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year or two. Nevertheless, the following broad con-
siderations for the orientation of monetary policy seem
relevant:

o In the United States. where the economy is now
running at about capacity. it is not clear whether the
degree of monetary tightening which has taken place
so far is sufficient to ensure a “soft landing’. Prepared-
ness to apply further restraint would appear to be the
best policy posture at this point in the business cvcle,
as the risks from remaining too restrictive for a short
period are less than those of allowing inflation to
re-ignite.

¢ Inthe United Kingdom. Australia and New Zealand,
where recoveries are fairly advanced. a process of
monetary-policy tightening is also under way. Butitis
unclear that policies are vet sufficiently restrictive to
ensure that inflation is kept low. even though output
remains below capacity, because output is expanding
rapidly. For the time heing at least. there is a case for
continuing with gradual monetary tightening until clear
evidence emerges that any tendency for these econo-
mies 1o overheat is being avoided. In the case of
Canada. another country where recovery is fairly ad-
vanced. the orientation of monetary policy will be in-
fluenced by financial market concern about the pro-
cess of fiscal consolidation as well as developments
in US interest rates and in the exchange rate.

o [n Ireland and most Nordic countries. econoimies
are also expanding strongly. Little inflation pressure is
apparent in Ireland. Denmark or Norway. In legnd
and sweden, how?\‘er. €XpOIT SeClOrs 4re experien:
high levels of demand which could have mﬂ;-
rionary repercussions throughout the rest of their
econdmies: monetary uuthqri[ies have alreadv _mo\'ed
(aise interest res. All of these countries will have
pe alert 1O the risk that any exchange-rate weak-
d imply for inflation.

, [0 most other co.ntinenml Eum__pe:lg countries, the
' dqemt’”[ appears 1o be ruorle finely h:ll:mc.cd. Re-
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straints do not appear likely to emerge in the near
future. In Germany, which will have a key influence
on European mone-tary policy more generally, in-
flation, while on a downward trend, is still somewhat
higher than desired. This suggests that the scope for
further easing is limited. On balance, this climate sug-
gests no immediate case for a shift in policy, with
risks, going into 1995, appearing fairly evenly balanced
in both directions.

¢ In Japan, the appropriate time for moving rates to
an upward path appears to be some way off, given
that inflation is virtually non-existent. banks’ balance
sheets remain weak, further upward pressure on the
yen would be unwelcome. and the economy is not
yet growing fast enough to begin absorbing unused
capacity.

A complication in the setting of monetary policy
is concern about the possible adverse
effects of the large increases in long-term interest rates
since around the beginning of 1994. However. insofar
as unexpected and nearly simultaneous increases in
long-term interest rates across OECD countries can be
associated ‘with short-term prospects for OECD acti-
vity which have improved surprisingly rapidly since
the beginning of the year - particularly in conti-
nental Europe - this is not a matter of disquiet. Fur-
thermore, in many countries the current levels of real’
interest rates (that is. nominal interest rates adjusted
for inflation) do not appear to be significantly higher
than the average over the period since 1980.

Nonetheless, the extent to which long-term inter-
est rates have risen does point to underiving tensions.
Some of the rise in nominal long-term interest rates is
quite possibly due to a re-assessment and upward re-
vision of private-sector inflation expectations. Market
participants may not be as convinced as policy-makers
that present low rates of inflation will be sustained: 1
‘credibility gap’ may exist here. It can be reduced or
eliminated only through a clear commitment of
monetary authorities to consolidate the good price
performance now evident in many OECD countries.
This calls for an institutional framework conducive to
sound monetary-policy decision-making. In this re-
gard, ensuring the credibility of inflation targets. by
helping to make the actions of monetary authorities
more transparent. may have an important role to play
in many countries.

In some countries. there mav also have been a
market re-assessment of the senousness of the
medium-and longer-term outlook for public finances.

| OECD Economic Outlook
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It is notable that some of the largest rises in long-term
rates in the course of 1994 have been in cou;lérétr:;
where public debt is high and there has belen'cozl .
about the ability of governments 10 achieve i
tained reduction of budget deficits. Market fsg o
here may also be linked to the assessment of '1 akers
expectafions: concern may linger that policy-ma o
could yield to the ever-present [empmn(?ndd-
anempt debt reduction through inﬂation.;hereb)ri{es
ingto risk premia embodied in long-term mFeres[ rhicﬁ
Hence, a faster pace of fiscal consolidation: * p
would contribute to a higher level of national 5:1“[1E Sg
and tend to put downward pressure on in‘[ereslorzé -
appearsto be a crucial element in durably higher

growth,

Improving
Public Finances

The average OECD general government below
narrow from a peak of 4% of GDP in 1993 1© il
3% by 1996. Although much of this UHPFO"ememli "
be ‘structural’. reflecting progress in fiscal Aconso‘uu_so
tion. the public-finance position will rffﬂ?ﬂm unb‘.a v
factory in nearly all OECD countries. It 18 ESPWe of
noteworthy that gross public debt as 4 pt’ffenmgmcs
GDP is likely to rise in virtually all OECD €OV
between 1993 and 1996, For the OECD 84 ® 4

s debt could incroece frorm (8% of GDP in 199319
gross debt could increase from 68% of G i
close 10 ~3% by 1996, and could be well abot 80[0-'0).
average in Japan (nearly 90%). ltaly “}VEF eéce
Canada (over 95%), Belgium (around 1 33%0). Gij "
(around 1202%) and Sweden (around 110°0)- A" r}'lo]é
the vear 2000 public debt for the OECD 45 4 ©
should still be around current levels. finan-

This medium-term outlook for public-sector 1?;135
cial positions strongly suggests that many C-OU?‘SC‘J
have (o review and strengthen their plans for ldges
consolidation. Furthermore, this outlook embo 1
SUstained recovery and some falls in nominal lOng'{e.?-
Interest rates from their present levels. If these di‘[ i
Opments do not occur, average OECD public de at
the vear 2000 would be significantly above Cl}rri),’-
levels, [ considering the appropriate degree ofaim
on 10 bring to fiscal consolidation. it should be no Fe\.
Wat the Maastricht targets for EC countries dr€ f:nrn_1
| Modest: they should be seen as only 4 ”‘*Edlym'ie.f .
Yep on the lbnger-lerm road to sound public llnﬂnL]E ;

The specific measures to be taken 10 sI).eCd “L)
"ace o fiscal consolidation will have 10 be “”IUM% :
':Tllilli(’)n,a in individual countries. hut a0 ernments n

deficit may

Table 1
Growth of

%

all countries will be concerned to take United States

account of considerations of equity  Japan
and the impact on living standards for Germany
low-income groups. In most cases, e
not all, governments have recognised ltaly

that the main effort will have to be
made on the expenditure side. Increas-

United Kingdom

Real GDP in the OECD Area

‘ Share;im

‘0ECD; ' £
9

- 36.37 3.1 3.9 31 2.0

14.92 0.1 1.0 2.5 34
8.65 - -1.1 2.8 2.8 3.5
659 .0 2.2 31 3.2
620 0.7 2.2 2.7 2.9

