome, but worry that it could be a ploy for 
the British firm to dominate its weaker partners. 
For Dasa's Manfred Bischoff, the Weston plan is 
"economically an ideal solution, but it will be hard 
to establish on the basis of today's and tomorrow's 
political realities: If there were direct shareholders, 
the British or the French or the Germans would end 
up with the most shares, which might be politically 
difficult. 

'We need to go step by step, from Airbus to mili-
tary aircraft and then to missiles, defence electron-
ics and maybe space, to test whether we can handle 
the political questions and get people to work to-
gether: says Mr Bischoff. And he foresees problems 
with regional specialisation: "If Eurocopter con- 
centrated production at its most efficient site, 
would the country without a factory still be willing 
to support future helicopter programmesr 

The French are the most cautious about creating 
a "Eurospace. Aérospatiale is even dragging its feet 
on the plan to make Airbus a fully-fledged com-
pany. "In the long run it is necessary to regroup Eu-
ropean military aerospace if our companies are not 
to become subsidiaries of American firms," says 
Jean Fournet, a director of the Délegation Générale 
des Armaments (DGA), which runs French procure-
ment. "But we prefer a restructuring which is not 

necessarily the complete restruc-
turing asked for by Mr Weston: He 
points to the problem of different 
shareholding structures in the 
three companies: Bikes shares are 
widely dispersed, Dasa's are held 
in large blocks and Aérospatiale is 
still state-owned. 

Mr Weston's scheme would 
need firm political support to have 
much chance of success, and 
France is not the only place where 
that is lacking. Britain's Conserva-
tives, when in government, sup-
ported the idea of pan-European 
alliances, but said it was the com-
panies' job to get on with it. The 
new Labour government has yet to 
take a view. No one from either 

party has suggested changing the law laying down 
that foreigners cannot own more than 25% of me or 
Rolls-Royce. Under Mr Weston's proposal, that law 
would have to go. 

To the extent that Germany has a policy in this 
area at all, it appears to be thoroughly muddled. 
Last year BAe and Dasa proposed to take over srti, a 
naval-electronics firm, in a 5o-5o joint venture. The 
German defence ministry issued a warning that 
sm should remain under German control. But this 
year it has allowed BAe to buy 49% of sm, with 
Rheinmetall taking the rest. Yet it has also let it be 

making required the unanimity of 
all three, they would tend to act as proxy national 
shareholders," he says. `The new European com-
pany should be owned directly by a distributed in-
ternational shareholder base." To preserve the new 
company's independence, no shareholder would 

, be allowed to own more than, say, 15% of the stock, 
\ and shareholders would be forbidden to act in con-

cert. The governments would retain golden shares 
for emergency use. Eurospace should rationalise 
manufacturing and R&D facilities, says Mr Weston, 

-1% 
. but it would have to have a headquarters, directors, 

R&D and manufacturing in each country. 
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Japan's defence 
industry is large, 
capable and high-
tech—but isolated 

known that Siemens's defence business, which is 
up for sale, should go to a German owner. 

An exasperated Mr Bischoff reckons that the 
nub of the problem is the Iack of a European com-
mon foreign and defence policy. He accepts that the 
Europeans cannot wait until they get one before 
rationalising their defence companies: the Ameri-
cans would sweep the board. But he cautions: "We 
companies cannot run too far ahead of what our 
customers, the governments, are thinking, or we 
lose them." 

A common European defence industry, no less 
than a common currency, would call for political 
leadership at the highest level. But the chiefs of the 
European companies have never been invited to a 
"Last Supper to be told to merge—and the chances 
are they never will be. 

The bright side 
Despite the difficulties, the European defence in-
dustry is probably heading for a radical restructur-
ing. Governments that insist on slashing procure-
ment budgets cannot ignore the laws of economics 
forever.Germanys procurement budget is less than 
half what it was ten years ago, which means that 
Dasa's defence business—although drastically ratio-
nalised—is losing money. Governments all over Eu-
rope will have to think hard about the future of the 
arms industry. 

More positively, Airbus probably is on the way  

to becoming a real pan-European company, and 
thus a model for defrnce firms to follow. Dasa an-
nounced in May that 3o% of its missiles company 
would be sold to Matra ake Dynamics, and that its 
satellite business would fuse with Matra Marconi 
Space. GEC and Italys Finmeccanica, which is due 
to be privatised, are talking about teaming up in 
defence electronics. 

The election of a left-wing government in 
France will delay the privatisations of Aérospatiale 
and Thomson-csa Before too long, however, the So-
cialists are likely to see the logic of pan-European 
restructuring and thus the need frr privatisation. 
Both Alcatel and Lagardere, whirl- had been com-
peting to buy Thomson-csF, a ready to renew 
their suit. Each of them has agr,  J, in the event of 
winning Thomson-cu., to forili a defence-electron-
ics alliance with GEC. 

Encouragingly, most of the large pan-European 
weapons projects are making progress, however 
slowly. The Eurofighter has flown and will be built. 
There are similarities with the F/A-18E/F, the us 
Navys new fighter: both are large, non-stealthy air-
craft of the same generation, and both will cost 
about $5om apiece. But the Eurofighter outscores 
the American plane on performance. 

Europes first common naval programme—the 
British-French-ltalian "Horizon" air-defence frig-
ate—almost sank because ofa row over its radar. But 
under a compromise, the British ships will get a 
more powerful system than the Italian and French 
frigates. Such co-operation does cut costs: Britain's 
defence ministty says it is saving £5oom($820m)by 
using a missile system already developed by France 
and Italy, and the same again through joint devel-
opment of other parts and systems. Thus its 12 frig-
ates will cost £4.5 billion, instead of the £5.5 billion 
an all-British programme would cost. 

Size is not everything, even in defence. As in any 
business, there will always be niches for small firms 
to exploit. For example, Messier-Dowty, an Anglo-
French venture, is the world's leading supplier of 
landing gear for military aircraft. Much European 
equipment, particularly in the "mid-tech" range, re-
mains competitive. Bike has sold nearly 8OO of its 
Hawk light fighters to 17 countries. Germany domi-
nates the market for diesel submarines, which 
America does not make. By concentrating on such 
niches, the Europeans are, just about, maintaining 
their share of the arms export market. That may give 
them a few years to get organised—but not many. 

Home alone 

LAST January, at a forum organised by the Penta-
gon in Washington, DC, the bosses of 15 Japa-

nese defrnce companies joined their American 
peers. The same group is due to meet again this au-
tumn, to draw up proposals on how to expand co-
operation between the Japanese and American de-
fence industries. The upshot may be an end to the 
ban on exports of Japanese defence equipment, 
which would allow Japanese firms to supply com-
ponents to America's defrnce giants. 

The Japanese defence industry is the most high-

THII ECONOMIST JUNE toll 1997 

tech in Asia. It enjoys an annual procurement bud-
get ofabout a trillion yen ($8 billion), nearly as large 
as those of Britain or France, ofwhich almost 90% is 
spent at home. it makes armoured vehicles and 
warships, as well as many kinds of radar and mis-
sile. The one gap is in aviation: Japan has had to 
build its fighters, jet engines and military helicop-
ters under licence. But the Japanese have learned a 
lot from licensed production and the gap is starting 
to close. Kawasaki Heavy Industries is developing a 
locally designed reconnaissance helicopter, the OH-
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Honorable F-2, at Plom apiece 
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x, and Mitsubishi Heavy lndustries (wit) is the 
lead contractor on the F-2, a modern fighter that has 
entered production. 

Japan's defence industryhas been nourished by 
the country's strength in many civil technologies. 
For example, composite materials have been used 
in fighter wings, and ceramic components in vehi-
cle engines. Other dual-use technologies at which 
Japanese industry excels include integrated micro-
wave circuitry, electro-optics and speech recogni-
tion. This "spin-on" of commercial technologies to 
military applications is made easier by a Japanese 
peculiarity: the country does not have defence com-
panies as such, only industrial conglomerates for 
which defence is one of many activities. Thus at 
MH I, which last year had military sales of nearly $3 
billion, defence usually accounts for less than 20% 
of tumover. At ivEc, which produces state-of-the-art 
command, control and information systems, only 

$7oom of sales (2.5% of the total) are military, 
though that figure excludes dual-use components. 

The government, the civil service and the engi-
neering companies have treated a capable defence 
industry as a national priority. The belief of many 
members of the elite that, if Japan is to be rich and 
strong, it must leam to make its own defence equip-
ment, has been dubbed "techno-nationalism" by 
Professor Richard Samuels of the Massachusetts 1 n-
stitute of Technology. "Strength in military technol-
ogy and the defence industry means a stronger mili-
tary capability; it is a deterrent [against attack]; and 
it gives us more bargaining power in negotiating 
over imports of equipment or licensed produc-
tion," says Atsushi Oi, director of the procurement 
division of the Japan Defence Agency (1DA)—Jap-
an's equivalent of a defence ministry. 

The governments of most big industrial coun-
tries encourage arms production and high-tech 
R&D, but Japan takes this policy to expensive ex-
tremes. For example, its decision to develop its own 
short-range air-to-air missile, rather than import 
America's Sidewinder, may have quintupled the 
cost, according to some estimates. "In the United 
States, weapons are judged by three criteria: perfor-
mance, cost and delivery date," says Mr Samuels. 
"In Japan, by far the most important thing about a 
weapon is leaming how to make it." So when the 
Japanese build a weapon under licence, such as  

Raytheon's Patriot, they insist on making most of 
the components locally. 

Japanese defence companies are learning fast, 
but American and European firms need not fret 
about being overtaken—at least not yet. This is be-
cause Japan's special security situation has left it 
rather cut off from the globalisation of the defence 
business. Since 1967 Japanese governments have 
maintained a ban on exports of defence equip-
ment. That means shorter production runs, and 
therefore more expensive weapons. It also stops 
Japanese firms joining international programmes, 
because components made in Japan could not be 
exported to the partner country. 

The export ban is one reflection of a powerful 
strain of pacifism in public opinion. Another is the 
fact that companies which make armaments go out 
of their way to disguise the business they are in. 
Even the vocabulary of defence is different from 
other countries': Japan has not an army, but a Self-
Defence Force. 

The price of self-sufficiency 
The long-running saga of the F-2 fighter plane (for-
merly the Fs-x) shows up the defence industrys 
weaknesses. In the early 198os Japan wanted to de-
velop its own fighter, but America, anxious to pre-
vent it from becoming self-sufficient in defence 
technology, put pressure on the govemment to de-
sist. The compromise reached after much argument 
provided for a "co-development", based on the 
Lockheed Martin F-16, for which America would 
supply 4o% of the parts. The Japanese agreed to 
share any new technologies derived from the joint 
programme. They then refused to hand over know-
how on phased-array radar and composite wings, 
which they said did not—and the Americans said 
did—come from the programme. At American in-
sistence they eventually transferred the technology. 

The F-2 has suffered huge delays and is still not 
in service. It will perform rather better than an F-16, 
but at about $8om it will cost more than twice as 
much. Despite help from Lockheed consultants, 
MHI and its Japanese partners seem to have had 
trouble with design and systems integration. 

"Although we are skilled copycats, we are not 
yet so good at the creativity and originality that de-
sign and systems integration require," says Keiichi 
Nagamatsu, secretary-general of the defence com-
mittee at the Keidanren, the federation of Japanese 
industries. There are reasons, he says, why Japanese 
weaponry is not always of the highest quality: "Our 
companies have not faced the cornpetitive pressure 
of export markets. And Japan has not had any prac-
tice at warfare since the JDA was founded." 

Perhaps because the companies cannot export 
or join intemational programmes, their culture is 
thoroughly domestic. At MHI, for instance, some of 
those running defence production do not travel, do 
not speak English, and say they would not dream of 
talking to foreign companies unless the govem-
ment told them to. Constant rows over tethnology 
transfer have put some Japanese companies off the 
idea of partnership with Americans, and reinforced 
the ethos of techno-nationalism. 

The government's official line is that Japan 
must continue to develop a full range of military 
technologies, including fighter aircraft, so that, if 
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Second line of defence 
Top defence companies, outside US and Europe, 1995 

Defence 
Company Country revenue, Sbn 

Mitsubishi Heavy Industries Japan 2.22 

Kawasaki Heaw Industries Japan 1.51 

Mitsubishi Electric Japan 1.05 

Israel Aircraft Industries Israel 1.02 

NEC Japan 0.71 

Denel South Africa 0.70 

lshikawajima-Harima Heavy 
Industries Japan 0.55 

'TOShiba Japan 0.49 
w Hindustan Aeronautics India , 0.37 

Tadiran Israel 0.37 
Souns: Offend* Nom 
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supplies of advanced equipment are cut off, it will 
be safe. But some officials in the JDA and the 
Keidanren believe that, in the long run, economics 
will force the Japanese defence industry into inter-
national ventures. Japan's procurement budget is 
unlikely to rise, and the country will not be able to 
afford an "F-3-  to replace the F-2. "The choice will be  

between an off-the-shelf fighter or participation in 
an international programme," says Mr Nagamatsu. 

The Keidanren is lobbying for a relaxation of 
the export ban, at least for parts destined for jointly-
produced weapons. Some dual-use goods, such as 
silicon chips and liquid crystal displays, are already 
exported to American contractors. ln April a policy 
panel of the ruling Liberal Democratic Party pro- -1W 
posed changing the export rules. That may be 
linked to the growing belief among policymakers 
that Japan needs a ballistic-missile defence system. 
Since it could not make one itself, theywould rather 
it joined an international programme than bought 
a system off-the-shelf. 

Public opinion does not appear to favour lifting 
the export ban, but it might be even less enthusias-
tic about the tax increases that would be needed to 
pay for another indigenous fighter. Politicians 
could probably sell more liberal export rules by say-
ing that without them the security relationship with 
America would suffer. 

If America were to pull out of East Asia, and 
China looked menacing, Japan might shift re-
sources into building a stronger, autonomous de-
fence industry. But it seems much more likely that, 
in the long run, Japan's defence companies will dip 
their toes into global markets. 

* =C: 

/ 

An open-and-shut case 

JAPAN is not the only Asian country trying to 
build a modern weapons industry. Nor is it the 
only Asian country to worry about the strength of 

America's long-term commitment to the region, 
and about a possible threat from China. That in-
security, combined with steady economic growth, 
explains why East Asia is the one part of the world 
where defence spending is rising. Countries such as 
South Korea, Thailand, Singapore and Malaysia are 
spending more both on imported weapons—East 
Asia's share of the world's arms imports has dou-
bled over the past ten years, to a quarter—and on 
the creation of local arms industries. 

Taiwan and China, both keen to develop weap-
ons industries, have chosen different routes. China, 
enjoying a huge home market, wants to be fully 
autonomous in armaments production. Taiwan, 
like many other states in the region, is trying to 
build a weapons industry on the basis of an open 
economy and a workforce skilled in information 
technology. It feels it does not have the time or the 
money to become self-sufficient in weapons. 

Taiwan's arms industry began with licensed 
production of American weapons, such as F-5 fight-
ers, frigates and Patriot missiles. Now the countty 
has graduated to designing some weapons on its 
own. Its tanks are exported to Latin America, and its 
air-to-air and anti-ship missiles work well. The 
pride of Taiwan's industry is the Indigenous De-
fence Fighter (IDF), a modern, lightweight jet built 
by the state-owned Aerospace Industrial Develop-
ment Corporation (mix). The IDF entered service 
this year, several years ahead of the advanced fight-
ers that India, China and Japan are working on. 

AIDc builds the IDFs in Taichung, south of Tai-  

pei, in a factory that looks as well-equipped and ef-
ficient as most western aircraft factories. During the 
design phase Lockheed Martin supplied too con-
sultants, but now that the plane is in production 
only 3o remain. "They are not allowed to pass on 
technical data," says General Tsai Chuen-Huei, 
AIDc's chairman. "But they review our work and 
tell us ifwe make a mistake." 

Equipped with modern radar, inside-helmet 
displays and fly-by-wire controls, the IDF can inter-
cept an enemy aircraft beyond visual range. But 
there are worries about the fighter's performance. 
Its twin engines are under-powered because Amer-
ica would not release modern engine technology. 
And the range is only 3oo nautical miles with exter-
nal fuel tanks. So a project which has cost Taiwan 
perhaps $io billion in all—even though the cost of 
producing each IDF is only $2orn—may not in-
crease the island's security all that significantly. 

