THE PRESIDENT HAS SEEN
THE WHITE HOuse MW.2a D

WASHINGTON

November 18, 1993

R MR. PRESIDENT:

The attached is a I‘Jd‘l': from Ron Brown
on possible initiatives to address
California’s economic problems.

You do not need to foous on this right

now, but you should know that Romn may
very well bring it up on the ride out

to Seattle.
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112,000 were lost over the last four years. During the same period, California employment
in construction and electronics manufacturing dropped by 120,000 and 25,000 respectively.

The prime cause is not hard to find. Defense spending in California has fallen
from about $60 billion in 1988 to about $51 billion (in constant dollars) in 1992. Economists
at the Berkeley Roundtable on the International Economy believe that "cuts in defense

and R&D contracts have been responsible for better than one third of
California’s total job losses in the period 1990-93." For example, over 200,000
manufacturing jobs have been lost in the state since 1991.

Of course, the economic conditions in California are now more complex than
any single cause would suggest. The California economy suffers from a vicious cycle: slow
i.ncomegmwth(inpartductothecomcﬁonofthcdefensewctor)thatwcakensthereal
estate market, which is turn tightens bank lending, which then further slows employment and
income growth.

In sum, whether the current state of the California economy is characterized as
a fundamental structural problem or a cyclical problem evidenced by a painfully slow
recovery from the recession, the central economic truth remains the same: The California
economy is being battered. The effect on the rest of the pation is indisputable: California
accounts for one-eighth of all U.S. output and population.

I, THE CREATION OF ECONOMIC OPTIONS

At your instruction, I have been leading an inter-agency effort to confront the
difficulties faced by California. To date, I believe that we have made important progress in
addressing the needs throughout the State. Critical aspects of that effort, such as the
formulation of a political strategy, are beyond the scope of this memorandum.

It should be noted, however, that there has been much positive activity by the
Administration. I have made 10 trips to the state since April and have met personally one-
on-one and in small groups with several hundred political, business, community and
academic leaders. You, the Vice President, and members of the Cabinet have made
numerous Visits to the state. We have staff on the ground, in both northern and southern
California, who have been coordinating our initiatives and expanding our outreach. (See
attached). Notwithstanding these efforts, it is increasingly clear that they are not enough.

Economic policy must, of course, be a critical part of any Administration
effort directed towards California. Accordingly, I have consulted with my NEC colleagues
about the construction of economic options that would permit you to determine the scope and
focus of a response to the economic difficulties that California faces.
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the coordination of federal action in California. It is very difficult to come up with precise
estimates for total Federal support that goes to California. In FY 1994, California is
expected to receive its proportionate share (about one-cighth) of federal grants to state and
local governments. But this level of fiscal assistance is not expected to cause any material
improvement in California’s economy.

The NEC also agrees that we should develop for your consideration measures
that have little or no fiscal impact but that would nonetheless be helpful to the California
economy. A prime example of non-fiscal, but very important, action is export controls. As
you know, about 35% of export control license applications come from California. That’s
why our recent announcement of significant reform of computer export licensing
requirements has had such a dramatic effect -- and has received such a warm welcome from

the business community.

These measures are a useful beginning, but no one on the NEC is prepared to
say that they should constitute the entire federal solution. It has become increasingly
apparent to me that more will be needed.

While I do not share this view, some on the NEC have raised concerns about

the appropriateness of special attention being given to California. Whatever the approach —
youwillmedtodetermincwhetheraddiﬁomlfmalrcsources, either out of existing funds or
through new fiscal measures, should be applied to the economic problems of California.

Thus, this memorandum is intended to seck your guidance on the creation of
policy options that go well beyond our current efforts and that can be developed through the
NEC process and presented to you for decision.

This memorandum will present options on the following three issues:

(i) Should the NEC prepare for your consideration a "place-specific” plan for
the California economy, or confine its further work to the construction of
place-neutral, "needs-based” alternatives?

(i) What definition(s) of "need" should be the basis for the preparation of
needs-based alternatives for your consideration?

(iii) What fiscal options should be prepared to implement either a California-
specific or a needs-based approach?

As explained above, the economic problems facing California are dramatic --
we face the possibility that the economy of our largest state is becoming unhinged from the
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national economy, and that, left to its own devices, the California economy will not soon
enjoy an unemployment rate comparable to the nation’s. The problems in Southern
California are especially acute. Commercial vacancy rates in Los Angeles have risen from
17 to 23 percent. Latest HUD data indicates that there is a shortfall of nearly 500,000
affordable housing units in Los Angeles County. In addition, crime rates in the Los Angeles
area are very high. The FBI reports that violent crime rates in Los Angeles are 44 percent
higher than in New York City.

One view is that the problems of California are so intense as to justify the
creation of a California-specific remedy. The notion that a regional economy requires
specific federal intervention is not new. When hurricanes hit Florida, we responded. When
floods hit the Midwest this year, we responded.

Our difficult fiscal straits offer another rationale for the creation of a
California-specific approach. Finding fiscal resources for any new initiative will be difficult,
which means that fiscal resources must be carcfully targeted. A needs-based approach
inevitably means that less than the full amount of assistance actually reaches California. (So,
for example, a new national defense conversion initiative might favor California, but, by
definition, it would not focus exclusively on California). A California-specific initiative
obviously places all of its resources in that state.

Most members of the NEC have to date said that they believe that a specific,
state-oriented approach would cause political and policy difficulties. For example, members
of Congress from other parts of the United States might argue that their home states face
equivalent economic difficulties -- and that California should not be singled out for special
assistance. Such congressional reaction, should it occur, would make the actual
appropriation of additional funds very difficult.

Thus, itisargwd,mmsumtoaddresstthalifomiacconomy, such as the
targeting of existing funds or the expenditure of new funds, should be needs-based. In other
words, they must address problems of particular importance to California, but they would not
be structured as California solutions per se. For example, it is said that a national initiative
might be structured around defense conversion and defense reinvestment, but one should not
be created with the sole objective of targeting funds exclusively for California.

The question is whether the NEC should construct a California-specific, or a
needs-based approach, or both.

0 Please construct only California-specific initiative for my further consideration.
0 Please construct only needs-based initiatives for my further consideration.

1] Please construct both California-specific and needs-based approaches for my
further consideration.
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