575 . 20 3.5 34 3.0

ing the overall level of taxation, which ~ Canada 333 22 41 42 39
already creates significant distortions ~ Total/average =< rias B -
in most OECD countries, could gen- <0 above 7 countries __81.81. 30, 3027
erally have strong negative side-effects. Australia 1.77 38 43 43 40
As well, in making any changes on Austria 08  -03 26 30 31
the tax side, care should be taken not Belgium 1.09 1.7 23 3.0 37
[ reverse the_lhrustofm refprms that Dnitiark 0.57 14 47 33 29
have been 1mplcmented in many Finland 049 20 15 48 I
OECD countries over the past decade B

or s0 - given that these reforms were fHECE 0.62  -0.5 1.0 1.5 23
designed to put in place a tax struct- Iceland 0.03 0.9 1.9 16 20
ure more conducive to improved eco- Ireland 0.27 40 S0 50 46
nomic performunce. Tax revenues will Luxembourg 0.05 0.3 2.6 32 35
rise 4s economies recover. but it is Mexico 2.79 0.6 2.9 4.0 43
important not to interpret this cyclical  Netherlands 1577 04 25 29 32
development as a permanent (Struct- ey 7ez1ang 020 44 S0 36 29
umI)hi111Pf;‘;ef{‘;i‘:n‘“if‘i‘:’klcsg“i%‘;? Norway 0.45 22 36 29 23

; the same . ‘ T

:?m (o recognise that proceeds from  POrtuga gf; ': '; ; g &8
privatisation. although helpful in re- Spain ' i ‘ 29 33
ducing financing requirements in the Sweden 092  -21 2323 25
short run or redeeming debrs. are capi- Switzerland 094 09 1.7 22 27
1l receipts (that is. one-off financing Turkey 1.74 59 .39 3.6 48

irems) that donot §i_gniﬁmnd_\' improve
the gructural position. '

On the expenditure side. however,
reform confronts c:n}renched expect-
and perceptions of acquired

North America

jons S
a-[:,h{s and jmphmt social contracts. Re- s
né'm experience and work by the e
, A

ECD rovide some pointers to the
.+ forms corrective action could
specmt

?}i‘?’ile[hﬂ or not it is pqssible - ’

- ble 10 reduce the output [lpt many govern-
desira rammes and services deliver to the public.
ment po, Il be feasible to reduce the cost of such
it may “hej[ is. 1o improve ‘micro-efficiency” in some
output- Jod .exumple of where such scope exists is
areas: A S‘},ndi[urc. an area in which major questions
pealth € sz{ of services have been raised in many
about B \jére generally. the development of com-

irie - conments in the public sector through re-
elitive o markettype instruments such as
cour-*‘f‘“_”m(,_,_ market-lesting. contracting-out and the
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Total/average OECD .
Jess the United States __63.63__:.02 . 22_ 3.0 34

Totalfaverage .

33 35
Jo.- 28 30 29
42.49 2.9 3.9 32 2.3

40.53 -0.1 2.3 3.0 3.2
35.09 -0.3 25 3.0 32

creation of internal markets, has allowed for more
cost-effective provision of certain public services in a
number of countries.

o Pension liabilities are increasingly being recognised
as a long-term problem. Many countries are now -
tempting to assess which of a range of policy choices
might most effectively and most acceptably reduce
the burden of future liabilities on public finances, Coun-
tries are considering policy-responses including 1n-
creasing the retirement age o the length of service
required for full benefits, increasing contributions. re-

brttcrm
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ducing benefits and achieving (berter) mpimlisa_tior;.
* Many amalysts (including the OECD Secretariat in
the recently published OECD Jobs Stud)?) have reached
the conclusion that a range of social !rﬂnsfers_are
achieving their fundamental and legitimate objectives
but only very inefficiently. In some cases policies are
close to being counter-productive, such as when they
create dependency traps. There vr'ould appear [0 F}e
scope for re-examining how basic social objectives
could be achieved while reducing overall budget costs.

Improving Employment
and Productivity

The appropriate senipg of macro-econonlc poh:
cies provides the basis tor improved leconom]c 'pefj
formance over the longer term. Assuring a1 SUSKINC
improvement in employment and productivity. how-
ever. requires not only sound MCro-ecoNOMIC &= |
tions but also a broad range of structural reforms. !
cluding the creation of competitive :mde[rJez
markets. It is only when both macro-economic an
structural policies are set uppropriﬂte}y‘ that the
synergies berween them are fully expl(}lred. These
svnergies will be necessary if OECD ccoqomlcs areto
susiain rising living standards and to be in 2 position
to achieve social objectives more satisfactorily- ..Juuon_g
the range of structural actions umhodieq in this task.
the most urgent are arguably those that increase €
plovment and reduce unemployment and those that
reinforce the benefits from international trade.

nomic condi-

Employment Policies -
A crucial area in which there has bcgn Igf
adequate progress is the irn_p!cmcnm:lo.n [
structural reforms aimed at reducing unemploymen
(0 acceptable levels. The medium-term scendrio prt
sented below suggests that. on the basis of p_ohﬁfa
now in place and a full return to sustal_r}.ll?_ﬁ
medium-tern grm\‘lh paterns. unemplo._\‘men[‘ W IIE&(::I;)
be unacceptably high in the vear 2000 in }n(?:a[ ﬁ o
countries: for OECD Europe as 4 whole it LO}J s :j
(o 10%. The structural reforms to ad-
dress this problem. idenufied in the OECDjo'bi Sr[m!l}]
have to cover both pmciuc.t and iabnur'lr?,llr 5 ECD

‘ i strengthen the capacity of ecgmnme:« in '
o EUQ: - :Jl 5t 1o changing conditions. 1o improve
gty ‘ir’ rmuncekana 10 generate more new
pmducm'IF} . piuores [0 improve p;nducm'in' and pro-
l?hs{' 3]1,;{3\-};];-ﬁ'(:fﬂl:lﬁtt, such as those which would
uc H

4 ) ] - Evidence ane ..1']){(”1{1’””"5
y (8 [,(.D_](Jf}.‘: .s‘fllf{h Eri £
2 The P ’. lf)") & { E

average close

opcny Preblications. Parts
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enhance the development and diffu-
sion of technological know-how and
remove impediments to the creation
and expansion of enterprises. will
also contribute to economic condi-
tions which are favourable to job
creation. Others, however, such as
exposing sheltered industries to in-
creased competition may lead to a
labour shake-out and higher unem-
ployment inthe short term. This adds
(o the importance of measures to im-
prove the way labour markets oper-
ate inan effort to make early progress
in reducing unemployment on a
durable basis,

In changing policies so as to im-
prove the functioning of labour
markets and thereby boost employ-
ment. policy-makers will also be con-
cemed that legitimate social object-
ives are not undermined, In this con-
nection. the focus may differ depend-
ing on the policy being assessed. For
the purposes of taxation and means-
testing for the pavment of unemploy-
ment benefits. treating individuals
separately from their family circum-
stances may be necessary to reduce
the risks of poventy traps or of dis-
couraging people from entering the
labour force. But for 1 number of
other pyirposes for which it s thought
1o be important to assess whether or
not social objectives are being
achieved. the focus should be on
household incomes rather more than
on wages of individuals. Situations
in which low wages are earned by
members of households with
adequate income overall are not nec-
essarily inconsistent with the equity
obiectives. This is especially the case
if the low-wage jobs are the first jobs
in the working life of the persons
involved. allowing them to gain work
experience and 1o obtain a foothold
on the job ladder. thereby helping to
provide the basis for moving up the
ladder to higher-paid emplovment.