Taiwan's government appears to have learned 
its lessons from the IDF. It now puts less emphasis 
on self-sufficiency and more on getting the best 
weapons from wherever it can. Having reduced its 
order of1DFS from 250 to 130, it has bought I5o F-I6s 
and 6o Dassault Mirages. About half the procure-
ment budget is now spent on imports. 

That does not mean Taiwan has abandoned 
plans for building a strong defence industry. It 
wants to work with as many foreign firms as possi-
ble, to strengthen its technological base and tighten 
political ties with the West. lt insists on offset deals 
in return for purchases. Thus Taiwanese factories 
make parts for Lockheed Martin F-16s and c-13o 
transporters, Dassault executive jets, Sikorsky heli-
copters and McDonnell Douglas airliners. The gov-

Taiwan looks 
outwards, China 
inwards 
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ernment was delighted when Lockheed Martin 
chose Taiwan as a maintenance centre for East Asia. 

Unfortunately for Taiwan, international poli-
tics limits its ability to join global alliances. Few big 
foreign firms would risk making a public commit-
ment to Taiwan by forming a strategic partnership 
with AIDC: they would not want to incur China's 
wrath. It is no coincidence that Lockheed Martin, 
which does not sell airliners to China, is more ac-
tive in Taiwan than Boeing, which does. 

China has a record of bullying western coun-
tries into cold-shouldering Taiwan. France, having 
sold Mirages and La Fayette frigates to Taiwan, 
promised China it would stop; Germany reneged 
on promises to sell Taiwan submarines, which it 
needs more than anything else; and Britain has 
never sold weapons to Taiwan because, says one of-
ficial, "our commercial interests in China are more 
important." The United States allows the state of its 
relations with China to determine how much of 
Taiwan's shopping list it will supply. 

Lone giant 
China, just across the Ta iwa n Straits, has the worlds 
largest armed forces and, measured by numbers 
employed, the worlds biggest arms industry. AII the 
statistics on China's defence industry are dubious, 
but the lowest plausible estimate is that it employs 
3m people in 1,ooo factories. Apart from Japan, 
China is the only Asian country capable of making 
almost the entire range ofweaponry. 

The Chinese industry already has pockets of ex-
cellence, such as its multiple-warhead strategic nu-
clear missiles, or the highly accurate M-9 and M-11 
ballistic missiles that it fired into the sea offTaiwan 
last year. Paul Godwin, a professor at the National 
War College in Washington, DC, believes that China 
is capable of having the continent's most advanced 
industry 20 or 3o years hence. For now, however, he 
describes the bulk of China's defence industry as 
"the most backward in Asie. 

In the 198os China exported much cheap, low-
tech weaponry, but the Gulf war taught many gov-
ernments the virtues of more sophisticated equip-
ment. China cannot offer high-tech weapons, 
which is why its arms exports are now only about $1 
billion a year, a third of what they were ten years 
ago. Its main customers are Myanmar, Iran, Paki-
stan and several African states. 

For the moment China, unlike Japan and Tai-  

wan, is largely cut off from western militaty know-
how. The West does not allow its arms companies 
to operate in China because it does not want to aid 
the defence industry of a country it does not trust. 
Both America and the European Union impose 
arms embargos. However, Europe's stance is soften-
ing: Britain has sold "defensive radars and France 
has called for the EU embargo to be lifted. 

China's isolation is partly self-imposed. The na-
tionalist ideology which stresses self-reliance in 
arms production is even stronger in China than in 
Japan. And not without reason: the Chinese were 
left in the lurch when Russia cut offco-operation on 
weapons manufacturing in 1959, and again when 
America did the same in 1989, after the Tiananmen 
Square massacre. China accepts that it has to leam 
particular military technologies from abroad (ma-
chine tools from a McDonnell Douglas airliner fac-
tory ended up in one making missiles), but it is gen-
erally reluctant to work with foreign partners. 

No part of the government appears to have a 
firm grip on the sprawling defence industty. There 
is little co-ordination and much duplication. In the 
research laboratories near Beijing, where new 
weapons are developed, standards are high and 
pay is good. But the state-owned companies that do 
the manufacturing—mostly in central China, away 
from the booming consumer industries of the 
coastal belt—are hugely inefficient and have prob-
lems with quality control. These companies have 
won some autonomy but suffer from inadequate 
capital, poor management and a steady migration 
of their best workers to the private sector. 

China's defence industry is weak in command, 
control, computer and communication systems, 
known collectively as "c4". It is working on ad-
vanced cruise missiles, a satellite positioning sys-
tem and airborne early-warning radar, but does not 
yet have any of them. lt has built two modern de-
stroyers, but is stuck now because America will not 
supply their gas-turbine engines. It has made fighter 
aircraft but its advanced model, the t-io, under 
development since the mid-198os, has yet to fly. 

China's government has now turned to Russia 
as the best available source of foreign technology. It 
has bought 72 Su-27 fighters—and plans to build 
more under licence—as well as Russian Kilo subma-
rines. But with a limited procurement budget (esti-
mates range from $2 billion-5 billion a year), it can-
not splash out on imports. Besides, Russia, being 
itself backward in c4, is not the ideal partner. It 
now insists on being paid mostly in hard currency 
rather than soft running shoes, and is unwilling to 
sell its best equipment. 

In the long run, China's armaments industry 
does have great potential. Any country that is quar-
relling with so many neighbours has a strong incen-
tive to master high-tech weapons manufacturing. 
So long as the economy grows rapidly, the govern-
ment can spend increasing sums on R&D and im-
ported technology. China has proved that, if it con-
centrates resources on a particular objective, such 
as building ballistic missiles, it can succeed. But for 
the time being its defence industry is inferior to that 
of Taiwan, Japan or Russia. And that gap is likely to 
grow—unless China joins the rest of the world in an 
increasingly global arms business. 
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Bischoff: alliance-minded 
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A new Atlantic alliance? 

THE globalisation of arms production will be 
shaped by political geography. Across the Atlan-

tic, within the NATO area, alliances and technology 
transfers will come thick and fast. Asian countries 
such as Japan, South Korea and Taiwan will in due 
course join this web of inter-dependence, provided 
they remain closelyallied with America. Russia and 
China, for now, will remain apart: NATO govern-
ments cannot yet trust them not to pass know-how 
to the wrong people, or to use it against the West. 

The next stage of this globalisation will involve 
alliances between American and European compa-
nies. The benefits are potentially huge: shared tech-
nologies, cheaper new weapons, less risk of protec-
tionism, more chance of competitive tendering, 
more common equipment for NATO forces and 
stronger political ties among the allies. 

Dasa's Manfred Bischoff, a champion ofsuch al-
liances, thinks it inevitable that NATO members 
will come to depend on each other for militaiy sup-
plies and technology. He points to the jet-engine 
manufacturers, in their civil business, as a model 
for the defence industry to follow. Each of the big 
three companies is linked with a transatlantic part-
ner. General Electric has a successful joint venture 
with France's Snecma; Pratt & Whitney has an alli-
ance with Dasa; and Britain's Rolls-Royce has 
bought Allison, an American firm. 

Transatlantic misapprehensions 
But Mr Bischoff worries that the Americans may 
think they can have their cake and eat it—making 
alliances to secure access to foreign markets while 
insisting on protecting their own. He relates indig-
nantly that when General Dynamics wanted Dasa 
engines for Abrams tanks, they had to be made un-
der licence in America. The Pentagon insists that 
virtually all the foreign weapons it buys are made 
byAmerican companies in America. "Partnerships 
must be based on the respect of equals," he says. 

Deep down, the Europeans know that until they 
get a move on with restructuring their industry, 
they cannot claim to be the Americans' equals. They 
are right, though, to argue that American attitudes 
often discourage partnerships. For instance, Lock-
heed Martin's Norman Augustine has said that the 
"two-way street" in transatlantic trade should not 
cover only armaments. America has a competitive 
advantage in arms and should export them, he says. 
Europe is good at making things like wine, whisky 
and marmalade which it can sell to America. 

There may be some economic truth in Mr 
Augustine's jibe, but politically it is not realistic to 
suggest that the free world should simply hand over 
weapons production to America. The Europeans 
believe that this would constrain their ability to 
manage national, or indeed European, foreign and 
defence policies. 

As things stand, there is not much of a two-way 
street in armaments. In 1995 America imported 
$5oom-worth of European arms, but exported $3.1 
billion-worth to Europe. To most Americans, those 
figures are proof of their technological superiority; 
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to most Europeans, they reveal American protec-
tionism. There is truth in both explanations. 

Paul Kaminski, the Pentagon's retiring procure-
ment chief, did his best to encourage America to 
join international programmes and to buy foreign 
weapons. But congressmen and the armed forces of-
ten undermined his efforts. Thus the army went be-
hind Mr Kaminski's back to cut off money for the 
Medium Extended Air Defence System (MEADS), a 
joint American, German and Italian venture for 
missile defence, although funds were later restored. 

A smaller defence budget seems to have made 
Congress determined to ensure that all of it is spent 
at home. It has seldom understood Mr Kaminski's 
argument that international projects can save 
money, thus allowing more weapons to be devel-
oped and creating American jobs. Congress still 
passes laws with "domestic source requirements", 
specifying that certain items have to be made at 
home. For example, the Commerce Depart-
ment, concerned by the success of British-
made Martin Baker ejector seats in America, 
has set up an inquiry which may lead to 
source requirements on such equipment. 

Under American law, any defence con-
tractor bought by a foreign firm has to be run 
by a "proxy board" of Pentagon-approved 
American citizens. Any contact between the 
parent and its company, such as visits, is 
strictly limited. France's Matra, which in 
1988 bought Fairchild, a maker of avionics 
and satellites, found the experience deeply 
frustrating. "When we saw the management 
going wrong we could not step in to put it 
right," recalls Francois Heisbourg, a senior 
vice-president of Matra. "We could hire and 
fire but were not allowed to tell the board 
what the strategy should be." Not surpris-
ingly, Matra sold Fairchild in 1994. 

American rules on technology transfer and ex-
port control also make joint projects and collabora-
tion difficult. The Pentagon will not release the 
source codes for the software of its military technol-
ogy, even to close allies such as Britain. And any 
weapon containing American parts requires re-ex-
port approval from the American government. The 
point of this rule is to prevent high-tech equipment 
getting into the wrong hands—but it has been used 
for commercial advantage. When Swedish Gripens 
were competing against American F/A-185 for a 
Finnish order, the Pentagon stopped them being fit-
ted with American missiles. That encouraged Fin-
land to buy F/A-18s. 

The Europeans, for their part, are far from 
blameless. Their penchant for protecting their own 
markets from each other—let alone from the Ameri-
cans—makes it that much harder to build a transat-
lantic armaments market. And until the European 
companies get together, most of them will be too 
small to link up with American firms except as sub-
contractors. The delays in restructuring Airbus are 
unfortunate. Not until Airbus is run like any other 
company will ime and Dasa let it make the A3xx. 

In the end, even 
defence must 
globalise 
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Boeing's joint Strike Fighter—in more than one sense 

And only then will Lockheed Martin agree to be-
come its partner. It does not help that the French are 
sometimes a little paranoid about American inten-
tions. "We are not interested in alliances with the 
Americans. The Europeans are too small and would 
become suppliers of spare parts," says Jacques 
Loppion, chairman of Giat. He points to the dan-
gers ofbecoming dependent on America, which he 
thinks is aiming for total global leadership. 

For all the evident barriers on either side of the 
Atlantic, there is not much doubt that international 
co-operation on armaments will increase. Those 
who invoke national security to oppose interde-
pendence are often doing no more than appeal to 
pork-barrel politics or national pride. Defence bud-
gets in Europe and America are continuing to 
shrink. Mr Kaminski points out that America could 
not afford to develop MEADS if foreign govern-
ments were not paying nearly half the cost. 

Encouragingly, too, the leading American con-
tractors are changing their attitude. They may, as M r 
Bischoff says, try to have their cake and eat it. But 
they also believe that, unless America opens its 
doors, there is a real danger of Euro-protectionism. 
Last year they persuaded Congress to pass legisla-
tion empowering the Pentagon to overturn some 
"domestic source requirements". 

Boeing's Alan Mulally is sincere in his desire for 
international partnerships: his company is taking a 
40% stake in Aero Vodochody, a Czech maker of 
light attack jets. And even in France, people such as 
the DGA'S Mr Fournet and Matra's Mr Heisbourg 
think that—once European firms have restruc-
tured—there will have to be transatlantic alliances. 

Such alliances will require common projects, 
which in turn depend upon common require-
ments. William Cohen, America's new defence sec-
retary, is committed to supporting the few common 
projects already under way. America, France, Ger-
many, Spain and Italy have developed MIDS, a digi-
tal communication, navigation and identification 
system for vehicles or aircraft. Mr Kaminski inter-
vened to block a rival system favoured by the us Air 
Force, and mi DS iS now in production. 

Another transatlantic project, based on a com-
mon British and American requirement, is for a re-
connaissance vehicle that would cany sophisti-
cated surveillance equipment. Two transatlantic 
teams—one consisting of Lockheed Martin, BAe, 
General Dynamics and Vickers, the other of GEC., 
Texas Instruments, GKN and United Defence—will 

compete for a contract worth about $5 billion. 
Then there is the Joint Strike Fighter, which the 

Pentagon estimates will cost $210 billion. The Neth-
erlands, Denmark and Norway have already de-
clared their interest in buying into the programme 
as "associate partners". Germany needs a replace-
ment for its Tomado bombers and may take part 
when it has found the funding for Eurofighter. In 
the long run the JSF may become a huge collabora-
tive venture for America and its allies-if only be-
cause, come 2020, it may be the only advanced 
fighter being built in the western world. 

Companies are driving this globalisation, but 
governments also have a part to play. The Clinton 
administration should try harder to convince Con-
gress of the virtues of international collaboration 
and the vices of protectionism. It should push for a 
relaxation of the rules on proxy boards, on technol-
ogy transfer and on the re-export ofAmerican parts. 

The EU, for its part, should revise the Treaty of 
Romes article 223, to show it is serious about a com-
mon armaments market. Europe's politicians 
should encourage defence firms to link up, and give 
them some help by agreeing on common rules for 
exports. The Joint Armaments Co-operation Orga-
nisation, recently set up by Britain, France, Ger-
many and ltaly to manage common programmes, 
should champion pan-European tendering. 

Ajob for NATO 
There is only one body that can oversee the creation 
of a transatlantic armaments market, and that is 
NATO. It already has a Conference of National Ar-
maments Directors (CNAD), which is supposed to 
harmonise procurement requirements. But CNAD 
has achieved little. lt has spent years arguing over 
four competing systems ofairborne ground surveil-
lance. The armaments directors lack the clout with 
their governments that would enable them to strike 
deals on common requirements. 

Norman Ray, the NATO official who chairs 
CNAD, sensibly argues for a new, high-level forum 
that would bring together policymakers from de-
fence, foreign and trade ministries. Such a forum 
could promote a transatlantic market by drawing 
up common rules on exports, technology transfer, 
state aid and shareholdings. It could co-ordinate re-
search programmes and hammer out common re-
quirements for new weapons. 

The forum should encourage some division of 
labour among the allies. For instance, it may not 
make sense for the Europeans to devote part of their 
scarce resources to a new transport plane, such as 
the putative Future Large Aircraft, or to spy satel-
lites, when America's industry is already strong in 
those areas. Similarly, there may be areas of Euro-
pean strength—for example, some of the avionics 
that GEC successfully exports to America—where 
the Pentagon could save money by pruning R&D. 

Once this forum was established, non-NATo 
countries with advanced defence industries and re-
liable democracies—such as Japan, Australia, South 
Africa and Israel—could join. In the long run, who 
knows, Russia or even China might qualify for this 
global armaments club. But that would be a ques-
tion of politics rather than economics. In the weap-
ons business, politicians will always have a say. 
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such laws, if oniy to protect themseives from malpractice 
suits. All this suggests it would be an abdication ofmoral duty 
if human beings did not at least make the attempt. 