Trade Policy

The conclusion of the Uruguav Round and the com-
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Table 2
Unemployment in the OECD

United States?

8,443 6.8
Japan 1,360 2.5
Germany 2,602 8.8
France 2,361 11.7
Italy’ 2,654 10.4
United Kingdom 2,348 10.2
Canada 1.2

1,416

Area’

2.9
9.6
12.6
11.3
94
10.5

% of loboursforce 52

6.1 5.6 5.6

3.0
9.1
12.3
1.2
8.7
9.7

ot

2.9
8.6
1.7
11.0

Totaljavérage

+of above 7 countri i .8

Australia 809 10.9 9.7 8.7 7.9
Austria 125 4.2 4.4 4.2 4.1
Belgium 391 11.9 126 121 11.3
Denmark 296 12.2 12.0 10.8 10.1
Finland 193 17.9 18.3 16.3 14.6
Greece 301 8.2 9.7 10.0 10.2
Iceland 2 43 4.7 5.1 53
Ireland 209. 16.7 15.8 15.3 14.7
Luxembourg 2 2.1 2.4 21 1.9
Mexico* 322 3.5 3.7 35 34
Netherlands 490 . 83 9.3 8.6 7.9
New Zealand 168 9.5 8.3 7.6 7.4
Norway 116 6.0 5.5 5.2 4.8
Portugal 198 5.5 6.8 6.8 6.7
Spain 2,464 227 243 240 234
Sweden 122 8.2 79 7.7 7.5
Switzerland 39 4.5 4.7 4.1 3.5
Turkey® 1,547 87 126 137 142
Totalfaverage T SSRGS T e
.of above 18 countries® 7,794 7104 115 " 114 .‘-TLL;]
Jotal QECD® 777 28,978 RO TS T T
North America¢ 10,181 6.9 6.3 5.8 5.8
QECD Europe 16,460 10.7 11.6 113 10.9
EC 14,31 10.9

11.2

11.8

11.4

Totalaverage OECD ™™ T
Jess United States® - 20,535

T

- -'.‘ & -8-6 q

Figures in italics are provisional.

1. Commonly used definition.
2. Break in series from January 1994.
3. Break in series in 1991 and 1992,

4. Figures based on the national survey of urban employment

(32 urban zones and around 12 million people)

5. Important revisions to data,

ing transformation of the Gener

itfs and Trade into the

al Agreement on Tar-

World Trade Organisation are

potentially very positive events for the

world economy.




Table 3
Private Consumption Deflators
in the OECD Area

. | 25 chiangesfron-previous yeark ;55

- [F553% [E 19908 G155 [H 19965
2.5 2.2 31 3.6

T A
United States

Japan 1.0 0.8 0.5 0.6
Germany 3.9 26 21 2.2
France 21 1.8 1.6 1.7
Italy 47 39 33 31

35 2.6 2.7 2.9

United Kingdom
Canada

Average -
of above 7 countries

Australia

2.0

Austria
Belgium AR
Denmark I
Finland 39
Greece 1
Iceland 49
Ireland 1
Luxembourg i
Mexico 9.8
Netherlands 2]
New Zealand 14
Norway 1
Portugal o
Spain 51
Sweden 6.1
Switzerland 3.0
TUrkey 51.9
Average R .
©f abave 18 countries 9.5 14. T
NS OFCD g =
Average GECD 7777 o
les Turkey . o 26_su2la
North America 3.2 35
OECD Europe 4.7 37
OECD Europe
’Et’ss Turkey 3.8 29 2.6 2.6
C
Average OECD 7" = "'2'{5'""'_7’&15"1-
less United States 35 pa2s J

Figures in italics are provisional

But this potential will be regliseq 0

; nly i
mens are raufied, which on 1 Decey Y i the agree-

mber a number of

key parties to the agreement had not yet done.
The most important and urgent item on the
trade policy agenda is thus this ratification.

On the assumption that ratification takes
place, the progressive implementation of the
commitments in the Final Act and the import-
ant built-in agenda for further negotiations (in-
ter aliaon services and agriculture) should keep
up the trade liberalisation momentum. Under
this new policy framework and with ongoing
structural change in the international economy,
some new trade issues have acquired promi-
nence. Broadly speaking, these issues can be
placed in two groups.

First, international differences in business
practices and in policies which affect them
(public procurement, competition and other
aspects of business policy, openness to
foreign investment and technology policy) can
impinge on international trade in ways that are
perceived to be ‘unfair’. Even though these dif-
ferences have narrowed, many issues remain
to be resolved. International agreements to
harmonise the legal and regulatory framework
in which businesses operate can address this
problem by eliminating divergences which work
to the advantage or disadvantage of businesses
in panicuiar countries. Yet it is important to
bear in mind that a framework which mini-
mises the amount of change that is required in
many countries is not necessarily the best. The
challenge for governments is to achieve a con-
sensus on where harmonisation would be help-
ful and, in such cases, to identify a set of rules
that will increase the contestability of the
markets concerned.

Second, pressures are increasing to use trade
policy to further other policy objectives, in parti-
cular those relating to labour standards and
the environment. It would clearly be inappro-

riate to use restrictive trade policies to offset
the effect of lower wages, as this would deny
the benefits of comparative advantage to both
the developed and the developing world. On
the other hand, there may be a small set of
«core’ labour stagdards based on fundamental
puman and civil rights - ;llhough to date the In-
temational Labour Organisation has been unable

(0 agree O which of many conventions would

stitute such a set - which prohibit practices,

coﬂh a5 forced labour, that the international com-

. finds unacceptable. Pressures are also increas-

muniy ade policy to further environmental ob-
ing (0 U%¢
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Table 4 I
Current Balances in the OECD Area

% of GDP

United States

SEELE 3E23 <24

Japan 3.1 3.0 2.8 2.6
Germany LA -2 06 -05
France S08 0.7 0.8 1.0
Italy 12 T 21 28
United Kingdom . -1.7 =09 -1 _14
E43 39 <33 -3

Austria 0.5 -08 -1
Belgium-
Luxembourg 5.7 5.7 6.3 6.7
Denmark 4,1 23 2.0 2.6
Finland -1.1 2.4 2.8 2.9
Greece 09 08 -1 4
Iceland 57 N - SRR R =
Ireland 7.9 7.9 7.8 8.4
Mexico -6.2 -6.6 -7.2 -7.6
Netherlands 33 33 3.8 4.0
New Zealand =21 -2.4 =20 -1.2
Norway 23 2.4 2.4 3.0
Portugal 02 -16 06 -05
Spain -1 -0 -1 g2
Sweden -0.9 1.1 23 34
Switzerland 8.0 6.2 6.8 6.7
Turkey -39 1.3 2.3 3.0
T R TR
a0 eng

Average OECD TBRRER00. 7202 =0.0 00

North America =21 =26 =27 =26

OECD Europe 0.3 0.5 0.8 1.0

EC 0.2 0.2 0.5 0.6
10 g

PSR AL |

Figures in italics are provisional.

jectives. It may take time to reach consensus on areas
of disagreement, including free-rider problems in the
context of global environmental agreements. Itis none-
theless important that governments find a mulilateral
approach which ensures that these issues are not used
s a pretext for protectionist practices.

I December 1994

The OECD OBSERVER No 102 i ar i i 17%



THE NEW YORK TIMES OZP.ED SUNDAY, SEPTEMBER 3, 1995

Compantes Merge; Families Break Up

and harvesting time. Parents knew
that their children were their only
pension system. For both parents anq
children the family was the social
welfare net. One supported the fam.
ily, and left it only reluctantly, since it
was Qiificult to survive without it.
~ Using the language of capitalism
- In today’s economy, children have
shifted from being “profit centers”
to being “‘cost centers.” To support
them, parents have to be willing to
make large economic sacrifices.
l\_flen have a strong economic incen-
‘tlye to bail out of family responsibil-
ities since when they do so their real
standard of living rises 73 percent —
although that of the family left be-
hind falls 42 percent.

‘Whether it is fathering a family
without being willing to be a father,
whe.ther it is divorce and being un-
willing to pay alimony or child sup-
port, or whether it is being an immi-
grant from the third world and after
a time failing to send payments to the
family back home, men all around
the world are opting out. (The Japa-
nese seems to be the only exception.)

If mothers were willing to bail out,
they too could have a higher stand-
ard of living. Often children would
have a higher standard of living in
foster care.

People support the family less be-
cause it is now much less necessary to
their personal economic survival.
People do not work as a family. Often
they seldom see each other, given
conflicting work and education sched-
ules. Students who use college loans
owe their parents less. Living thou-
sands of miles apart, families lose

Bill Russell

By Lester C. Thurow

0 country without a
revolution or a mili-
tary defeat and sub-
sequent occupation
has ever experienced
such a sharp a shift
in the distribution of earnings as
America has in the last generation.
At no other time have median wages
of American men fallen for more
than two decades. Never before have
a majority of American workers suf-
fered real wage reductions while the
per capita domestic product was ad-
vancing,
So on Labor Day this year, as with
a lot of Labor Days, most laborers
don’t have a lot to celebrate. The
median real wage for full-time male
workers has fallen from $34,048 in
1973 to $30,407 in 1993.
~Wages of white men are falling
slightly ‘faster than those of black
men, and the young have been clob-
pered: wages are down 25 percent
for men 25 to 34 years of age. Median
wages for women didn’t start to fall
until 1989, but are now falling for
every group except college-educated
women. The pace of decline seems to
have doubled in 1994 and early 1995.
The tide rose (the real per capita
gross domestic product went up 29
percent between 1973 and 1993), but

degrees. But investing in a college
education doesn’t get one off the down
escalator and onto an up escalator —
it merely slows one’s descent.

No one knows exactly how much of
the decline can be traced to any par-
ticular cause, but we do know the set
of causes that has been responsible.

New production and distribution
technologies require a much better-

In the modern
economy, men
have strong
incentives .

to bail out.

educated work force, If decisions are
to be pushed down the corporate
hierarchy, those at lower levels have
to have skills and competency be-
yond what was required in the past.

nology to replace workers, engaging
in mega-mergers such as this week’s
Chase-Chemical deal, and otherwise
downsizing. Each year more than a
half-million good jobs are eliminated
by the nation’s most prestigious
companies. More new jobs are being
generated in the service sector, but
they come with lower wages and
fewer fringe benefits.

With the death of Communism
and, later, market socialism as eco-
nomic alternatives, capitalists have
been able to employ more ruthless
approaches to getting maximum
profits without worrying about politi-
cal pressure. “Survival of the fittest’
capitalism is on the march.

What economists call “‘efficiency
wages” (a company paying higher
salaries than the minimum it needs
to pay, so that it gets a skilled, co-
operative, loyal work force) are dis-
appearing to be replaced by a differ-
ent form of motivation — the fear of

losing one’s job. {

Falling real wages have put the

traditional American family into
play, as the one-earner middle-class
family becomes extinct. With children
needing ever-more-costly educations
for ever-longer periods of time, the
cost ur supporting a family is rising
sharply just as earnings plunge.
Thirty-two percent of all men be-
tween 25 and 34 years of age earn
less than the amount necessary to

track of one another. The family is no
longer the social welfare system
when one is disabled, old or sick, and
itwill not resume these duties even if
the state were to withdraw.

The traditional family is being de-
stroyed not by misguided social wel-
fare programs coming from Wash-
ington (although there are some
Government initiatives that have un-
dermined family structure) but by a
modern economic system that is not
congruent with *‘family values.”
~ Beside falling real wages, Ameri-
ca’s other economic problems pale
into insignificance. The remedies lie
in major public and private invest-
ments in research and development
and in creating skilled workers to
insure that tomorrow’s high-wage,
brain-power industries generate
much of their employment in the
United States.

Yet if one looks at the weak policy
proposals of both Democrats and Re-
publicans, ‘it ‘is a tale, told by an--
idiot, 141} of sound and fury, signify-
ing nothing.”’ . O

e —

I hen the Fourt]

tomorrow in [
: well they shot
relief to those Western

keep a family of four above the pov-
erty line. Mothers have to work long-
er hours if the family is to have its
old standard of living.

Children exist but no one takes
care of them. Parents are spending
40 percent less time with their chil-
dren than they did 30 years ago.
More than two million children under
the age of 13 have no adult supervi-
sion either before or after school.
Paying for day care would use up all
or most of a mother’s wages.

In the agricultural era, children
had real economic value at a very

early age, especially during planting

With our global economy, where
anything can be made anywhere and
sold everywhere, the supply of
cheap, often well-educated labor in
the third world is having a big effect

on first-world wages. One month’s
wages for a Seattle software engi-
neer gets the same company an
equally good engineer in Bangalor,

school education are falling faster India, for a year. Ten million immi-

than the pay of those with college grants entered the United States dur-
T . ing the last decade, competing for
Lester C. Thurow is a professor of jobs and lowering wages.

economics at the Massachusetts In- American companies are moving
stitute of Technology. production overseas, using new tech-

80 percent of the boats sank. Among
men, the top 20 percent of the labor
force has been winning all of the
country's wage increases for more
than two decades.
Adding to the frustrations, the old
remedy for lower wages — more edu-
1% 5 cation — no longer works. True,
wages of males with only a high-

politics of radical indiv
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- By JAMES STERNGOLD
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: ; Spériaitoﬂéﬂéw?&t?ﬂg o
: TOKYO, Oct. 12 — In a sign of the
deepening troubles in Japan's bat-
tered financial system, the Mitsubi-

shi Bank today announced its second’
major rescue operation. in. .iwo.