The burden ofsuch laws should be that assisted suicide is 
a last resort. It should be there for peoplewho insist on it; they 
should have the freedom to make their own choice. But before 
embracing that option, doctors and politicians should con-
sider other ways to shore up the dignity and self-determina-
tion of the individual. Patients should be fully informed 
about what is being done to them. They should receive the 
best care possible, including palliative treatment, a dimen-
sion of terminal care that is often scandalously neglected: 

7 - 4- 97 
and this in turn will require, in America, a proper effort to 
extend health coverage to the uninsured. Patients should be 
able to determine where they die, at home, in a hospice or in 
hospital. And, most fundamental, they should have the right 
to refuse medical treatment, either at the time or through ad-
vance directives such as "living wills". 

Of course, it could be argued that refusal of treatment is 
often tantamount to a wish to die sooner. It could be argued, 
too, that an injection by a doctor could bring about the same 
result more painlessly and quickly. But this choice, like the 
choice of suicide itself, is a special thing: a decision that must 
belong to individuals and their consciences. 

a 

Bill Clinton's golden moment 
~=-~ -~' 

Use it, don't lose it 

Amedca's unemployment 14 
rate, % t4 

: 

1992 .93 • 0.4 . 

VERY host likes to show off; and few have more chance 
E than Bill Clinton at the opening this weekend ofthe Sum-
mit of Eight. Resplendent in his re-election and in his new 
youthful haircut, backed by the Colorado mountains and the 
sweeping western skies, the president will be in his element. 
Best ofall, though, is the fact that he presides over an economy 
(see page 27) that is now the wonder of the world. 

America is now in the seventh year of an orderly expan-
sion, growing at an annual average rate of 2.5%, with no sig-
nificant downturn in sight. Unemployment stands at around 
4.8%; yet, astonishingly, there are no signs of inflation. The 
stockmarket is at an all-time high; Americans are being paid 
more, and they expect to hand their prosperity on to their 
children. That old ghost, worker insecurity, seems to have 
drifted away. To the perplexity and envy of the Denver 
summiteers, America, with over 12M new jobs since 1991, 
now seems to be an unstoppable job-creating machine. 

The president's bit 
How much of this should their host seize credit for? The 
summiteers will want to know, in case there are lessons they 
can carry back home. Some American advantages, it is true, 
will be hard to replicate. Its people are more entrepreneurial 
than Europeans, more willing to move in search of work, 
harder-working when they get there, and less bothered by so-
cial inequality. They can raise money in the countrys deep 
capital markets and sell to a huge single domestic market 
united by a common language. Yet even natural advantages 
can be squandered; it is not so long since America was pro-
nounced in deep economic decline. In many ways, it is eco-
nomic management, even of Bill Clinton's haphazard vari-
ety, that has restored America's health. 

From the mid-197os onwards presidents pushed for de-
regulation in areas from telecoms to road haulage; the result 
has been higher productivity and growing markets. Awkward 
trade unions have not been tolerated, and even Democrats 
have seldom contemplated social mollycoddling of the sort 
that has inflated labour costs in Europe. Labour-market flex-
ibility, although traditional, has also been encouraged by gov-
ernment policy. MrClinton pursued the trade pacts that have 
brought new jobs and competition; since the passing of the 
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North American Free-Trade Agreement in 1993, America's ex-
ports to Mexico have risen by a third. Against his voracious 
instinct to interfere, the president has left Alan Greenspan at 
the Fed to manage monetary policy with finesse. And lastly, 
by embracing the principle of lowering budget deficits, Mr 
Clinton has allowed long-term interest rates to fall too, en-
couraging business to invest in new plant, new tools and, 
shiny new computers on a scale barely dreamt of elsewhere. 
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Booms and their uses 
The question that remains is whether he, and Americans in 
general, are making the most of these extraordinary times. 
Economic booms bring governments more revenue, as well 
as more breathing space. These can be frittered away, or they 
can be used to tackle deep-seated problems and invest in fu-
ture growth. America at present, like the proverbial summer 
grasshopper, is doing more frittering than stockpiling. 

Sensible long-term ideas are not lacking. Already, extra 
revenue in state treasuries is easing the pain ofgetting welfare 
mothers into jobs. IcaudikLisaillgaj ul.D125idjaaduca-
tion ever.imeass..sucb..al charter schools and school vouch-
us. or testing to uniform national standards; it could be used 
to rec • te the inner cities, or to expand the 
programme of tax credits for poorer wor ing Americans. As 
the European visitors to Denver wi f trforratrate to point out, 
3% of American families remain in poverty while the coun-
ry booms; and although their numbers are falling at last, the 
ap between rich and poor, skilled and unskilled, remains far 
iderthan a civilised countryshould accept. 

Yet the omens are depressing. America still clings to some 
ad economic habits, including a failure to save—the private 

savings rate, at a dismal 5%, is one of the lowest among the 
rich countries—and a tendency to think short-term rather 
than provide for the future. Recent congressional behaviour 
has been typical. Trade pacts have fed the boom; yet extension 
of fast-track authority to admit Chile to NAFTA has been lan-
guishing for months. Fiscal discipline has restrained interest 
rates; yet the budget deal which has just been agreed contains 
tax cuts unbacked by explicit spending cuts, and throws to the 
wind the few sensible entitlement reforms which Congress 
had been contemplating. This is a budget which, far from in-
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The right to choose to die 

• - 

• 

LMOST a year ago, America's Supreme 
1-1 Court decided to rule on whether the 
constitution includes the right to request a 
doctoes help to commit suicide. Any day 
now, it will announce its conclusion. When it 
comes, it will be the most important ruling 
made so far on an issue that increasingly di: ' 
vides the world. Is there such a thing as a 
"right to die, by which individuals may de-
cide the time and the manner of their deaths? , 
By extension, should people have a right to 
enlist the help ofothers when theycannot kill 
themselves? And should this issue, so fraught 
with considerations of individual con-
science, suffering and belief, ever be brought 
before a court at all? 

The phrase "right to die is misleading. What people 
reallywish to establish is something related to that, but differ-
ent: individual control, as far as is possible, of the process of 
dying. Such a wish has been made urgent as a direct conse-
quence ofcertain advances in medicine(see pages 21-24). Peo-
ple may be kept alive, hooked up to respirators or dialysis or 
feeding tubes, more or less indefinitely; or they may be sub-
jected, when old and resigned to death, to invasive opera-
tions. Rather than suffer this fate, or go through the agonising 
pain that may occur in terminal illness, patients in devel-
oped countries increasinglywant to die sooner. Increasingly, 
too, doctors and nurses help them to do so in spite of existing 
laws that make assisted suicide a crime; and in practice they 
are not convicted. What remains unclear is whether assisted 
suicide should be declared acceptableand legal; and to what 
extent ON  pi:40m witb all its grey areas, can be regulated in a 
way that pmtects the sTujnetable andguards against abuse. i 

. . - • .... ' • -- - ' Freecloikrand _ ,
. 

Wes—tern—  feligion-slrafein -Iniw—er, and it is uncompiaiiising.i 
it is wrong for individuals to end the lives that God has given ; 
them. The classic liberal position, which is that of The Beano- 1, 
mist, starts from a different premise. Individuals have a right : 
to self-determination, and this includes—perhaps, naturally ' 
culminates in—the right to cut short ones own life. 

Liberals should, however, recognise two qualifications. k 

The first is one of principle. Men are not islands: in every life, 
other peoples interests are involved. It is often argued, by 
those of a paternalistic frame of mind, that these interests are 
also the states, which has a stake in preserving the lives of its 
citizens.There is something in this: the state should defend its 
population from aggressors, for example. In individual cases, 
however, the notion is offensive. A state has no property right 
in an individual, as if he were a mere payer of dues and taxes. 
His life—including whether or not he believes in God—is his 
own business. With one proviso: that it is also the business of  

his relatives and, especially, his dependants. 
The reason that suicide, assisted or not, gives 
liberals pause is that it rarely, if ever, leaves 
others undamaged. Weighing the individ-
uals' interests against those of others is argu-
ably much trickier for suicide than, say, for 
freedom ofspeech. 

Assisted suicide introduces a new set of 
difficulties. Most crucially, it brings another 
person into the case. Here, the initiative to 
end a life is transferred from the subject to 
someone else, typically to a doctor or a nurse. 
But it remains uncertain under what condi-
tions an individuar-i.right to die can be 
transferred. Most of the few existing assisted-

suicide laws rely on the principle of active and informed con-
sent to a procedure that may, or will, lead to death. But the 
questions of what constitutes consent, where the initiative re-
mains and, most of all, how those no longer able to speak for 
themselves might be included, have still not been resolved. 
Most laws also require that the patient should be terminally 
ill: yet this definition is almost too broad to be useful. Should 
a suicide be assisted when a patient is a certain distance from 
death, or when he has simply given up hope? 

Such practical difficulties may not be insuperable; in-
deed, in most cases, they are apparently worked out to the 
satisfaction of all parties. Yet even where the criteria for as-
sisted suicide seem to be met satisfactorily, the moral difficul-
ties do not disappear. A request for help in suicide—as op-
posed to cessation of treatment—means that the provider, 
rather than omitting tocure the patient, is required activelyto 
kill him. It is often argued that the distinction between curing 
and killing is blurred in any case: doctors frequently pre-
scribe increasing doses of opiates which, as well as relieving 
pain, will advance the death of a patient. Yet here intent is 
decisive.A doctor who intends primarilyto relieve pain is not 
killing his patient, even if death is the result. On the other 
hand, a doctor who sedates his patient as far as coma in order 
to cause death bystarvation is intending to end a life. And the 
danger is that, in times when health care must be rationed, 
this second intention—even if unacknowledged—may come 
to play a greater part in medical decisions. 

Nonetheless, as the rich world's population grows older, 
help in dying will be increasingly requested. How, then, can it 
be adjudicated? Courts are not the ideal forum for settling 
debates of conscience. Even legislatures' are tricky places in 
which to devise rules for what will remain an essentially pri-: 
vate practice. It would take an extraordinary law that could 
disentangle, in every case, the motives of mercy from those of 
easy disposal. In the Netherlands, where legislationlhas been 
in place for the longest time, some researchers seem to have 
found disquieting signs of slippage. But many doctors want 

ON OK 
A Eli, • 

11 1 

L U 

THE ECONOMIST JUNE 211T 5997 15 



vesting in future growth or helping the poor, favours the rich 
with cuts in capital-gains and inheritance taxes: devices likely 
to fuel the already giddystockmarket and to bring the country 
just what it needs least, a consumer-spending boom. 

There are other clouds on the horizon. The population is 
growing older and more dependent. An ever-tightening la-
bour market, especially for skilled workers, may eventually 
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put pressure on wages. Other industrialised countries will 
start to grow again, putting up commodity prices. If, added to 
these, America's fiscal management begins to wobble, the 
country will start to lose its attraction as a model for the world 
to emulate. And Bill Clinton (by then either on the Little Rock 
golf course, or in disgrace) may well lament that when he had 
his golden moment, he mostly basked in it. 

a 

Cheer up, Europe 
'  - 

Most Europeans won't be too disappointed by the modesty of this 
week's work in Amsterdam IN. • 

IT WAS a crabby week in Europe, culminating in a half-
agreement in Amsterdam which, far from drawing a nice 

clear map of the European Union's future, left a vista of blank 
spaces on a dog-eared document and scowls on the faces of 
many of the continent's leaders (see page 51). The crabbiest of 
issues—though it was not originally meant to have been on 
the Amsterdam agenda at all—was Europes planned single 
currency, the euro. An argument between France and Ger-
many did not quite ruin the occasion. Indeed, the euro still, 
on balance, looks likelyto arrive on time, in 1999. But theway 
it will be managed looks ever more dubious. 

As for the non-euro parts of the meeting, it became embar-
rassingly plain how much harder it is for 15 countries, rather 
than the dozen that last fixed up a new plan for Europe—at 
Maastricht in 1991—to agree on a path forward. And adding 
to the mood of crabbiness was the realisation that the pair 
that have previously driven the European idea, France and 
Germany, are no longer in synch, and not just over the euro. 
Helmut Kohl, Germanys chancellor, has lost much of his au-
thority; and Frances new Socialist prime minister, Lionel 
Jospin, does not yet seem to have decided quite what sort of 
Europe, let alone what sort of euro, he wants. 

The saddest conclusion to be drawn is that the new 
French government has no idea how to slay the monster of 
unemployment that is blighting much of the continent and 
has given the EU such a bad name. It is not the struggle to 
create a euro that has put 18m EU citizens out ofwork, but the 
failure of govemments, Frances in particular, to deregulate 
their econdmies, privatise state behemoths and free their la-
bour markets. All the talk in Amsterdam about co-ordinating 
labour policies was mere waffle. If the European club is to 
recover its prosperity, those measures, not arguments over 
whether the euro should be hard or soft, are what matters. 

In any event, the emerging shape of Europe is looking 
rather different from the edifice imagined by the leaders of 
France and Germany five years ago. A future EU now prom-
ises to be a lot less grand. The single market is a huge success, 
but other vehicles for "ever closer union" are stalling. A joint 
defence identity is still a dream. The idea ofjoint foreign pol-
icy has failed to go far, though it was agreed in Amsterdam 
that once a shared policy has been unanimously accepted, 
some aspects of its implementation could then be decided by 
majority vote among the Eu's members. A common policy on 
immigration, visas and asylum will gradually be arranged, 
but again only by unanimity. Border controls within the 
Union (except in Britain and Ireland) will fade. But, signifi-

THE ECONOMIST JUNE 21ST 1997 

cantly, speedy integrationists seem to have failed in Amster-
dam to win a system whereby those keenest to form inner 
clubs within the EU will be able simply to ignore objections 
from laggards like Britain. If the Union expands to, say, 20 

members over the next five years or so, it will be harder still 
for the integrationists to create even the kernel of a United 
States of Europe. 

What this all means is that the-supranationalists, espe-
cially with France and Germany newly at odds, are on the 
defensive.Yet, at the same time, it will plainlybe far from easy 
to bring in at all quicldy even the most promising candidates: 
Poland, the Czech Republic, Hungary, perhaps Slovenia, per-
haps Estonia. The Union's operating procedures—the way 
voting weights are decided, the number of EU commissioners 
per member, and so on—will have to change.Yet, after spend-
ing fully 18 months on precisely those issues, the Amsterdam 
summiteers failed pathetically to reach conclusive agree-
ment. Instead, in a classic prevarication, they decided to ad-
just the mechanisms—once applicants come close to joining. 

Ode to modified joy 
But at•least those applicants can, by the end of the year, start 
negotiating in earnest. Indeed, step back from Amsterdam 
and you see much to cheer about in Europe. For all its hiccups 
and slip-ups, the continent is groping forward. Its market, the 
biggest in the world, is getting bigger and freer. The Union is 
still on course to absorb swathes of the continent that, less 
than a decade ago, were in the suffocating grip of commu-
nism. NATO, the military organisation that already clasps 
most of the ofs members together, is poised to expand too, 
with formerly neutral states as well as ex-Soviet satellites al-
ready linked in partnership. 

The continent as a whole, whatever the disappointments 
that have followed the fall of communism, is slowly becom-
ing safer, richer and more hopeful. Even countries as rough as 
Russia, Romania and Bulgaria are moving in the right direc-
tion. The Balts look a bit less vulnerable, the Caucasus a bit 
less chaotic, the Balkans a bit less bloody. The United States is 
still engaged. The mood in Westem Europe remains likely to 
reflect the prospects for the single currency, and there will be 
much gloom if it fails. But it is becoming plainer that the 
eurces postponement or failure would not, whatever Mr Kohl 
says, be a war-or-peace matter in the eyes of most Europeans. 
Europe has plenty to occupy itselfwith for some time to come. 
The modesty of Amsterdam was recognition of that. 