eels, saying it would spend at least _ of the M _ !
rol Of & el Nippon Trust Bank was unlikely to
report a profit or to pay a dividend :
“for three years. o

$2 billion to take control of a collaps-

- ing bank, the Nippon Trust Bank. -
Even though the announcément

had been expected, since.the trust

" bank’s problems with bad real estate

- loans have been well publicized, the *

banking system. The Rinance Mipis-
t i ing an s

to_fail, or disclosing adequate infor- -
mﬁ@ of the bad-debt
problems, so today's announcement
represented an uncommonly open
admission that the situation was still
getting worse. g pn e

... Like other major banks here, the

. Mifsubishi Bank has had to a

nounce seyeral. rescue operations.
On Sept. 30, it said it was investing
.more than $1 billion to rescue.two
affiliated finance companies that
had also run into problems because
of bad real estate loans. - " "'
Today, the Mitsubishi Bank said it
would purchase 443.4 million new
shares of the Nippon Trust Bank for
450 yen each, for a total of slightly
less than $2 billion. That will raise
the Mitsubishi Bank's stake to 70
percent from slightly less than 5
percent when the deal closes on Nov.

_ 11. It will slash by more than half the

.control that the curr: 3
er:‘s‘\l’lvave over the tru:tn :)asr:‘limhok.l
% 1 ea r::de this difficult decision
it 1 quest for a rescue from
] Tust Bank and the authori-

., Suneo Wakaj, the Mitsubishi

Bank's pregjq i
en
conference, t, said at a news

It has beep reported that thmil.;

subishi Bang i
L Will also have tg absorb

rctar T Ol f g

pank, rom ™ the frust

fﬁﬁn ] Japan's r em af—
- in

neither of the pa a:cciﬁ:'s:ector, but

reports today, Irmed the

ank Rescued in

‘Tomoaki_Hirano, the Nippon Trust

‘come to the conclusion that asking
for outside support is the only way

news provided grim evidence of the’
- worsening plight of the Japanese

trust banking business, an-areathat-:
. until recently-was off limits to com-'.
- mereial- banks. Bui it is _paylng a,

i 1)

J

apan | -

Nippon—Frust—Bank said it
pected to report a $1.6 billion loss .-
in the fiscal year that ends March 31.

Bank’s president, said, “We have

e can survive.” . -
'He added that even with the might = ' 1" /
of the Mitsubishi Bank behind it the . o

" There was more evidence today of

- the sorry state of the banks. Japan’s

11 largest banks announced that

their total loan balance declined in i
September_ for the ninth straight i
month, a sign that the deflationary i

forces depressing real estate prices i

have not relented and that the banks
are still not contributing to the econ-
omy’s nascent recovery.

mwmm :
_.b‘ls'_hi Bax‘ﬂ‘:_to ome a force in-the

n- '_'t“ o

- A rare admission
in Tokyo that the
plight of banks is

worsening.,

5

st i ivilege. Ana-,
lysts interpreted the takeover as g,

“millstone around the neck of one of
., Japan’s soundest banks. .

“Nippon Trust Bank itself is un-
likely to be in a position to yield any
significant return on Mitsubishi
Bank’s investment for the foresee-
able future,” said Alicia Ogawa, the

-banking analyst at Salomon Broth-

ers Asia, _

- Although the Mitsubishi - Bank
owns only 5 percent of the Nippon
Trust Bank, the two have been close
for some time, Mr. Hirano is the fifth.

‘consecutive president to have been

drawn from the ranks of Mitsubishi -
Bank’s executives, '
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Low Ranking for Poor American Children [Temman o
iiheiCan Between Pokegh e et o s T
o . B0 o ~ ouseho re .
and Poor with gap between rich with
U.S. Youth Among Worst Offin Study of 18 Industrialized Nations g:ﬁ:‘dren uth ' gapbefweenrich - with
T B 1
Switzerland $18,829 _L $59,502
By KEIT HER ADSHER zﬁ?;;r;g“ and education: to raise in- ?lv:;g;lable in many European coun- 'The T, dfcates that Sodas 18,829 _ 3 46152
WASHINGTON, Aug. 13 —-Spggg Mr. Smeeding said there appeared Sheila B. Kamerman, a professor poor children in the Ur?ltged States ) Finfand 17,303 Ty oo
jldren in the United State o to be several reasons why the United  of social policy and planning at Co- are poorer thar} the ¢ nildren in mos = T B EE—— ———~46 556
chi than the children'lnd hr States had such extreme poverty  lumbia University, said that for this other Western mdustrlallzed_ nations . ; : : :
s Western industrialize the 2mong children, reason, the latest analysis may have | pocause the gap between rich and Belgium 16,679 _ 47,262
other oung Americans sufferard The United States has the widest underestimated the extent to Which' poor is particularly large in the Unit- Norway 16,575 EEETEee . 43,829
tions, as%f Favaral t,rend_s townew gap bet_ween rich and poor, he said, poor American children lag in in-' ed States and because welfare A t . : T
brunt © i inequality, 2 The United States also has less gen-  come. ‘“If you were looking at in-kind rograms here are less generous Luxembourg ! ; L2
gre;tesrhzwﬁ 3 arepoot ;e;o:(fu?lc;u_al programs than theother  benefits as well as cash berllefits, the &an abroad. Households with child- Germany. 15,257 _ | 51874
i i 22 5 ) : ' e nationa . : S —
chilches worsgc?)rding tothe; SIES)!:-’ ropean countries: Austria, Belgium, Professor Kamerman and Alfred | have lower Inct?er?rf ?htat&1 irs1 Inot truein _Austria 14,321 I— 39.911
Cathiouet i £ 18 nations the ¢t Britain, Denmark, Finland, France,  J. Kahn, another Columbia Universi- average, a pa R 13,662 et 56.174
an analysis of e Study, a nonP Iif:x- Germany, Ireland, Italy, Luxem- ty social policy professor, published many other nations. 9 : ; ; : :
embourg Incom walferdange; bourg, Netherlands, Norway, Swe- a lengthy study two weeks ago re- s at right represent the gap France 13,003 [CEin corps) | 44835
srpunipaced it - hot incluge erland. The study did  viewing social programs in Britain, | Thebars 8 d poor children in Ital 12,552 [reencaa e L | 44280
embourg. the most compre not mclu‘de several Western Euro- Denmark, Finland, France, Germa- petween rich arj Poo SR taly : s | 44,280
The results r:u'el recent analySBS: pean nations like Greece, Spain and  ny, Italy and the United States and Western couptrles for which detaile Britian 11,581 CEEaaul 43,933
hensive of severa v striking be Portugal that have very poor chil-  found that American poor children data are available. The left end of a = ; oy pr———— 49,863
and are paljtlcula; 3‘; s has the seC': dren but; limited data, received the least help. par is the household income of pqor ustra‘ua . . = e s k
cause the United Sft economic Outpnl:_ Amterxdcan households with chil- Poor children in Denmark do par- children; the right end, affluent child- ynited States 10,923 w 65,536
ond highest Ieve:_lo countries exand dren e: Am be' less affluent than the ticularly well in comparison to poor ren. All figures are in 1991 dollars, lsrael 7.871 P o] | 33392
per person of the bt itself, E:e o an.rere:ﬁal irsnerlc.em hoyseho]d, apat-  American children. Vita Pruzan, the with foreign currencies converted us- - : e Toe
ined, after L?X;%Sperous afflsu :;?):?1 et not true in many other. director of the children, youth and ing adjustments for national Ireland 6,692 _; EEC AT, S T Tl Do
has the mos 18 nations: PR s family research division at the Na- ; : ina pDOWer. ; 0,000 $40,000 $60,000
children of any Eid seul‘Pr isink thl’?(: Thr;lsott:lzr:'g f:liylrefle'ct that Ameri-  tional Institute of Social Research in ditferences in purchasing p $o0 $2 :
It may not be worse in tl can i ess likely than Eu- Copenhagen, said in a telephone in- : ; ! benefits like food stamps or the Earned Income Tax Credit, for a family of four that includes
hildhood poverty 18 andinavid,  ropean mothers to return to work terview that in reducing child pov-! | After-tax income, including Government efn iltshl eseholds in the country and more affluent than 10 percent of the households.
: ited States than 1n e (t) ed up qulely afte Chlldbirth, partly be- erty, the Danish Government had SPISiEnanp tgllsanoren fian A0 peteent o} e i ily of four that includes children and that is more affluent than 90 percent
Unite have rac~ o ause Inexpensive, high-qualit : s : ; > _tax income, including any Government benefits, for a family of fou ildren
overnments B€r t . ging callss oo heh-quality child  found it particularly effective to pro- Aflertaxiincome, g8y, 10 percent of the households.
i gtional debts whllt? I afety  care is more wuiely. available in Ey- vide free obstetric and nursing sery- i L T i
hug_et!:iin elaborate s0C gy e als0  rope, salld Lee Rainwater, the re- ices, Source: Luxembourg Income Study
rl;':aat‘;n But the Unitgd St‘k 1taly, gearch (;ltllf;tcg‘ngf t}tlhe Luxembnurg Denmark also makes a particular 7 .
nk's below countries aller  jpcome d'y ¢ € co-author with  effort ¢ help single mothers who do hildren in Italy are also head of the family issues depart- poor household with children near
r::;,l b has a considera pas 1esS  Mr. Smeeding of the latest T€port,  not receive child support payments poor ¢ :han poor American chil-  ment of the regional government for the bottom of the income scale in
e lr?omy per person ant ' “any  The L "xemul:-‘:u:g Eroup sent copies  from the fathers of their childrer;, ~ better Offn though the median in-  the area of northern Italy around Italy earned $12,552 in 1991, while an
oS gg?lerous social policies tha of the rep O prominent social  ‘Jf the father is absent and doesn’t  dren, €V€ Bologna. affluent household with children
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ern European nation 10 have