U 
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LEADERS 

Those two capitalisms, again 

lbe travails of NatWest highlight the difference between Britain's famously 
impatient investors and the rest of Europe's famous patience 

E
VEN the casual observer must this week have noticed that
not all is well with Britain's banks. Yes, millions of Britons 

have been cheerfully bribed by building societies to let these 
bodies shed their mutual status and tum into banks. But 
NatWest, Britain's biggest bank by assets, is meanwhile facing 
a spot of bother. After warning of falling profits, and in the 
wake ofa mix-up in March in the pricing of some options, it is 
being forced by unhappy shareholders to reconsider its strat­
egy of building a global investment bank in tandem with its 
retail business. Martin Owen, the head of the investment­
banking division, NatWest Markets, has obligingly fallen on 
his sword. The talk now at NatWest is of transferring capital 
to the safety of the high street (see page 71� 

In banking, however, things are seldom entirely what they 
seem. It seems that NatWest is being punished �r weak man­
agement Those mispriced options, which lost the bank £77m 
($124m) before being detected, were certainly evidence that 
some of the bank's internal controls were inadequate. But 
weak management is not the whole explanation fur Nat­
West's troubles. The bank is also the victim of a strategic 
predicament-and an accident of geography. 

NatWest's predicament is the same as that of most other 
commercial banks around the world that are trying to barge 
into the big league of investment banks. In many rich coun­
tries the high street is overcrowded and the banks' traditional 
business of lending at interest is becoming less profitable. 
Many commercial banks have therefore tried to enter busi­
nesses....:trading and selling securities, asset management and 
the provision of merger advice-that seem destined to grow 
along with the globalisation of the world economy and its 

-�-

Artists' roya�ties 

A "right" too far 

A MONG the many wonders of London is its ability to keep 
fi hold of the market fur products such as wine and fine 
art, which Britain itself does not make conspicuously well. 
But nothing lasts forever. Britain's art dealers are up in arms 
about two pieces of Euro-harmonisation which, they say, will 
damage their business. It .is hard to join their, indignation 
about Britain having to raise value-added tax on art sales to 
European levels. But they are right to object to the fact that 
Britain is being asked to adopt a law known as the droit de
suite. This law, with all due trans-channel respect, is daft. 

Nine European countries and one American state have 
adopted the droit de suite, which says that whenever a work 
of art such as a painting is sold by one collector to another, a 
share of the price the buyer pays should go to th� artist or, fur 
70 years after the artist's death, to his heirs. The sentiment that 

financial markets. But this sector, although undoubtedly lu­
crative, is already occupied by powerful American houses 
such as Goldman Sachs, Morgan Stl!nley and Merrill Lynch. 
These firms benefit not only from a history of specialisation 
but also from readier access to the mighty capital markets of 
their home country. 

Does it make sense to combine commercial and invest­
ment banking in a single entity? There may be no single an­
swer. In America Bankers Trust and J.P. Morgan transformed 
themselves from commercial into investment banks. In Brit­
ain Lloyds has latterly been content to remain on the high 
street while NatWest and Barclays have tried to do the splits. 
On the continent of Europe many of the big universal banks 
think they can master both trades. Germany's Deutsche Bank 
has spent a fortune trying to build a global investment bank 
around Deutsche Morgan Grenfell in London. Arguably, it is 
not the strategic choice that matters so much as staying power 
and the quality of the strategy's execution. 

Which, of course, is where that accident of geography 
comes in. Unlike most European banks, British banks hap­
pen right now to be earning good profits on the high street, 
making the returns from the investment-banking operations 
of NatWest and Barclays look feeble by comparison. And this 
is a comparison that Britain's famously impatient but now 
also active shareholders are indeed disposed to make. Deut­
sche Bank, by contrast, plods expensively on. One day, this 

• may win Deutsche a place among the best of the world's in­
vestment banks. If that unlikely event occurs, there will be
hymns to the virtue of"patient capital". But in the meantime,
just think how much money its shareholders will have lost

inspires the droit d.e suite was evident in the posters that an­
nounced its introduction in France in 1920. They showed a 
ragged widow and her daughter staring at a well-lit painting 
hung in the window of a shop. "That's one of Daddy's paint­
ings," whimpers the impoverished child 

The image of the penniless artist starving in his garret 
makes fur great opera but terrible legislation. The law may 
have been intended to stop artists from starving, but most of 
the 3% levy on art sales collected in France goes to half-a­
dozen families whose famous names already keep them well 
stuffed. And even if the facts were otherwise, the principle 
behind the law would still be misconceived 

Defenders of the droit de suite sometimes point to the roy­
alties that accrue to sales of books and recorded music. This 
misses a vital distinction. Works of graphic and plastic art are 
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Sustainable arguments 

HARARE 

Conservationists are coming round to 
and plants may help to preserve them 

the idea that trading in ratis 
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SCIENCE AND TECHNOGY 

C os 

SAVE the whales. Save the elephants. Save 
the rhinos, bears, tigers and vicunas, 

too. And don't forget the mahogany trees. 
Strategies to save these threatened species, 
and scores of others, were hotly debated 
and voted on at the tenth meeting of the 
Convention on International Trade in En-
dangered Species (crrEs) that has been held 
in Harare over the past two weeks. 

The CITES conference brought together 
more than 1,50o partici-
pants—from animal-rights 
activists and dedicated 
conservationists to big-
game hunters and but-
toned-down, briefcase-tot-
ing delegates—from the 136 
countries that are signa-
tories to the CITES treaty. 
And when the votes were 
cast, the whales were in-
deed protected from 
legalised whaling. All five 
proposals by Japan and 
Norway to end the strict in-
ternational moratorium 
on it failed to muster the 
needed two-thirds major-
ity. But such blanket pro-
tection may soon be a 
thing of the past, for the Don't burn it. Sell it 
real argument at Harare re-
volved around elephants—which were as 
legally mollycoddled as whales were until 
the meeting, but are now open, in some cir-
cumstances, to legitimate trade. 

Tusk force 
The elephant question is a microcosm of a 
bigger one—the question of when protec-
tion should give way to "sustainable use. 
And the answer that emerged at the confer-
ence is "generally as soon as possible. 

Sustainable use means that people 
should be able to use anyspecies of plant or 
animal for their benefit, as long as such use 
leaves enough of the species intact for its 
continued existence. Use it or lose it. As far 
as Zimbabwe, Botswana and Namibia 
were concerned, theywanted to use their el-
ephants. Now, they can. 
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(thus making all trade in the animal and its 
parts illegal), nearly too tonnes of ivory has 
been seized. As a result of this traffic, Afri-
ca's elephant population dropped from 
lam in 1979 to just 600,ooo today. 

According to the strict-enforcement 
strategy, the way to deal with this is to post 
more armed guards to shoot the poachers. 
But according to the principle of sustain-
able use, if the people who live in the ele-
phants' range can benefit economically 
from the beasts, they will value them and 
stop any poaching themselves. 

In Zimbabwe, this has started already. 
The pioneering CommunityArea Manage-
ment Programme For Indigenous Re-
sources (Campfire) channels money paid 
by big-game hunters to the rural poor who 
live in elephant habitats. Hunters will pay 
as much as $12,goo to kill an elephaht and 
in Zimbabwes Campfire areas all of this fee 

 -goes to the communities 
where the hunt takes place. 

re 
The success

brough to faboCau
mp-
t a 

oubling of the elephant's 
ange in Zimbabwe to 3o% 
f the country. Zimbabwes 
lephant population is 

thriving and is now esti-
ated to be around 

6,ooo. Botswana and Na-
ibia have followed simi-

lar policies and their ele-
phant populations have 
lso grown. It is widely ac-

cepted that these countries 
have too many elephants 
and that expensive popula-
tion-control measures, in-
cluding culling, will soon 

necessary—hence the 
desire to establish a legiti-

mate trade in elephant products. 
And what goes for elephant tusks 

should go for rhino horns, bear gall-blad-
ders, vicuna wool and mahogany planks. 
Indeed, by this logic, CITES'S most impor-
tant tool is a listing in Appendix Two, 
which allows regulated trade, not Appen-
dix One, which makes all trade illegal. 

The theory of sustainable use was, , in 
fact, a cornerstone of almost all the argu-
ments at the conference. Indeed, the orga-
nisation's original mandate has been 
usurped. Far from preventing trade in rare 
species, CITES and most other conservation 
groups now want to design better ways to 
regulate that trade and to monitor its ef-
fects. Banning it was not merely futile, but 
counter-productive. 
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The reason sustainable uselto 
appeal to conservationists is O a 
species has an economic valufln-
tle motive__ tor oesmle t ~ c~on' le-

m phants ay appear valuable uut 
not to the subsistence farmeust 
live alongside them.To these rinS, 
elephants are a menace wFoYs 
their crops and sometimes kil 

This may sound perfect but 

v 

- 

it has taken a long timecepted. 
CITES started in 1973, in 1,9, DC, as 
an attempt byAmerica tciational _ 

legal backing for its dorillations 
on trade in endangered se feeling 
then was that any such threaten-
ing. The best way to ensu'ival of a 
species was thought to ben a park, 
protect it and let it thrive the doc-
trine of "strict enforcUnfortu-
nately, in most cases, it cut 

Elephants were, in Bal excep-
tion to this failure. wi enforce-
ment worked—as it dicabµ'e, Bo-
tswana and Namibian Popul-
ations did increase. less well-
govemed countries premained 
rife. Since 1989, when cd the Afri-
can elephant in Appeilf its treaty 
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Is competition red in tooth and claw? 

EXTINCTION is not caused only by 
the hunting of economically valu-

able animals and plants. The principal 
reason why species become extinct is 
that their habitat is destroyed. But an im-
portant subsidiary reason, ecologists 
have long reckoned, is the introduction 
of foreign organisms that compete with 
native species. Work by Ted Case of the 
University of California, San Diego, 
(who is himself an ecologist) suggests 
they may be wrong. 

Ecological theory proposes two ways 
in which introduced species could cause 
problems for native ones: competition 
and predation. The damage caused by 
predation is well established. Cats, dogs 
and rats have probably exterminated 
more species of vertebrate than direct 
human activity. But the idea that native 
species might simply be shoved aside by 
newcomers is less well established, so Dr 
Case decided to examine it. 

He collated information on 
bird introductions to more than 
7o islands, ranging from the tiny 
(the Juan Fernandez archipelago 
in the South Pacific) to the massive 
(Australia). What he found sug-
gested, at first sight, that he was on 
to something. The number of suc-
cessfully introduced species (473) 
was similar to the number of spe-
cies that had become extinct (367), 
as would have been expected if the 
newcomers were chucking the na-
tives out oftheir ecological niches. 

But, by digging a little deeper, 
he found that there was less to the 
story than met the eye—for most of 
the extinctions pre-dated the in-
troductions and so could not have 

been caused by them. That, however, 
opened up a second pOssibility—that the 
introduced species were thriving be-
cause the niches they required were now 
uncontested. But even this turned out to 
be false. According to Dr Cases analysis, 
most of the new birds prefer to occupy 
territory that has been modified by 
man—such as grasslands, gardens and 
parklands—rather than slumming it in 
natural habitats. 

He thereffire concludes that the bal-
ance of numbers of introduced birds 
and native extinctions reflects the rela-
tive abundance of natural and unnatu-
ral habitats. If losses of natural habitat 
roughly equal the amount of unnatural 
habitat created, then extinctions and 
successful introductions might be ex-
pected to balance too. So habitat destruc-
tion and not competition seems to be to 
blame,for most extinctions here, as well. 

Moving to foreign parts 

SCIENCE AND TECHNOLOGY 
? ,  

The solar system's past 

Eggbeaten 
WASHINGTON, DC 

I F YOU are an historian of such things, 
the solar system is a difficult place to un-

derstand. First, it seems to have formed in 
conditions that were both infernally hot 
and terrifically cold. Chondrites (meteor-
ites that are generally recognised as left-
overs from the solar system's earliest days) 
are made of beads of rock known as chon-
drules embedded in a matrix ofcompacted 
dust. The chondrules were once molten. 
But the dust seems to have accreted at tem-
peratures close to absolute zero. 

Then there is the problem ofthe earth. It 
appears to be made of the wrong stuff. Vola-  

tile elements (especially nitrogen and oxy-
gen) are rarer in its rocks than they should 
be if it condensed from the same material 
as the sun. So, indeed, are some non-vola-
tile ones (Such as calcium and aluminium). 

But the earth's composition is relatively 
normal compared with that of Pluto. This 
object, the smallest and most distant that is 
generally regarded as a proper planet, has 
somehow acquired twice the amount of 
rock that theory suggests it should have. 
That theory, therefore, must need a tweak. 
At the American Astronomical Society's re-
cent meeting in Winston-Salem, North Car-
olina, Frank Shu of the University of Cali-
fornia, Berkeley, tried to provide one. • 

Dr Shu and his colleagues are perfectly 
happy with the big picture conceived in the 
18th century by Pierre Laplace, and subse-
quently revised over the years. This is that a  

long time ago (the current estimate is A 
billion years) a cloud of gas and dust co 
densed into the sun, the planets and the z 
teroids. Their tweak is to suggest that whi 
this mixture was condensing it was given 
stir by what they call a cosmic eggbeater. 

This "eggbeater" was the early sur 
magnetic field. Recent theoty has alreac 
given this field a starring role in the form 
tion of the solar system. Calculations su 
gest (and some spectacular pictures take 
by the Hubble space telescope have r 
cently confirmed) that when stars forr 
their magnetic fields cause huge jets of ma 
ter to shoot out from the stellar poles. Th 
slows down the spin of a condensing g; 
cloud and allows the condensation to cot 
tinue without the whole thing bein 
whirled apart bycentrifugal force. 

Dr Shu, however, thinks that magnet • 
fields can have more subtle effects than ac 
ing merely as astronomical sling-shots. H 
believes they can explain something du 
current theory is not easily able to—how th 
gas and dust that did not end up in the su 
formed itself into planets. 

It is generally agreed (and, once agair 
the Hubble confirms) that the early stag( 
of star formation result in a spinning dis 
of stuff surrounding the proto-star. Dr Sh 
thinks that as the proto-sun rotated, it 
magnetic field churned up the inner edg 
of this disc as if by a giant eggbeater. Mat( 
rial inside the disc, protected as it was fron 
the young sun's intense radiation, woulc 
have been whisked into fluffy balls of dus 
rather like souffles. 

The eggbeater effect would, howeve 
also have tossed some of these dustballs ou 
of the disc and into the full glare of sola 
radiation. Here, they would have melte( 
into beads of molten rock (ie, chondrules; 
and these would have been carried avval 
from the sun by a constant stream of out 
ward-flowing gas that the eggbeater woulc 
also have produced. 

How far the beads were carried coulc 
explain another of the solar system's oddi 
ties. The chondrules in meteorites are curi 
ously regular in size. They are rarely smalle 
than one o'r larger than two millimetre 
across. According to Dr Shu the reason foi 
this is now apparent. Larger beads would 
have dropped back into the disc immedi-
ately, and would eventually have been 
swallowed by the sun. Smaller beads would 
have been swept away so fast that they 
would have ended up in interstellar space. 
Only the medium-sized chondrules would 
have rained back into the disc at the proper 
place to end up inside bigger objects. 

Once there, the story goes, they would 
havejoined their cold, fluffy counterparts 
to form the rocky equivalent of snowballs 
with stones in them. Most ofthese rockballs 
would then have collided and merged to 
form planets, but some would have re-
mained small. It is these that now rain to 
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FROM: SAMUEL BERGE 

SUBJECT: Reply to Letter from Cardinal Law Requesting 
Approval for Direct Flights to Cuba 

Purpose  

To reply to a letter from Cardinal Law of Boston requesting 
approval to charter an aircraft to fly U.S. Catholics directly to 
Cuba during Pope John Paul II's visit there in January 1998. 

Background 

At the request of Cardinal Ortega in Havana, Cardinal Law would 
like to organize a pilgrimage of American Catholics to attend 
open-air masses and other activities in Cuba during the Pope's 
visit. He seeks approval for direct flights to and from Cuba --
banned since Cuban MiGs shot down two U.S. civilian aircraft in 
international airspace 16 months ago. He notes that the 
pilgrimage, under his personal leadership, would bring the 
American and Cuban Catholic Churches and people closer together. 