no';‘gle United States appeasf i Ce Sihe

sunk through the r.ankmgwnC jusive

last 30 years, although no 04 T o

data are available now, she study’s
thy M. Smeeding, one of t

Data add to the
 debate over the
 future of Federal

welfare programs-

authors and director of the Lux:;gln
bourg Income Study. The Amer win-
lead in overall prosperity has d a5
dled since the 1960’s, income inegu d
ity has risen briskly in the Unité

L. States and child poverty spread here

in the 1970’s and 1980’s, although li‘
may have leveled off in the early

~ % part of this decade,

Child poverty has also risen in
Britain and Israel, while showing
* Felatively little change in Continen-
‘al Europe, according to the latest
Study,

RO onnooriara = peyatete

researchers last week and will make
it more broadly available in the com-
ing days. L
Some conservative analysts ques-
tion whether mtgrnational compari-
sons of prosperity ‘should even be
attemp“"d' They point to the many
diﬂerences among nations’ econo-
mies and societies,
There aré more poor children in
e pnited States than in many afflu-
¢ countries, but that partly reflects
e high number of poor immigrants
the unwed teen-age mothers here,
ay 4 Douglas J. Besharov, a resident
sa! Jar at the American Economic
fﬁggwte, a conservative research
grg‘g there MOTe paverty in a big,
) e country like ours than in

S (1)

g;:g{em Europe?” he asked. “The
r is es.

arl;we nd other conservative econo-

' e argue that the Price the other

ies pay for avoiding extremes
coun -1dh0°d poverty'may be slower
of chi ic growth; which, they agsert,

4 jarge chunk of European socia)
11 - nce to Young families takes
ass:sta of generous unemployment

?its that have eroded incentives
beﬂe SRR A O Bo

] Bocharn

pay, the state will pay what he ig
ﬁupposed to pay,” Dr. Pruzan saig
The state tries to collect the mone3;

from the father, but that
i the 1s not her

i i less
- Jtaly is considerably
come'nn:h‘la Ugited States. Free child
(has lfor some poor children and a
cnts health care system have

L(;Tg;:gﬂsaid Patrizia Ghedini, the

But in Italy, the gap separating
rich and poor is also smaller than in
the United States, According to the
Luxembourg Income Study report, a

near the top of the scale earned
about $44,280. For the United States,
the comparable figures that year
were $10,923 and $65,536.

to lower living standards for

—

Our low
rate Cl‘editline goes
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+ have questioned the validity of stud-
. ies that attempt to compare levels of

education a
' college,

income and distribution of wealth

- among nations with somewhat dif-

ferent economic systems and socie-
ties. There is general acceptance

. within the field, however, of the idea
. that the United States has propor-

tionately more of its children in pov-
erty than other affluent countries.
The debate revolves instead around
what to do about it.

The results of the Luxembourg
Income Study report, which is based
on census survey data from the vari-
ous countries, are consistent with
less statistically detailed work by
other social scientists.

The study comes as Congress is
deciding whether to limit Federal
spending on various welfare pro-
grams. Senator Bob Dole of Kansas,
the majority leader, tried to push
welfare legislation through the Sen-
ate last week, but ended up postpon-
ing action until after Labor Day fol-
lowing strong resistance from Dem-
ocrats and from conservatives with-
in his party. :

puring a press conference on
Thursday, President Clinton ex-
pressed strong concern about stag-
nant incomes, particularly for less-
affluent Americans. “We've got to
grow the economy and raise in-
comes,”’ he said. “That’s why I want
to raise the minimum wage, that’s
why 1 want to give every unem-
p]oyed worker or underemployed
worker the right to two years of
t the local community
that’s why I'm trying to

have a tax cut that’s focused on child

said.

_ The Luxembourg Income Study is
financed by the National Science
Foundation in Washington and simi-
lar agencies from 18 other govern-
ments. Its staff has been working for
the last decade to develop ways 1o
make reliable international compar-
isons. The group is a repository for
computerized data on income distri-
bution from 25 countries around the
world, which it makes available for
free to social researchers.

In addition to his work with the
study, Mr. Smeeding is an economics
professor at Syracuse University
and one of the nation’s leading ex-
perts on income calculations. While
h? personally favors expanded so-
cial spending in the United States, he
is generally regarded in the field as
an undogmatic thinker. Mr. Rainwa-
ter is a professor emeritus of sociolo-'
gy at Harvard University and the
author of many books on poverty.