The proposed reply at Tab A reiterates that the ban on direct 
flights was established after the shootdown and notes that it has 
not been lifted because Cuba has not taken responsibility for 
that lawless act. (The prohibition has not been written into 
either regulation or law.) The reply notes that the historic 
nature of the Pope's visit to Cuba may warrant an exception, if 
not a broader review of current policy on charter flights, and 
that an interagency working group will explore that possibility 
soon. 

1 

RECOMMENDATION 

That you sign the reply at Tab A. 

Attachments 
Tab A Proposed Reply 
Tab B Incoming Correspondence  
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cc: Vice President 
Chief of Staff' 



THE WHITE HOUSE 

WASHINOTON 

Dear Cardinal Law: 

Thank you for your letter requesting approval for a direct 
charter flight for American Catholics to travel to Cuba during 
the visit of Pope John Paul II in January 1998. 

As you know, direct flights to Cuba were suspended after the 
Cuban government lawlessly shot down two U.S. civilian aircraft 
in international airspace in February 1996. Since then, 
passenger and humanitarian flights to Cuba have been required to 
fly through a third country. Unfortunately, the Cuban 
government's failure to accept responsibility for the shootdown 
and to forswear the use of force against civilian aircraft 
continues to cast doubt on its willingness to observe 
international law and safe aviation practices. 

I have asked the relevant agencies to review your request in 
light of the special circumstances you describe. I will ensure 
that you are advised of the results of this review as soon as it 
is complete. 

Sincerely, 

Bernard Cardinal Law 
Archbishop of Boston 
2101 Commonwealth Avenue 
Brighton, Massachusetts 02135 



, 

I I` -,

t 
4/frE 5 coe 

CARDINAL'S RESIDENCE 

2101 COMMONWEALTH AVENUE 

BRIGHTON. MASSACHUSETTS 02135-3192 

May 22, 1997 
e 

LH3 

• 

President William Jefferson Clinton 
The White House 
1600 Pennsylvania Avenue 
Washington D.C. 

Dear Mr. President, 

As you know, the 1-Iolx12ther_Eope_lohn PPuIlLis.making an historic pastoral visit to the Church in Cuba 
in January 1998. The Archbishop of Havana, Cardinal Jaime Ortega, has asked me to lead a pilgrimage of 
Catholic faithful from the Boston area to join the Catholics of Cuba during that visit of Pope John Paul II. 
It is our hope that the presence of a group of Catholics under my leadership would contribute to the bonds 
that tie the Catholic Church of our country to the Church in Cuba. 

From previous experience in visiting Cuba and in donating medicines to Caritas Cuba, I am well aware of 
the restrictions placed by the United States on Americans who wish to travel to Cuba.laritglaxyLaciw_. 
to ask if you ersonall would a rove m re uest tha I mi t brin a rou of Catholic fai 
pi grimage to Cuba durin  the time of the Pope's visit. I would propose that we fly directly from Boston to 

--- Fartlagoi Luta by charter. After celebrating Mass with the Pope and the Cuban bishops there, we would 
proceed by the same charter to Havana where we would participate in the closing ceremonies of the papal 
visit. Once the Holy Father had left Cuba, then our pilgrimage would return from Havana directly to 
Boston. 

I am convinced that a pilgrimage of this type would bring only benetit to those participating in it and only 
appreciation for your administration in giving permission for us to bring this about. Everyone would 
benefit by such a carefully planned and executed spiritual joumey that would bring American and Cuban 
Catholics together with the Holy Father. 

Asking God to bless you, I am, 

Yours sincerely in Christ, 

• 

Archbishop of Boston 

JUN h 9:09 

MAY 27 I997 
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Looks like fun is just beginning 
I , 

JUL 02 ' 97 08:02 FR SKIP' y - Q 

Are we having ft= yet? Indeed. we are. 
But not nearly as much fun, dear 
reader, as I suspect we're fixing to 

have before it's all over. 
The "character issue" is about to be 

turned against its creators. All the Arkan-
sas-based elements ofthe so-called Clinton 
scandals. you see. are falling to pieces even 
as they merge into one. 

Thanks iri no small part to the ruthless-
ness, desperation and sheer political in-
competence of Kenneth Starr, Whitewater, 
Troopergate and the pathetic inventions of 
little Paula Jone.s all stand in danger of be-
ing revealed for exactly what they are: el-
ements of an elaborate hoax concocted 
years ago by "dirty trick.e operatives de-
termined first to stifle Bill Clinton's can-
didacy, then to cripple his presidency by 
demonstrating what God-fearing Arkansans 
on the Fruitcake Right always thougbt they 
"knew" but were never able to prove about 
his intimate life. 

Let's take the fair Mrs. Jones first, since 
her story is basically the simplest, probably 
an accidental byproduct ofthe larger effort, 
and seems to be falling apart the fastest. 

According to recent articles by Stuart Tay-
lorJr. in Lsgal rent= and Jane Mayer in Ths 
Neto Yorker, Jones' accounts of her allegedly 
horriering encounter with Clinton have not 
only changed greatly over time, but also var-
ied greatly according to her audience. 

T'he selfless Jones and her husband also 
appear to have accepted a $1,000 gratuity 
from the producers of Rev. Jerry Falwell's 
scabrous video. "The Clinton Chronicles." 
This, despite elaborate and repeated de-
nials of pecuniary motive by her and her 
lawyers. 

Jones' former lawyer, Danny Traylor, 
now says she never said anything to him 
about any "distinguishing characteristics" 
of the presidential Venz00. (Why do I keep 
thinking there's got to be a "686" in here 
somewhere?) The friend to whom Jones 
first confided the naughty version of her al-
leged encounter admits that the details 
have grown more lurid with each retelling. 

Two new witnesses have emerged to say 
thatJones told them an entirely benign sto-
ry about how thrilled she'd been by Clin-
ton's warmth and friendliness. 

. Assuming she met hlm at all, Lt sounds 
like the only thingJOnes got exposed to was 
the standard Clinton Charisma Treatment a 
firm grip on the elbow, direct eye contact and 
30 seconds of undivided personal attention.  

It's been known to confuse people a whole lot 
more sophisticated than Paula Jone.s. 

It's beginning to look as if people who ac-
tually knew Clinten. and thus would have 
known better, got the G-rated version. The 
raunchy, self-dramatizing, X-rated revenge 
fantasy that replaced it rnay have emerged 
only after it began to dawn upon PoOr Little 
Paula that her schoolgirl erush was unre-
quited. The governor was never going to call. 

Next, ofcourse, came - Troopergate" and 
the smell of money. A great deal of money, 
it appears, la the imaginations ofthe nasty 
little band of character assassins who 
dreamed it up. In The New Yorksr,13111 Clin-
ton's old Oxford rivai. CliffJacicson. is said 
to admit that the former members of the 
governor's security team who told lubri-
cious Wee to The American Spectator, the 
Los Angefea Tants and the Denteierat-Gazette 
hoped to score a huge book contract. 

As a defendant in Jonas' lawsuit. Troop-
er Danny Ferguson has been telling a very 
different story than the one in the Spectator. 
In a bizarre attempt to discredit him, Jack-
son told New Yorker's Mayer that Ferguson 
refused to sign a release turning over his 
part of Trooper-gate to the media for any-
thing less than a cool million. 

So tell us, Cliff, how much cash did the 
others want? How much did they get? Who 
paid? Did they pay taxes? I have reason to 
believe well be getting answers to many ot 
those questions soon enough. The pres-
sure's OR • 

Some of these boys don't appear to be 
handling it real well. Also. a few tenacious, 
skeptical reporters are now on the job, as 
opposed to the credulous ninnies who swal-
lowed the troopers' whoppers last time 
around. 

Meanwhile, Trooper Ronnie Anderson's 
affidavit, also reported in The Neio Yorker, 
sounds exactly right. In a sworn statement 
talcen by White House attorneys in 1994. An-
derson admits that he "conlinned stories 
concerning Clinton's marttal infidelity, 
even tigh. he knew those stories lo be un-
true; or had no firsthand lcnowledge of the 
events." 

Anderson couldn't debunk every story 
the troopers told. But he characterized 
most aa "nothing snore than old fish tales, 
with little. if any, basis in fact."  

Anderson's statement squares with i lie 
knowledge. or lack thereof. of every. Ar-
kin:Mae journalist I know. Zesty runiors 
about Clinton's sex Life have circulated in 
Little Rock for as long aa he's been in pub-
lic life. As an island of relative sophistica-
tion in a sea of sex-obsessed fundamental-
ists, it comes with the territory. 

Overheated women have been trying to 
trip Clinton and beat him to the floor 
throughout most of his adult life. That. too, 
comes with the territory. especially fora 
handsome, charismatie figure like thepn~- 
Went. That he's been as blameless as iMe 
Nelson few believe. My point, however, is 
that nobody latows, and certainly notthe 
troopers. 

who's been around Clinton 
whtrig bdc'ecgish pereonal iasue mune up has 
seen his eyes go as blank as a stuffed bob-
cat in a wildlife diorama and watched 
edge carefully awa y Anybody who th= 
he'd let someone like Trooper Larry Fat-
tersoit in on his intimate secrets would:be-
lieve anything. 

Did you know, by the way. that Pattsit-

• • 
Gene Lyons i 3 a LitUe Rock author. His columns ap; 

peam every Wednesday. 

sbn's been hitting the right-wing 
ture circuit? According to the Desinit News, 
he and Lariy Nichols of "Clinton Chrinsi-
clee fame recently regaled a Michigan Oa-
dience with accusationS that Preltident 
Clinton has long been involved in seek 
crimes as drug-smuggling andmurder:Db 
you suppose Kenneth Starr lmew that wfiep 
he started sending FBI agents out to ask 
women about their sexual relationships 
with Clinton on the say-so of Patterson and 
his chums? 

Women, that is, with husbands. families 
and children. American women being 
grilled about their sex lives by government 
agents. A11 at the behest of Starr, who com-
mented with characteristically prissy, ar-
rogance in the wake of the Washington 
Poees stunning revelation that it's certain-
ly not his fault with whom the president 
chooses to associate. 

Even Starr's staunchest defenders have 
gone silent. As I say I have a strong feeling 
that the tbn is only beginning. 

07Jt80ig]a aK&TtaKeS$6Y,5vvjOD 
state money to operate the council 

BY CYNTHIA HOWELL 
ARKANSAS osmocitar-nracrrs 

Rep. Ed Thicksten, D-Alma, was 
hired Tuesday as executive direc-
tor of the new Cooperative Educa-
tion Services Coordinating Council. 

Thicksten. 49, is an 11-term legis-
lator who can't run ibr re-election 
next year because of term limits. 

In his new post, Thicksten will 
receive an annual salary of $69,500 
plus a $500-a-month car and travel 
allowance. 

His contract is foirtwo years with  

a provision fbr an annual review. 
His employment took etFect imme-
diately. 

He will simultaneously com-
plete his legislative term. 

The coordinating council was 
established by Act 1810 of 1.997, a 
22-page ArkanSas Department of 
Education appropriation bill. The 
act was sponsored by the Joint 
Budget Committee, of which 
Thicksten was co-chairman. 

The act creating the council ap-
eitipriates almost $10 million of  

in the 1998 fiscal year and elmost 
$11 million for the second year of 
the biennium. The salary for the 
director will come from that ap-
propriation. 

The primary responsibility of' 
the coordinating council is to work 
on behalf of the 15 existing educa-
tional service cooperatives in de-
veloping programs and activities 
to benefit the cooperatives. The 
council is ellV?le to et money 
: See . Page 38 
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troops shot a Dutch bystander. She 
nearty died but managed to escape to 
Hong Kong, where she showed her 
wounds at an international press confer-

. ence. (Could thit happen now?) 
The administrative and military fa-

cilities throughOut the Tibetan Autono-
mous Region, , the Inner Mongolian 
tonomous .Region, Ninjxia, tkt Wei 
Autonomous Region, and Xinjiang,„the 
Uigher Autonomous Region,. are identiL 
cal and report directly to Beijing-=-hai* 
ly a representation of genuine regional 
autonomy. A pervasive security force of 
the People's Armed Police and the Pee'-' • 
ple's Liberation Army is present.' Arbi-
trary arrest, detention, torture and sum-
mary execution are routine instrwnents 
of state control. . 

Given that Beijing tias consistently 
violated the terms of National Regional 
Autonomy in other autonomous regions', 
policy-makers in the free world must 
keep a vigilant watch on Hong Kong. It 
is, at this point, irnpossible and impracti7 
cal to isolate China. Thus it is all the 
more important to compel China tó 
uphold its agreements to honor treaties SOOrlSe 
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and respect the law of nations. 

When Mao sent troops into Tibet in 
1949, he also assigned cadres to "mod-
ernize" the region. The Tibetans initially 
cooperated, until the Chinese began.to , 
usurp traditional leadership, which led , 
revolt and armed conflict. There was 
media coverage of the 1959 Chineit4e 
annexation of Tibet and the state-spon-
sored famine that followed; details of the 
carnage were collected from refugees 
who escaped on foot over the Himaiayas 
to asylum in India and Nepal. To this 
day, journalists. diplomats and tourists 
can visit Tibet only under severe re-
strictions. 

Hong Kong is a media and fmanCial 
capital filled with fax machines, cametaš 
and telephones. With the wrirld watch-
ing, and presumably negotiating deals, 
Beijing will consolidate its gains in Hong 1: 
Kong by steps, even as it did in Tibet • 
without the world watching, from 1949 
to 1959. The Politburo already has I ' 
announced that public asseMbly and , 
speech in Hong Kong will ' be' curtailed °' 
for reasons of "national Security."i Polit- 3' 
buro propaganda officials already hover ss 
over Hong Kong's newspapers, maga- Tr , 
zines and TV stations. Self-censorship h. 
will be the trade-off for survival. 

When Beijing briefly relaxed its con- • 
trol of Tibet in the mid-1980s, Tibetan re, 
Buddhism •and ethnic pride rebounded, • cc 
as did demands for cultural.and political • MC 
rights. 4, 1987, '88 and '89, troops a 
opened fire on Tibetan demonstrators. . 
Photographs and eyewitness accounts of • . del 
the slaughter came from tourists, sever- . 
al of whom were arrested and harassed. Hill 
During . a - 1989 demonstration, PLA i ' dre 
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Does 
Anyone 
Remember 
Tibet? 

. • Now that Hong Kong has been for-

'. many incorporated fito the Peoples Re-
public of . China, the international corn-

' munity would be well advised to study 
•China's sUbjugation of Tibet. 

" The turnover this week proceeded 
with impressive ceremonial decorum: • 

• 'Jiang Zemin talked of Hong Kong's "re-. 

•. turn to the Motherland.". Prince Charles.. 

•. referred • to the guarantees of Hong 
Kong's autonomy made in the Joint 

•Declaration and Basic Law that hence-
, forth will govern Hong Kong under 

China's systern of National.Regional Au- 1 
tonomy. Commentators spoke of how 
Beijing ought not tamper with Hong 
Kong's "magic: ' 

Nowhere was mention made of the 
"17-Point Agreement for the Peaceful 
Liberation of Tiber of 1951, by which 
Tibet was incorporated into the;People!s 
Republic of China tinder the same sys-
tem of National Regional Autonomy now 
being applied to Hong Kong. Tibet was 
putatively guaranteed political and cul-
tural autonomy. Instead, the agreement 
became the pretext by which Beijing 
seized control of the Tibetan plateau. 

Mao's annexation of Tibet was an 
event of seismic proportions in the histo-
ry of Asia, a conquest that altered the ' 
regional balance of power and advanced 
China's hegemonic ambitions. Occupied 

. Tibet comprises more than one-fourth 
PE the land mass of the People's Repub-
lic of China. Tibet is the riverhead. of 
Asia's waters, the source of the. Yellow, 
Salween, Yangtze, Brahrnaputra, Me-
kong, Irawaddy and Ganges rivers. Chi-
na has already taken some $50 billion 
Worth of: )uiñber from eastern Tibet. 
Central and western Tibet have enor-

: moui mineral • resources, including the 
earth's largest uraniurn decosits, Tibet's 

• 6 million. people are spread over 2.5 
: • Million square miles of mountain terrain. 