Their study is critical of Republi-
can efforts to cut American social
spending now.

The study comp
poor and affluent
children. The figure
only after-tax wages a
sonal income but als0 cash benefits
from the government like food
stamps and the tax credit on earned
income for low-inc [
ents with children. The calculations
take into account differences among
countries in the sizé of families and
in the cost of living.

The figures do not include free

government services, like the free
medical and child-care services

households with
s include not
nd other per-

Blast Suspect’s Sister Says F.B.1L
Lsed Fear Tactics in Questioning

By The Associated Press

cVeigh, the sister of a
Oklahoma City bomb-
ing says F.B.I- agents used fear tac-
:?c:gé ar:‘:d showed her :)ictures of
purned, dead children o pressure
her into talking about her brother’s
activities, Time magaziné has re-

po‘l:l?géy played a Jot of games with

me, a lot of things to get me [a]kmg,n
she told the magazine in its AUg.
out today.

She added: «They totally broke
me dowi. 1 thought I could handle it
on my owi ] guess I couldn’t.”

Later in the interview she said: ““I

to think things out.

didn’t have time
It was constant pressure altogeth-

1]

er.

Timothy J. McVeigh and Terry L.
Nichols were indicted last week in
the bombing of the Federal Building
in Oklahoma City. The attack, on
April 19, killed 167 peop}e. Their for-
mer Army friend, Michael Fortier,

Jennifer M
suspect in the

uilty to lesser charges and

leaded
4 S y against them.

has agreed to testif

Although Time gaid Ms. McVeigh,
21, remained “‘fiercely loyal” to her
brother, she cooperated with Fed-
eral prosecutors and provided two
typewritten statements about her

brother's activities.

The magazine interviewed Ms.
McVeigh and her father, William,
after agreeing not to ask questions
about their grand jury testimony
and about details of Mr. McVeigh's

past.

«They showed me pictures of
purned, dead kids,” Ms. McVeigh
told the magazine. “They put me and

mother in this room with all
these huge posters with my name
and a picturé all blown up with all
these possible charges against me
... like life imprisonment, death pen-
alty and this and that. My mother
was in tears when weé walked away,;

they just crushed her.”

ares incomes of .

ome working par-
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the Prime dl‘Ops,
So drop by.
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Chemical’s variable-rate Quick Creditline,
If the Prime* goes down, so does our rate.

CHEMICAL HOMEOWNER CREDITLINES

L i

Regular Variable Rate

6,79%

@® APR
Introductory Six-Month
~ Variable Rate

here’s réever been a better time to get a Quick Creditline from Chemical
. Bgnk. eCﬁuse if you apply now, your rate will-be 2.00% below Prime o
lrStﬁle mt? rg i gnd just 145% above Prime thereafter. &
rnoren?ﬂ ér et aieprl;lomaig c?ptinuesfto drop, our rate will drop along with it. Whats
’ plication fees, no points, and absol losin
And no other Chemical account is requl:i)red, olutely no closing costs_

Plus, you alwa -
Qg iqnes) gelay ys have the option to convert to a fixed-rate loan at no cost:

To apply, stop by any branch, or call:
1-800-CHEMBANK, ext. 1019.

% CHEMICAL

*The 2.00% Below Prim is a di

who do not qualify, r:gheer ?aﬂtg[.s lﬁml arﬁou?ted 6-month introductory variable-rate offer for applicants qual

as published in The Wall Street JoUINal )trh he Annual Percentage Rate (APR) may vary and is based on the previous = i

introductory variable APR is not baséd g( @ ‘index") plus or minus a number of perceng s noints that depends uPoR credit review of your

is 6.79%. For Quick Creditiines, the max? the margin used for later adjustments. For Jul g19')95 the Index was 8.79%: therefore, our best inrq

10 $75,000 (§30,000 maximur on co-ops‘l‘ﬁ”éoﬁiﬁs'f Lore: Thera lergezs 2 oo tht i walved the Il Yo% are secured by a mon
- Rates and terms are subject to change without notice.

fying for chemical Bank's best
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< month's average of lhae‘ E
APpliga !
borrowing amounts are frourgtol'y‘.qp g
must be located in N%age 0?;'{5.000

Expegtiore frOm
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roval. Offer do i cations. CO-0PS
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8 8§
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through Chemi
gh Chemical Bank only. Not valld at Chemical Bank New Jersey. ©1995 Chemical Bank. Member FOIC:
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Flat Wageg
Seen as Issye

In 96 Vote

Only the Wealth,,
Can Claim Gains

By LOUIS UCHITELLE

Wage stagnation, which hag per-
sistently held down the living stang.
ards of tens of millions of Amer;.
cans, is finally emerging as g big

, -economic issue for both Democrats
A 'and Republicans as the 1996 election
campaign gets under way,

The Clinton Administration,’ in
‘particular, is pushing the issue, cop-
vinced that by emphatically recog-
nizing the problem, the Democrats
“can win back votes lost to Republi-
cans in last November's Congres-
‘sional election. And both parties rec-
.ognize that wage stagnation is at the
heart of the debate over the budget,

‘“You need to make wages a major
campaign issue,” said Laura D’An-

“drea Tyson, chief of the President's
National Economic Council. She not-
ed that President Clinton frequently
‘refers to wages in his speeches and
public remarks. He argues that he
has presided over the revival of the
economy and the creation of millions
-of new jobs, and that the task now is
to create a strategy to make wages
grow again.

“If the Republicans are speaking
of this problem, we identified it for
them,” Ms. Tyson said.

. The Republicans are certainly
‘speaking of the problem, and a com-
imon response is emerging from par-
ty leaders: that Mr. Clinton lacks a
_solution to the problem. “If he is
(suggesting that he is politically im-
potent on this huge issue,” said Tony
iBlankley, a spokesman for Repre-
'sentative Newt Gingrich, the House
Speaker, “then he is opening himself
up to the argument that he should
hand over the Presidency to some-
-one who isn’t impotent.”

The problem with wage stagnation
.as a campaign issue is that there is
no ready solution. And campaign is-

/ sues without ready solutions do not
52 easily sway voters, says James Car-

ville, President Clinton’s chief strat-
egist in the 1992 election, who coined -
the slogan, “It's the economy, stu-
'pid"ll
It's not that Mr. Carville fails to

recognize the importance of wage
stagnation. I defy anyone who stud-
ies American history 100 years from

‘now to say that affirmative action or
abortion were more important than
wage stagnation,” he said. “In all
honesty, wage stagnation is a hard
thing to grasp and blame someone
for.”

Wage stagnation, actually a 20-
year-old phenomenon, means that
the wage of the typical, or median,
American worker has .basmally
stayed unchanged, once a discount is
made for inflation. That has been the

. case whatever the measure: individ-
‘ual hourly wages, weekly wages, or
|family incon;e, according to Labor
i artment data.
D e\f{hen prices go up as fast as
‘wages, Americans are left without
Ithe wherewithal to improve m‘a‘_"
jiving standards, dashing the tradi-
'tional American dream. Only upper-
e ople, those who earn more
income people,
! han $80,000 a year, have kept ahead
1:;1‘ inflation, while at the other end of

Wage Stagnation

" \Vage increases have trailed inflation for most of time singg 198
1987,
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the income spectrum, below §30,000,
the typical worker’s wage has lost
ground.