— Hong Kong's 6 million residents are 
clustered in a cosmopolitan port. Tibet 
gave China vast tetritory and resources; 

•Hong ...Kong will provide capital and 

• trade- ' • 
The annexation of Tibet gave China, 

for the first time in history, a continuous 
border with Burma, India, Bhutan, Ne-

.pal, Ladhak, Kazakhstan and East Tur-
' • kestan (now called Xinjiang Province). 
. Tibet . no -longer serves as a neutral 

buffer state between Asies two greatest 
. ' power's; soon after the 1959 flight of the 
.' Da1ai. Lama, the Chineie Peoples Liber-

ation• Arrny stationed troops along the 
Indian border and claimed large portions 
of territory, an action that resulted in 
the 1962 SMo-Indian War. With Tibet 
)ocked behind an iron curtain, the econo-

. • flies Ind: iultures of the entire Himala-
; yan region have been Marginalized and 

imperiled. • 
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Senators Concerned About WWII Monumen , . 
_ 

. 4  t , 
• • , , M1 ~/ ,\1  . 

Ile monument has been proposed cess for approving a drastic' ent 
for an mallow occupied by the Rain- remodeling of the)lati 
bow Pool at the opposite end of the rants ... at least an eaviromnental . 
Reflecting Pool frorn,the Lin WM& i  assessnient so that the impact on the 
morial. It would -reqiiire die Mall and the city can be assessed" • 
Rainbow Pool as well as uprooting . Nerrersald no traffic or visitor ebud 
nearby trees. les or environmental) impact limes& • 

"The Rainbow Pool site ls perhaps meat had been' condticted before the 
the most famous historically open Interior, Department andieyeral 
space our nation has and is surely one agencies approved* *sin 1996,, ' ! 
of the most hallowed," the senators . The' proposed :comment lalinder' 
wrote Interior Secretary Bruce Babbitt review by' the National Flanniegagoln• 
on Monday.- . mission. and the Co ten Plne 

'They continued, "'Ceztainly the pre- ' Arts, ' • 41.1%1 .   

' K - 
i 

• 
Associated Press • 

Nineteen senators have expressed 
concern about the proposed location of 
a World War II monument, saying its 
effect on the Mall has not been ade-
quately considered. 

The senators, led by Bob Kerrey 
(D-Neb.), said the approval process for 
the monument should be halted until 
the completion of additional studies on 
visitor impact, traffic flow and how the 
monument design would impact the 
.Mall area • 
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12 Foundafions' 
Conservative 
$210 Million Given Over 3 Years, 

FOUtIDATION 'DONATIONS .  
• r  • ,,••  

he 12 tonservative foundationi studied. .':1;y1-: 
by the National Committee fo r ResPonsive‘A,  '!" 

PhilanthropY gave $210,539p617 in grants to7.11-v: 
support conservative polic yabjectives from ,1" "'rt. 
1992 tlwoggh 1994. t 
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National think tank/advocacy 

Meths • 
National security/foreign affairs 
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A dozen politically conservative foundations spent $210 
million in a three-year period on efforts to reshape national 
policy debates and push Congress and state legislatures 
toward the right, according to a study relaased yesterday. 

The study by the National Committee for Responsive 
Philanthropy, a watchdog group that serves as an advocate 
for the poor, said the 12 foundations spent $79.2 million 
between 1992 and 1994 on think tanks and advocacy 
groups and $88.9 million to support scholarships and 
college programs that train conservative thinkers. 

During that time, the conservative foundations also 
awarded $16.3 million to law firms and media outlets 
championing ' smaller government and tie:economic 
regulation of the marketplace, the study said. The 
der of the $210 million went to support a nehio 
regional and state-based think - tanks ' and to groups 
working to revamp the social views of religious and. 
chatitable organizations. • 

The .study provides a statistical window on what has 
been reported in more anecdotal terms—that the founda-
tions spend considerable sums to finance a policy move-
ment dedicated to conservative goals. The report also 
implicitly suggests that liberal and mainstream groups 
have not kept pace with conserVatives in expanding their 
revenue bases and clout - 

The study examined the grant and funding patterns of . 
the Lynde and Harry Bradley Foundation of Milwaukee; " 
the Earhart Foundation of Ann Arbor, Mich.; the Charles 
G. Koch, David H. Koch and Claude R. Lambe foundations 
of Wichita, Kan.; the Philip M. McKenna Foundation of 
Pittsburgh; the JM Foundation of New York; the JOhn M. 
Olin Foundation of New York; the Henry Salvatori Founda-
tion of Los Angeles; the Sarah Scaife Foundation of 
Pittsburgh; the Carthage Foundation of Pittsburgh, and 
the Smith Richardson Foundation of Greensboro, N.C. 

The money handed out by the 12 foundations repre-, 
sents a small slice of the estimated $11 billion awarded by 
the nation's nonprofits last year. Some critics of the study 
dismissed it, contending the 12 were not as influential as 
such groups as the Ford Foundation, the Pew Charitable 
Trust and the John D. and Catherine T. MacArthur 
Foundation. 

The study "seems silly" and "is trying to make this into 
some big conspiracy," said Robert Pambianco, of the 
Capital Research Center, which tries to discourage corpo7 
rations from giving charitable donations to nonprofits that 
support liberal or anti-businesspolicies.. • 

But the study contends that while most U.S. foundations 
distribute their money to communities and neighborhood 

• 
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' Religion 

' Philanthropy 
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the transfer of responsibillil for social welfare to tit* 
local government and the cheritable 'sector," itinde 
awl — " ð ' ' " Olin; 

, • • • . , ...4}3 
' The foundations have financially strengthened n n 
ber of think teaks; including the Heritage Foundation; 4,..txr 
American EnWprise ,,,Institute, the Free Coegreke istd, 
search and Education Foundation; the Clio Institute 4.0 , 
Citizens for a Sound EiOnomy, the study found. ; b, 

During the 1992-19941period, the Heritage Fonndstiopw.: 
received ahnost $9 million, in 42 separate gmnts., ' 
funding has helped Heritage "deliver a stream of policy : 
products to key audiencelon a timely and efficient basisr;n:, 
the report said. In 1995 alone, Heritage analysts conducted, . 
200 briefings on Capitol Hill and appeared:on more than --  ̀
500 radio talk shows, the study said. ' 

• 

- 

, The National Comhiittee for Responsive Philanthropyl. ' 
was founded in 1976 with the goal of making charitable: 
organizations more accountable and accessibleitetk(.‘ 
disadvanta#ed: It successfully lobbied against 

•Republican proposalthat sought to curb political advocii4 ' 
by nonprofit groups that receive federalgran ,  , , 

projects, these 12 foundations pursue an agenda almed at 
influencing Washington's budget and policy priorities. 

*Two-thirds of their grant dollars went to organizations 
and programs pursuing policy agendas based on the 
privatization of government services, deep reductions in 
federal anti-poverty spending, industrial deregulation and 

, , / ' • • 
• ,} \' , - - • • - • • r , . , . • , , • • • , I . : • • 

. 1 

• , • • , i 
' ' , ' •. 

, . , , . • . • 
1 . 

• , c i • •• • 



- alto 
c^15\'' THE PRES!DENT HAS SEEN , 

-S•1 

- 1 wt. - w. 
I 

_ 
—~` ~. 

...(•••• ,-. 

4 

. . 

1- - cti 

• 

T1, 
-~--r 

- 

- 
1 

cot) e e_o_A 

E- try\ 1  p 
co 



VV1G, 1.-ct"}-1
,
 

C. 0 S 



Average annual growth 
1991-96, % 
El wade. 0 0 GDP 

I 

GUATE 
11.2 4.1 

HONDURAS 
10.3 3.5 

, 

AMA! 

Caribbcan Sca 

, , y, ( -2 'tc,N N 

- 

9.6 4 6 
• V4 'NW ,  ' • - 

, 
‘  10 4 37 

Source: [CLAC •Based on 

SanSalv of. 
' El, SALVADOR 

16.1 5.6 

• eg •g 

ICARAGU 
10.5 2.2 

Manag 

North Pacific Ocean - 

l i\K.o..t.SlL UAL THE PRESIDENT HAS SEE 
,-~r -q-1 

THE AMERICAS `io -̀-  c%c 

SHIPPING goods across borders in Cen-
gal America has long been a nightmare. 

Corruption and paperwork were obstacles 
enough; often, neighbouring countries did 
not even bother to keep adjacent customs 
houses open at the same time. This did not 
matter much a decade ago, when the main 
trade was the clandestine shipment of 
arms to fuel civil wars. But today, with the 
region at last at peace, legitimate commerce 
is booming. And leaders of Central Ameri-
can countries are getting their customs ser-
vices to work together. 

Co-operation of that sort is fos-
tering something of a Central Ameri-
can revival. The region has long had _ 
a few common institutions but they 
had little more than symbolic value. 
The talking shop known as the Cen-
tral American parliament has little 
power; the Central American peso is 
used only for book-keeping. An at-
tempt to create a common market in 
the 196os failed because it discour-
aged imports. 

Central America's newest at-
tempt at integration is different and, 
compared with other sorts of re-
gional bonding around the world, 
unusual. It concentrates not just on 
free trade but on common microeco-
nomic policies such as deregulation 
and harmonised taxes. Rather than 
look to libertarian economists from the 
University of Chicago, as reformers farther 
south have done, the Central Americans 
take inspiration from Harvard Universitys 
business school and INCAE, a like-minded 
local one. 

Michael Porter, a Harvard professor 
who has become the region's economic 
guru, peddles the comforting notion that 
Central America may be able to by-pass the 
sweatshop stage of development and leap 
quickly from poverty to northern stan-
dards of productivity, social protection 
and environmental sensitivity. That is too 
optimistic. Mr Porter may be right to think 
that the region should concentrate on mi-
croeconomic reforms that boost productiv-
ity, which can raise living standards. But 

• 

most of the reforms he and his acolytes are 
pushing are still in the planning stages. 
Their benefits will be fully felt only if the 
region creates a single market. In the mean-
time, sweatshops have become important 
to at least one Central American economy 
(see next story). 

Nonetheless, Central America is inte-
grating faster and further than ever before. 
Peace has prepared the way. A decade ago, 
the FMLN, Latin America's strongest left-
wing guerrilla movement, was poised to 

conquer San Salvador, El Salvadoes capi-
tal. Nicaragua was being run, with the help 
of the Soviet Union, by the Marxist San-
dinist movement, under Daniel Ortega. 
Neither organisation has disappeared, but 
both have made at least a grudging peace 
with capitalism. In May, Guatemala's guer-
rillas became the last in the region to lay 
down their arms. 

Peace is already paying a dividend. The 
region's economy is growing at 3%, not a 
spectacular rate but higher than the dismal 
performance of the 198os. El Salvador, the 
region's most avid reformer, has been grow-
ing at an average annual rate of nearly 6% 
this decade. Exports within the region dou-
bled between 1991 and 1995, to more than 
$2.8 billion. Total exports leapt from $8.6  

billion to $14.1 billion during the same pe-
riod. Both internal trade and exports are 
still growing at rates of nearly 25% a year. 

Trading freely with each other is some-
thing the Central Americans have always 
found hard. The common market to which 
all countries in the region bar Panama be-
long has been riven by dissension since its 
founding in 1963. Costa Rica, the region's 
richest economy, worries about being 
flooded with goods from poor neighbours. 
In 1995, El Salvador unilaterally liberalised 
trade with the rest of the world. Its neigh-
bours accused it of breaking ranks and 
briefly raised their tariffs. Eventually, they 
followed El Salvador's lead. 

Partly because regional trade is a 
fraught issue, the Central Americans co-op-
erate on other things. In December 1995, 
five Central American governments (Pan-
ama again stood aloof) agreed to a com-
mon agenda of microeconomic reforms 
"to create a business climate in which pro-

ductivity, private investment and 
trade could operate in conditions 
similar to those of the most-devel-
oped economies." Ifthey mean it, the 
Central Americans will be venturing 
where their counterparts in the Euro-
pean Union dare not tread. Spurred 
by monthly seminars led by INCAE, 

which acts as a sort of reform sec-
retariat, ministers are devising com-
mon strategies to deregulate, attract 
investment, reform their pension 
schemes and, more conventionally, 
to join electricity grids and telecoms 
networks, and to build roads. 

Mr Porter, an apostle of 
globalisation, does not neglect trade; 
indeed, his prescription depends on 
it. Without competition, the Central 
Americans have no hope of bui ]ding 
the world-class companies they 

dream of. Yet their trade policies are erratic. 
They are desperate for freer trade with the 
United States and aggrieved at their exclu-
sion from the North American Free-Trade 
Agreement (NAFTA). They have banded to-
gether to end it. When President Bill Clin-
ton went to Costa Rica last month on his 
first visit, Central American presidents 
brashly proposed a free-trade agreement 
even more liberal than NAFTA. Mr Clinton 
quietly promised a vague "NAFTA parity" 
in return for Central American co-opera-
tion in cleaning up sweatshops. Disap-
pointed, the Central Americans decided to 
delay by two years a reduction in their com-
mon external tariffs. 

Liberal trade is essential if Central 
America is to shake up its own enterprises, 

Central America opens 
for business 
SAN IOSE 

The countries of the poorest region on the American continent are at long last 
learning how to co-operate 

- 
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many of which are used to dominating 
their markets. Despite the wobbles, there 
are some signs it is working. Federico 
Bloch, a Salvadorean who controls all the 
airlines that matter in the region, has as-
sented to an open-skies agreement with the 
United States that will pit him against the 
big American airlines. 

None of this goes far enough. Without 
free trade, the efficiency improvements 
wrought by microeconomic reform will be 
blunted. For all their talk of "sustainable 
developmenr and shielding the poorest 
from the pain of reform, Central America's 
leaders have not worked out how to soften 
the blow. Nor have they avoided the woes 
of other Latin American economies. Sev-
eral countries run trade deficits that they 
can sustain only because they get aid and 
remittances from abroad. 

Crime is soaring and economies are not 
growing swiftly enough to absorb ex-guer-
rillas, returned refugees and the young peo-
ple who join the labour market. Voters are 
beginning to cast ballots for opposition 
parties that promise to "humanise" (slow 
down) reforms. The pacific but still left-
wing FMLN recently won San Salvadoes 
municipal elections and now represents 
over half of EI Salvadoes city dwellers. 
Moises Naim ofthe Carnegie Endowment, 
a think-tank, says that, unless leaders 
dampen expectations that reform will soon 
bring widespread prosperity, they may face 
a violent backlash later. 

The threat of bacldash is an argument 
for boosting the region's still puny and inef-
ficient investment in health, education 
and social services. It argues, too, for further 
reform—to transform Central America 
from an economic alliance into a truly 
common market 

. 

Honduras 

99% perspiration 
SAN PEDRO SULA 

I

T IS their fastest-growing industry, yet 
many Hondurans watth it with unease. 

As in much of the developing world, the 
clothing industry is bringing the benefits of 
industrialisation but also its woes. 

Admirers trumpet the industrys "mas-
sive job creation" and point to the push it 
gives other industries, like building and 
banking. Detractors see other things: the 
sweatshop conditions for (mostlyyoung, fe-
male) workers and the indifference of the 
Honduran authorities to their plight. They 
also wonder whether the sweatshops are 
really helping the economy, since the ser-
vice Honduras supplies is cheap labour to 
finish clothes designed and .largely pro-
duced elsewhere. Honduras was—until 
Nicaragua recently supplanted it—Central 
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America's poorest country, but can it do no 
better than this? 

The dynamism of the industry is not in 
doubt. Output rose last year by 45%; at $i.8 
billion, clothing exports are Honduras's 
most valuable after coffix and bananas. Al-
ready 11 industrial parks—in effect, free-
trade zones—housing 155 factories are at 
work, and another 15 are being built, most 
in northern Honduras.With 74,000 jobs al-
ready, the clothing industry could add an-
other ioo,ooo in the next three years. These 
are huge figures in a country of 5m people 
and widespread unemployment. Sweat-
shops they may be, but they have trans-
formed Honduras. 

Since the industry took off in the late 
1980s, it has wrought large demographic 
and social change. The northern coast, 
where most of the factories are, has at-
tracted huge numbers of people. Some 
towns that ring the industrial hub of San 
Pedro S ula-itself Central America's biggest 
and fastest-growing city—are growing by 
8o% a year. In many households, women 
are affronting traditional mathismo by be-
coming the bread-winners. 

The politics of trade is giving sweat-
shops an extra lift. Honduras is a big cloth-
ing exporter to the United States, thanks 
partly to the Caribbean Basin Initiative, 
which allows some clothing to enter duty-
free. That has drawn foreign manufactur-
ers. South Koreans in particular have 
moved to Honduras to exploit its access to 
the American market. 

Honduras woos them with promises of 
low wages and rents, tax breaks and easy re-
patriation of profits. South Koreans own 
only about 4o clothing factories, but they 
employ at least half the workforce. Girls 
working in the American factories usually 
say they are well treated. Korean employers 
have acquired a notorious reputation for 
abuses of all kinds. 

Necessity, runs a Honduran saying, has  

a does face. In the worst sweatshops, 
women work i6-hour days with a single 
half-hour break. Some work 8o hours a 
week without overtime pay or take work 
home at night and at weekends to fulfil 
their quotas. Thei r bosses routinely shout at 
them, occasionally strike them to speed 
their work and may send them home for 
talking on the job. Women are sometimes 
summarily sacked if they get pregnant or 
join trade unions. And the pay is miserable: 
about 29 American cents an hour. 

What hope there is for improvement 
comes from the United States. American 
trade unionists, fearful for their own jobs, 
have started to press for better conditions 
in Honduras. The Senate recently invited 
Hondurans to testify about their brutal 
working conditions. The White House is 
sponsoring an initiative to persuade man-
ufacturers to let Honduran human-rights 
groups and churches monitor conditions 
in their Honduran factories. The Gap, a 
trendy chain of shops that makes its own 
clothes, has signed on. The campaign could 
become fashionable. 

Colombia 

Phoney peace 
BOGOTA 

ABUNCH of bandits with no agenda 
and no future. That is how many in 

the press, politics and the army portray the 
Revolutionary Armed Forces of Colombia, 
or FARC. But there is plenty of life yet in the 
country's main guerrilla movement 

On June 15th, in the southern jungle 
town of Cartagena de Chaira, the FARC 
freed 6o soldiers it had held hostage for 
nine months and ten marine cadets kid-
napped early this year. And it did it in style. 
After the army failed to find the captives, 
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IN ALMOST every respect, Argentina 
and Britain get along swimmingly, as 

they have for most of the past two centu-
ries. British Airways does a roaring trade 
between the two countries, and is talked 
of as a possible buyer ofAerolineas Argen-
tines, a local airline. This month HSBC, a 
British banking group, bought Banco 
Roberts, which (despite its English name) 
is Argentine. And Argentina recently dis-
placed Mexico as Britain's most impor-
tant Latin American market after Brazil. 

All would be well but for an otherwise 
unremarkable cluster of islands—called 
the Falklands by the British and the Mal-
vinas by the Argentines. Fifteen years ago, 
a Conservative British government 
fought a war to recover the islands after a 
ten-week Argentine occupation. Their 
fate remains a sore point. 

The advent of a Labour government 
with a vast majority stirred Argentinian 
hopes that Britain's policy might change. 
That was unrealistic, as Argentinian offi-
cials admit. Britain still says Falklanders 
have the right to decide which flag flies 
over the islands. Until they decide other-
wise, it will be Britain's. To secure that 
right, Britain will keep its 2,ooo-strong 
garrison on the islands, at an annual cost 
of over f 7om ($115tri). 

Thanks to revenues from fishing li-
cences, Falklanders are no longer poor 
folk dependent on a dying sheep-farming 
industty. Finds by oil companies explor-
ing the South Atlantic could make them 
richer still. Falklanders might then shOul-

der some of the cost of their own defence. 
Argentina, though, is mellowing. 

Since 1982, dictatorship has given way to 
an increasingly robust (if still imperfect) 
democracy. That has made Argentines 
Falklands policy less uncompromising. 
In 1989, President Carlos Menem re-
nounced the use of force in pursuing 
Argentines claim. Earlier this year, he 
proposed that Argentina and Britain 
should share sovereignty. 

To Argentines, that sounded radicaL 
Most still believe the islands are theirs (as 
they are taught at school). And the 1994 
constitution claims full sovereignty. But 
50% of Argentines now say that sharing 
sovereignty would be bearable, up from 
34% in i99o, according to Estudio Mora y 
Araujo, a polling firm. Roberto Alemann, 
Argentines finance minister at the time 
of the war, has given the sovereignty-shar-
ing idea powerful conservative backing. 

After any settlement "the islanders 
would scarcely notice the difference says 
Argentines foreign minister, Guido Di 
Tella. He points out that Argentines prov-
inces have autonomy over (some) internal 
affairs. Mr Di Tella has tried to charm the 
islanders, sending them Christmas 
presents and lunching (in Britain) with 
members of the Falkland Islands counciL 
"I am beginning to like them," he told a 
United Nations committee on June i6th 
at its annual debate on the islands. 

That feeling is not mutuaL The island-
ers remain distrustful of Argentinian in-
tentions. At their insistence, Argentinian 

passport-holders are still banned from 
visiting or trading with the Falldands (ex-
cept for rare visits to war graves by rela-
tions). Mr Di Tella calls that "an oddity, 
comparable only to the stand-offbetween 
the two Koreas or Taiwan and China. 
When next month he meets Robin Cook, 
Britain's new foreign secretary, Mr Di 
Tel la will renew his efforts to start talks on 
the islands' status. 

He will be rebuffed. Even so, it is hard 
to imagine the Falklands remaining aloof 
from Argentina for ever. Argentines 
privatised oil industry is perhaps the 
most efficient in Latin America, and 
much of it is based in Patagonia, opposite 
the islands. If oil is discovered offshore, 
the pressure for greater economic co-oper-
ation will be strong. Reconciliation will 
take much longer. 
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President Emesto Samper made two big the conditions be given, to open a new 
concessions: he allowed mediation by the door for peace in Colombia". General Ma-
International Red Cross and ordered a re- nuel Jose Bonnet, the armys commander, 
luctant army to withdraw for 32 days from has said that he too hopes for peace, adding 
13,ooo square kilometres (5,ooo square ominously that "to find peace, one must 
miles) of territory around Cartagena de first defeat the agents of violence" 
Chaira. In fact, the hostages' release looks more 

Unsurprisingly, the rebels turned the like a setback. For the army, it is the latest of 
event into a propaganda coup. Before 150 a string of humiliations that invite revenge. 
journalists and a score of diplomats, the Since the FARC captured the soldiers last 
leader of the FARCS southern front made a August by storming an army base deep in 
rare public appearance, the national an- the Amazon jungle and reducing it to rub-
them was played and Russian-made heli- ble, the guerrillas have triumphed in a se-
copters on loan from the govemment fer- ries ofencounters. At San Juanito, barely 6o 
ried the hostages to be reunited with their kilometres from Bogota, i6 men were killed 
families. The army's withdrawal gave the and eight were wounded when a unit of 40 
guerrillas total, if temporary, control of one soldiers was overwhelmed by the rebels. 
of Colombies biggest cocaine-producing Some soldiers reportedly blew themselves 
regions. The army hopes to reoccupy the up with grenades rather than surrender. 
area starting on June 23rd. , The guerrillas have been in,  control of 

This month's negotiations between gov- up to half the country in the past year,, 
emment and guerrillas were the first since though they have pulled back in the north. 
1991, prompting talk of a lasting peace. Mr Candidates in the municipal and general 
Samper has said that he is "willing, should elections to be held over the next year have  

already been threatened with attack 
The army wants to hit back. Even as the 

FARC was releasing hostages last weekend, 
it launched an attack in the north that 
killed is guerrillas and two soldiers. 

Mr Sampees beacon of peace flickers 
only faintly. To strike a deal with the rebels 
would mean giving in to at least some of 
their demands: land reform above all, plus 
the disarming of paramilitary groups and 
"democratic change. Some of this would 
infuriate the army and Colombies power-
ful right wing. Mr Samper, weakened by 
corruption scandals and a sicldy economy, 
had wanted the hostages freed to boost the 
popularity of his Liberal Party before presi-
dential and congressional elections next 
May, but he is loth to provoke the armed 
forces further. Right-wing paramilitary 
groups, which hate both the rebels and the , 
government, have said that, like the FARC, 4 
they will attack candidates who campaign 
on their tur£ Peace will have to wait. : 0 
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How can you value opportunities in China 
if you can't identify these coins? 

Only one of the above was legal tender. The other 

was a good luck coin with no monetary value.  

bus'iness with confidence. With the strength of 

our global network and thorough understanding 

Being able to distinguish them at a glance requires 

an indepth knowledge of Chinese culture. But there's 

more to understanding China than identifying 

the coins in your pocket. HongkongBank has 

been doing business in China for over 130 years. 

Long enough to gain market insights and do  

of this unique market, we'll help you to do business 

with a lot more certainty than the flip of a coin. 

For more information, please contact us 

in Hong Kong on tel: (852) 2822 2699, 

fax: (852) 2868 1646 or in London on 

tel: (44) 171-2600 366, fax: (44) 171-2600 236. 

Branches : Beijing, Dalian, Qingdao, Shanghai, Shenzhen, Tianjin, Xiamen Representative Offices : Chengdu, Guangzhou, Wuhan 

111 
Hongkon ank 
'file Hongkong and *shanghai Banking Corporation Limited 

Manher HSBC Group 
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"We are dealing with a highly speculative 
thing that's a real long shot," said Don 
Banks, a spokesman for the BLM. 

But Bob Irelan, Conoco's regional direc-
tor for exploration and production, said the 
comRany will be drilling to 14,000 feet, 
deeper than previous attempts, and he 
believes there is a good chance of finding a 
major oil field. "We think there's a huge 
source," he said. Ibis is big enough you 
just can't walk away from it. It could be 
billions of barrels of oil," 

Irelan bristles at any suggestion Conoco 
is using the threat of drilling within a 
national monument to bludgeon the admin-
istration into a profitable trade for Gulf of 
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DENVER—Last September, President 
Clinton stood on the rim of the Grand 
Canyon and, rhetorically linking arms with 
great conservationists like Theodore Roo-
sevelt and Harold Ickes, erected a protec-
tive cordon around 1.7 million acres of 
canyonlands in southern Utah. 

Lauding "God's handiwork" in the mag-
nificent red-rock canyon country, Clinton 
by executive proclamation established the 
Grand Staircase-Escalante National Monu-
ment "Today we are keeping faith with the 
future," Clinton said at that ceremony. We 
are saying very simply, our parents and 
grandparents saved the Grand Canyon for 
us; today we will save the grand Escalante 
canyons and the Kaiparowits Plateau for 
our children." 
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Is Betting on a Dry, Hole 
Monument's future May Hang on Turn of Oil Drill 

1 , . . - - - - • 
ByTom Kenworthy . - all resource manigeinent plan for the Wuhington Post Staff Writer 

proceed with exploratory drilling in the 
heart of the monument atop the Kaiparow-
its.Plateau.__ _  

The officials believe the odds are efi—ii—ily 
in their favor that Conoco's exploratory 
wells will come up dry and that the oil giant 
and others holding what are known as 
"valid existing rights" to drill for oil and gas 
on 108,000 acres of federal land within the 
monument's boundaries will go away and 
allow their 10-year leases to expire. 

Conoco is pushing for drilling approval 
on five leases that otherwise 'will' expire 

• next fall. On one, the Utah state director of 
the federal Bureau of Land Management 
has determined there would be no signifi-
cant environmental impact from explorato-
ry drilling, and will act on Conoco's drilling 
application early this month. The oil compa-
ny is also close to beginning drilling on a 
section of state-owned land on the Kaipa-
rowits Plateau. 

Though the Interior Department has 
only limited tools to prevent the drilling—

' and the presidential proclarnation establish-

q

ing the monument specifically recognized 
valid existing rights—the Clinton adminis-
tration's acquiescence to Conoco has an-
gered environmentalists. At the very least, 
they say, the Interior Department could 
temporarily suspend the leases, an action 
that would stop the clock on the lease 
expirations and block any drilling in the 
monument pending completion of an over-

I 
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•. 1 • 
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Grand Staircase-Escalante. That plan is 
scheduled to be completed in about 21/2 
years. ' 

Mat would essentially freeze us as of 
this date," said Scott Groene, of the Salt 
Lake City-based Southern Utah Wilderness 
Alliance. The BLM, he said, "is setting a 
terrible precedent by allowing oil and gas 
work before completing the management 
plan for the monument.... If they hit oil 
and go to development, we will lose a slew 

, of wilderness to the inevitable network of 
,roads that will follow. If the Interior Depart-

' ment is not willing to stop a speculative 
well, it is not likely they will find the 
backbone once Conoco - starts making 
claims of potential riches." 

Groene said a lease suspension also 
would provide additional time for Conoco 
and the Clinton administration to pursue a 
possible trade of the company's oil leases in 
the Utah monument for leasing credits in 
deep water fields in the Gulf of Mexico. 

Conoco broached such a trade in talks 
earlier this year with Interior Department 
officials, who were cool to the idea because 

tions, said John D. Leshy, the department's 
solicitor. Among the problems: Any such 

Interstate trade would require conyession-
al approval; -establishing equal value would , 
be tricky because the Utah deposits are 
speculative while the Gulf of Mexico field is-

. rich and proven; and it could cost taxpayers 
a bundle if Utah—entitled to 50 percent of 
royalties on'domestic wells—were given a 
share of offshore royalties that typically go 
entirely to the U.S. Treasury. 

"I told them the odds we would be 
interested [in a trade] are low," Leshy said. 

He and other department officials say the 
exploratory drilling planned by Conoco will 
have little appreciable impact on the natural 
resource values of the Kaiparowits, particu-
larly compared with a huge coal mine that 
had been proposed and was .one of the 
spurs to Clinton's creation of the monu-
ment - . 

"This is a.far different scale," said Leshy. 
"It's only an exploratory well... and even if 
they made a major commercial find, the 
overall impact on the monument compared 
to the proposed mine, well I think there's 
not much comparison." - 

At the BLM's regional headquarters, 
officials predict there is little chance that 
the drilling on the Kaiparowits will succeed. 
Over the last four or five decades, dozens of 
exploratory holes have been drilled without 
success within what is now the monument 
area. 
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Just nine months later, the Clinton ad-
ministration is on the verge of taking: 
something of a riverboat gamble on the 
monuments future. Officials in the Interior 
Department, betting that dozens of oil and 
gas leases that predated creation of the 
monument are virtually worthless, are 
poised to give Conoco Inc. the green light to of legal, technical and political complica-
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MEMORANDUM FOR THE SIDENT 
t' 

FROM : MIKE McCURRY tiktk' 
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THE WHITE HOUSE 

WASH I N GTO N 

July 1, 1997 

••••• 

. SUBJECT : QUESTIONS FROM GEORGETOWN'S MAGAZINE 

• 

Georgetown University's Alumni Magazine is doing a story on Georgetown's 
Rhodes Scholars. They are trying to interview all of their Rhode Scholars and would 
greatly appreciate it if you could write down a few words to be included in the piece. 

The following questions will be asked of all Georgetown Rhode Scholars. You do 
not have to answer all of the questions. The magazine would be extremely pleased if they 
got even a couple of sentences from you. (ock T c A TAK„. RE.4(0 A FE....) ThoootTS. ) 

* Why were you interested in pursuing the Rhodes Scholarship? 

*How did your Georgetown education prepare you for success during the 
interview for the Rhodes Scholarshzp? 

Copt eci 

nIc CiLy1)11 

( oS 

/ 

* What were some of the challenges and highlights of your experience at Oxford? 
• 

*How did your experiences at Georgetown and as a Rhodes scholar prepare you 
for a career in public service? 

If you would like to participate in this piece, it would need to be completed by the 
first week in August. 
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Back to the glory days? 

•••••,..~ •••••• -••••• V LIM 4 4A3.41..kk 

i UNITED STATES "L( ..1‘to• •••"' 

THE PRESIDEN f HAS SEEN 
- - q 

C A  MERICAN manufacturing has 
never been in more trouble than it 

is now." Thus the glum introduction to an 
official report on competitiveness released 
in 199o, the last time America hosted a G7 

. summit. Its moroseness matched the na-
tion's mood. Neurosis about the strengtleof 
)apan; gloom about the deficit; woe and de-
cline on every side. 

How times change. The country that 
presides over this yeaes rich-world gather-
ing in Denver is feeling triumphant, even 
euphoric. "Is this a wonder economy or 
whatr asked Business Week. "On top of the 
world" chirped Newsweek Notwithstand-
ing signs ofa slowdown in the second quar-
ter of this year, the economy has been grow-
ing faster for longer than most economists 
thought sustainable. Unemployment has 
fallen well below the rate at which wage 
pressures have traditionally started to grip. 
And inflation is nowhere in sight Producer 
prices frll for the fifth consecutive month 
in May, the longest string of declines since 
the 195os. 

Some back-slapping is in order, for sure. 
But todays economic success has also un-
leashed a Panglossian optimism, and that 
is more dangerous. A growing chorus of 
pundits, investors and economists argue 
that the good times are here—for good. They 
claim that such factors as globalisation and ' 
the rise of information technology have 

TUE ECONOMIST :JUNE 2IST 1997 

changed the way the economy works, so 
that old constraints on growth no longer 
apply. Instead, America can look forward 
to a prolonged period of prosperity, with 
both inflation and business cycles tamed. 

The stakes in this debate are high. If the 
new conventional wisdom is correct, 
America does indeed face a rosy future. If it 
is not, unfipunded confidence could en-
danger the economys achievements so far. 
Unfixtunately, it is often difficult to pin 
down exactly what is supposed to have 
changed. Believers in the "new economy" 
speak grandly but vaguely of productivity 
revolutions or the "loss of corporate pric-
ing power; they point to tumbling com-
puter prices and the growth of the Intemet 
as indisputable evidence that the economy 
is dancing to a different tune. 

Beyond anecdote, their optimism rests 
on two main arguments. The first is that 
America's potential growth rate is much 
higher than conventional wisdom suggests, 
because productivity is much higher than 
official statistics measure. The second is 
that, regardless of productivity improve-
ments, inflationary pressures are much 
weaker (or even non-existent). Global com-
petition means that capacitycan be pushed 
harder and unemployment sent ever lower. 
Do these propositions make sense? 

There is some truth to the productivity 
claim. According to official statistics (and 

• 

notwithstanding the small surge in the first 
quarter of th is year), America's productivity 
growth during the 199os has been as paltry 
as it was during the previous two decades, 
an average rise of around i% a year. These 
official numbers have big and well-docu-
mented shortcomings. Productivity in ser-
vices, the largest and fastest-growing part of 
the economy, is notoriously badly 
measured. 

Moreover, using alternative gauges of 
productivity gives starkly different results. 
Edward Yardeni, chief economist at Deut-
sche Morgan Grenfell, points out that the 
growth in firms' real sales per employee 
used to rise in step with productivity 
growth. But since 1986 or so, and particu-
larly in recent years, they have diverged. In 
1995, for instance, real sales per employee 
rose to% while non-farm productivity rose 
only o.2%. The biggest gains are in new-
economy sectors such as high tech and 
communications. These figures have prob-
lems—in particular, the divergence might 
reflect the outsourcing of production—but 
they provide some evidence ofhigher-than-
measured productivity growth. 

Few economists would disagree that 
the real economy may be growing faster 
than official numbers suggest. At issue is 
whether the discrepancy keeps increasing. 
Moreover, if America's recent growth pri-
marily reflects rising productivity, it is not 
clear why unemployment continues to falL 
The drop in joblessness suggests that at 
least part of America's GDP growth comes 
from more labour input rather than higher 
output per worker. 

. Statistics bear this out: a large part of 
America's growth in the past year did in-
deed come from more people working, as 
well as working harder. Between the first 
quarter of1996 and the first quarter of1997 
the number of Americans with a job grew 
by 2.4%, far more than the traditional an-
nual job-growth rate of1.4%. Moreover, the 
average number of hours worked each 
week also rose by 1.2%, again well above 
trend. Add growth in employment and 
hours worked to the official estimate of pro-
ductivity growth (t%) and you more than ac-
count for the 4.1% rise in GDP. (The num-
bers do not add up exactly because they 
come from different statistical sources.) 
This does not prove that there has been no 
rise in productivity, but simply shows that 
much retent growth has come from getting 
moct people to work, and persuading them 
to work longer hours. 

And that is exactly what worries main-
stream economists. Fast growth based on 
unusually high employment growth can-
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too far. The capacity of the global economy 
is not infinite. Much of the weak price pres-
sure faced by American firms comes from 
the fact that other large industrial econo-
mies have been growing sluggishly in re-
cent years: once they pick up, commodity 
prices, for instance, may be under more 
pressure than they are now. Moreover, the 
strong dollar—a factor that has helped de-
press import prices—need not be a perma-
nent phenomenon. If any of these tempo-

INDIANAPOLIS 

THE American military establishment 
has closed two big installations in In-

dianapolis in the past five years. Walking 
the streets, you would never know it. Un-
employment is only 2.6%. Local fast-food 
restaurants pay $6.5o an hour and offer bo-
nuses to attract new employees. Main-
Street Indianapolis reflects a booming 
mid-western economy. It also suggests that 
dosed bases can leave the locals not only 
unscathed, but sometimes better off 
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rary fillips subsides, Ainericarifirms could 
well find their costs rising fast. 

It is more likely, however, that pressure 
will first occur in labour markets. Histori-
cal relationships between unemployment 
and inflation imply that these pressures 
should already be evident. It is, of course, 
true that the NAnw—estimates of which 
have never been made with enormous pre-
cision—may indeed have fallen: an ageing 
workforce, greater worker insecurity and 
the changing nature of employment con-
tracts could all have brought it down. A 
lower NAIRU, however, is not the same as 
no NAIRU. More important, the new-econ-
omy people forget that overall labour costs 
have risen more slowly than wages becausi 
the cost of non-wage benefits, such as -. 
health insurance, has barely budged. This . 
will surely not last for ever. 

In short, the optimists have a point, but . 
the danger is in pushing it too far. Amen-. . 
ca's economy is undergoing some stinting ; 
changes; but it has also benefited from # 
plethora of temporary (positive) stiocktis 
Cheerfulness is appropriate; eurihorii: 
should be held in check. , 

, 

The Defence Department first set its 
sights on Indianapolis in 1991, when Fort 
Benjamin Harrison, an army training 
camp, appeared on "the list". (The Com-
mission on Base Realignment and Closure 
selected 97 big installations for closure,in 
four rounds: 1988, 1991, 1993 and i1995.) 
Some 34oo active-duty soldiers would be 
moved elsewhere. Over 1,ooo civiliah jobs 

- would be lost. . , t .64 - 
But a gem lay hidden in the mudc. The 
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not continue forever. At some point, they 
fear, the unemployment rate will fall below 
the non-accelerating inflation rate (NAuttr) 
and wage-inflation will rise. Indeed, many 
reckon it has already done so. 

Moreover, they point out, America's la-
bour force grew remarkably quickly last 
year, far faster than its population. Several 
factors lay behind this. A buoyant economy 
may have lured back some people, particu-
larly women, who had given up looking for 
work; welfare reform is fluting poorer 
women, who may have relied on a federal 
cheque, to find a job; and changes in immi-
gration laws have prompted a sharp rise in 
the number of Latinos entering the labour 
force. But these supply increases are proba-
bly temporary: once employment growth 
stabilises, fast job growth would mean 
bringing the unemployment rate down fur-
ther, which increases pressure on wages.At 
that point either corporate profits must be 
squeezed, or firms must pcs on their 
higher costs through higher prices. 

The new-economy crowd insists this is 
nonsense: inflation is dead, and th6 con-
cept of a natural rate of unemployment 
outdated. In the new economy, firms can-
not simply raise their prices: if they do, they 
will quickly lose out in a global market 
where firms and consumers can choose 
their suppliers at wilL Yet, in fact, the 
United States is not terribly globalised: im-
ports and exports still make up a relatively 
small share of GDP. Most of America's out-
put is in goods and services that cannot eas-
ily be bought and sold across borders. For 
the price of a haircut, say, or a meal out, the 
globalisation argument is irrelevant. 

A more subtle argument is that the pres-
sures of globalisation and corporate 
restructuring have allowedAmerican firms 
to push capacity further. New techniques 
for managing inventories, for instance, pre-
vent the kind of involuntary build-up of 
stocks that used to make for large swings in 
output. In a more integrated global econ-
omy, companies can switch to foreign sup-
pliers more easily. In short, the old speed 
limits may no longer hold. , , 

There is probably some truth to this; but 
it would be foolish to push the argument 

Shutting military bases 
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NATIONAL ENDOWMENT FOR THE HUMANITIES 1,•"-C1---̀ . — 

WASHINGTON, D.C. 20506 

THE CHAIRMAN June 16, 1997 

William Clinton 
President of the United States 
White House 
Washington, D. C. 

Dear Mr. President: 

Congratulations on the successful launching of your initiative 
on racial reconciliation. It is a brave and much needed effort. 
Your speech in San Diego touched upon the right themes and sounded 
the right notes. While cheering you on, I would like to give you 
the benefit of a few of the things that I have learned from the 
NEH's three-year  project, "A National Conversation on American 
Pluralism and  dentit ." My len th re ort on that will 
=arc:re from the GPO in u y. You have an earlier draft, but I 
would be glad to send you a copy of the final version now if it 
might help in the conceptualization of your initiative. 

I like very much the use of the term "conversation" to 
describe what you hope to stimulate among the American people. 
Conversation implies an exchange that is civil, in which the 
participants are equals, and in which there is as much listening as 
talking. I also like your clear realization that this is a 
multipolar issue. Race is no longer simply a black-white divide. 
The blurring of racial categ^-iP, a friend of reconciliation, of 
course, but we should also be completely aware that race is a 
cultural concept and not a genetic one. 

From my reading of the polls, and from an intense involvement 
over the past four years with various organized and unorganized 
groups of citizens, I._now that Americans ar worried about the w 
cpciet seems to be fragmented now along several different ault 
lines, but t ey worry particuraTIT—a1525n tragmentation growing out 
OT--7acial, ethnic, linguistic, religious and nationality 
differences. They may not put this at the top of their list of 
worries when the pollster calls, but that is because it doesn't 
seem to be the same sort of immediate issue as jobs, education or 
crime. 

Apso' 
vttee. 
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In addition, race is an emotional mine field that most people 
are not willing to tiptoe into, lest they touch some unseen 
tripwire. Given the opportunity, however, people will talk abou  
"liffere sh. Lf_the4t—taaa--se,Q-u-r-a—iinuagy 
v.,3orevealtheirresents and fears. Americans generally 
do not have a lot_of opportunities to talk to people who are very 
different from themselves. 

I would urge you to continue doing what you did in the San 
Diego speech: icaris. The life-
enriching powers of pluralism cannot be appreciated by people who 
feel that social cohesion is being threatened by "others" or who 
feel that their "culture" (the atmosphere of values, traditions, 
and expected behavior that gives shape to their lives) is being 
replaced by some "foreign" culture. That is why Pat Buchanan 
struck such a responsive chord in 1996 when he told audiences that 
he wouldn't let "them" take America away from "us." 

I have a three-fold notion of the dynamic American identity, 
a notion that has evolved over the last four years. The core of 
the American identity is to be found in our commitment to a 
democratic political system and to equal individual opportunity. 
We are fundamentally a political idea. As Gordon Woods argues in 
his pathbreaking book, The Radicalism of the American Revolution, 
the commitment to democratic political ideas led to a democratic 
social order that profoundly altered the society that existed in 
the eighteenth century American colonies. In any case, when 
pressed to answer the question, "what, do we share as Americau," 
almost everyone will mention the palj-tica1—ayzt2xar_Ztie 
Constitution or individual rligial.s.—=—.sameaersion of the idea  of 
democracy. I think that is a wonderful thing. 

Beyond civic nationalism, most Americans think that there 
actually are some  r.nmmnn traits of character that arise from 
historical experience in America. Not everyone exhibits these, of 
course, but they are thought to be typically American. Frequently 
mentioned are such things as self-reliance, o timism, tolerance f 
differences,  self-i„mpscueraeLl._ELasmatism, the lack o deference, . 
and so on. 

In addition to the values that flow from the Declaration of 
Independence and the Constitution, and the universalistic values 
that govern our collective life, thereis also a realm of liife 
recognized by ordinary Americans in which it is perfectly_9k for 
•ar i ic i•entities to operat, identities that may derive 
from group mem•ership or some parochial involvement. We  all bave 
multiple identities, or ' ers to our ' ' ' ' 'ty. 
Our collective life should be lived in accordance with universal 
values that apply to everyone equally as individuals without any 
identity modifiers. In our personal lives, however, there is room 
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for identities that we may share with smaller subsets of Americans. 
Race, gender, ethnicity, religion, and other partial identities 
belong in this personal realm. 

I emerged from the NEH project thinking that the tension 
between individualism and community in American life is probably 
the most important "contradiction" in our culture. As Seymour 
Martin Lipset has recently documented again, we are the most 
individualistic among the industrialized nations. If we don't 
learn to think of individualism and community as two parts of a 
single whole, we are going to continue to have trouble with social 
cohesion and with figuring out how and when to respond to the needs 
of community, and especially to the needs of the most vulnerable 
among us. 

I notice that Speaker Gingrich seems to be staking out the 
territory on the starkly individualistic side of the complex 
individual/community relationship. In the near term, that is a 
strong rhetorical position. I would hope that part of the 
conversation might be to encourage people to thillk About the wa s 
.pne can only realize one's  3111 potential_as an individual ough 
„Ae group. Indeed, I believe that the individual and his various 
group identities are mutually dependent. 

The idea that our individual identity is learned from our 
ipteractions with the various groups and communities to wilich we 
belong comes from Hegel and is fundamental to the thinking ot John 
Dewey and numerous other observers of the human scene. It is also 
a commonplace to say that our own individual fates depend greatly 
on the fate of our community. The_mutuality and simultaneity of 
thg. group and the individual is rea.1, but it is a bit harder to 
explain than the mythic American lonely hero. That will take some 
creative thought. 

Now, a couple cf warnings. America is getting more diverse. 
It is ok to say that. On the other hand, to try to motivate people 
to move to a more conciliatory racial position by projecting an 
America in which whites are in the minority risks stimulating a 
backlash. Many white Americans are feeling threatened anyway. 
They may well respond with intolerance rather than pragmatism when 
confronted with the increasing racial complexity of the population. 

h "n e to invate 
Lapresqive public policies intended- to prevent the new malca-ity 
from cominq about. Indeed, any hint that group rights (American 
Indians always being an exception) are a good thing threatens 
everyone in a pluralistic society because it implies limited access 
to the common life of the nation, be that common life economic or 
political or cultural. 
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Affirmative Action is also a challenge to the universalistic 
and individualistic principles that are part of the American 
mindset. That is why quotas and set-asides get so little support 
among the public. On the other hand, people are aware that the 
members of some groups suffer from discrimination because of their 
group membership. This contradiction is the reason that the polls 
tell us both that Americans don't like Affirmative Action and that 
they would support government activity to insure equal opportunity. 

Affirmative Action either has to be redefined in the public 
mind so that it means what it was originally intended to mean 
(azaL2aaLra—ellartstsngliliscjazLliscx1:ainatiQa o 
overcome the _Lillgesing  effects ot_Dast discrimination,,as in the 
very popular Head Start program), or another term must be found to 
cover the sort of equal opportunity efforts that the public will 
support and that the society so clearly needs. Opening up 
education so that it can really serve as the route to equal 
opportunity must be a central part of the effort of racial 
reconciliation. 

As long and tedious as this letter is, it only ripples the 
surface of a subject that is oceanic in its importance and contains 
subtly dangerous currents. I wish you well in the reconciliation 
effort and think you are courageous to undertake it. As always, I 
stand ready to help. 

Respectfully, 

Sheldon Hackney 

cc: Ellen Lovell, Office of the First Lady 
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