Although the problem has been
plaguing Americans for years, it is
just now rising to the level of a
major campaign issue, in the ab-
sence of other compelling economic
problems, like those that existed in
1992, when Mr. Clinton challenged
George Bush for the Presidency.

A recession had just ended. The
unemployment rate was much high-
er than it is today, and during the
Bush years the work force had failed
to grow. Promising to revive the
economy and to create millions of
jobs, Mr. Clinton hammered away at
'his opponent for failing on these
'counts. And he won.

Nearly three years into the Clinton
Administration, these issues seem
neutralized. The work force has
.grown by more than 7 million jobs

Both Republicans
and Democrats think
they see a chance for
political gain.

as Mr. Clinton often reminds the
electorate. Economic growth, while

not sufficiently robust for Mr. Clin-

ton to claim boom times, is not so
weak that the Republicans can easi-

ly accuse the President of hard

times, :

“Absent a recession, which is pos-
sible, the economy will tend to create
a close election,” 'said Ray Fair, a
Yale economist who studies voter
reactions to economic issues.

But the economic revival has
failed to revive wages. Quite the
contrary, four years into the recov-
ery, the wage problem has worsened
in some ways,

This year, not only wages but total
compensation, including benefits,
are failing to keep up with inflation.
Before, when companies added up
what they paid in wages and bene-
fits, like health care and pensions,
the total has usually exceeded the
inflation rate, The lag in total com-

pensation is the first since the last
recession.

“Middle-class squeeze may be a
better descriptive phrase for what L
happening than wage stagnation,

'hand, plugs away at making Wage

he said, “would be an honest
about how we all got intg
‘are in, and what we are g
| do together to get out of jt »

The New York i mes | 8§

said William Kristol, a former advis-

‘er to Republican candidates and now

editor of The Standard, a conserva-
tive magazine, He said the 1996 cam-
paign might offer an opportunity to
address the problem. “If the econ-
omy stays in reasonable shape,” he
said, “you could get a substantive
debate over the competing solutions
to wage stagnation and the social
problems that go with it.”

That would not be an easy debate.,
Wage stagnation hovers in the back-
ground of the budget furor, but vot-
ers need skills in economics to con-
nect the two and make a judgment.

The' Clinton Administration ar-
gues, for example, that wages will
continue to stagnate if the Republi-
cans succeed in trying to balance the
budget by eliminating such items as
federally financed job training, tax
incentives for education, Head Start
programs and subsidized student
loans. All of these programs lead to a
more skilled work force, the Admin-
istration argues, and eventually
higher wages.

The Republicans insist that a bal-
anced budget in itself will push up
wages over time. A balanced budget
means less borrowing by the Gov-
ernment from the pool of national
savings. Less Government borrow-
ing frees up money for companies to
borrow, at lower interest rates, And:
these borrowings, invested properly,!
generate jobs in an expanding econ-
omy and ever-higher pay.

No one knows which approach is
right or whether the problem re-,
quires some other tonic — much
stronger economic growth, for ex-
ample, or more powerful unions, or a
lower capital gains tax. Professional
economists can be found advocating
each viewpoint.

“Unfortunately or fortunately,
people do not vote on economic theo-
ries, but on results, and they are not
getting them,” said Richard A, Gep-
hardt, the House ‘minority leader,
who is working with White House
strategists to make wage stagnation
a big campaign issue. “They sought
results in 1992 and 1994 and they are
going to keep looking."”

The frustration could bring nop.
economic issues to the fore, Senatop
Bob Dole's strategists think so, anq
he is the front-runner for the Repyp.
lican Presidential nomination, 5

“The 1996 election will be a refer.
endum on President Clinton’s Pregj.,
dency,” said William Lacey, whg ig*
Mr. Dole’s deputy campaign chajp.
man. “And in that referendum, Dole
will be seen as superior in termg of
Presidential leadership and charge.
ter.”

President Clinton, on the qthe,

stagnation a main issue. Endorsing
federally spunsurlecl affirmatlve-ac_
tion programs in a speech |,
month, he argued that rising resent
ment against minorities is really re-
sentment that incomes haye stagnar.
ed.

What would be more approprigte

debate

the fix, we

11 gojn/g to
£
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‘First to College, and The

. Continued From First Business Page

percent last year. Similar, more
. modest gains have occurred among .
skilled production and craft work- .

-ers. ;
_* _Consider the Allegheny Ludium

* Corporation, a specialty-steel pro-

*.ducer based in Pittsburgh. “Of the .

“last 152 people we have hired for
blue-collar jobs, 80 percent had more

- “.than a high school diploma,” said
- “Robert P. Bozzone, vice chairman.

Young engineers
see automated
factories as a form
of graduate school.

'{'said.
| Not that recent graduates foresee |
.| whole careers on the plant floor, !

n to the Mill

THE NEW YORK TIMES, TUESDAY, AUGUST 22, 1995

- ments in manufacturing have been '
increasing. ‘‘Manufacturers are tak-
_ing as much touch labor out of the :
i process as they possibly can, so the
systems will become more complex
and demanding,” said Douglas E.
Olesen, president of the Battelle Me-
morial Institute, a private research

company in Columbus, Ohio.

. That’s just part of the equation.
| “Companies are faced with the in-
creasingly rapid obsolescence of
products, so they have to develop
-new products faster,” Mr. Olesen

~«Of that, 15 have college degrees and
' 86 have two-year degrees. I'm sort of
- flabbergasted. Twenty years ago we

' Many young engineers at Gallatin | Said. ““You need manufacturing peo-

' Steel say they see the mill as a form ' { Ple wWho can be part of new-product

' of graduate school, one that will lift . I development teams as well.”

had to battle to get high school equiv-

alents.” i
Well-educated workers are turn-

ing up on assembly lines as well asin -
steel mills. At the Ford Motor Com- |
pany, virtually all the plant-floor ;
‘workers hired in recent years have '

‘high school diplomas or more, and

"the percentage of college graduates

has risen sharply, from 1.2 percent
in the mid-1980’s to 4.7 percent in the
last two years. .
' Money is, clearly a lure. Mr. Boz-

zone reported that the average |
. plant-floor worker at Allegheny Lud- |
. lum made $42,000 last year, and auto ;

| ' workers’ pay is in that range as well.

i At Gallatin, bonuses for education, .

production and company profits can
lift an engineer’s pay above $5'0,_000
.in a good year, company officials

I them up the career ladder faster
, than all those recent graduates stuck
.| In often-boring management trainee
: programs,

! “I'm getting exposure to the man-
, agement of new technology, and that
_ has got‘to help anywhere I go,” said
P Mr. Weigel, who is 26. “I'm stationed
‘in the‘contml pulpit, but I'm con-
‘stantly going out to get a feel for
. what's happening on the floor.”
And Matthew McKnight, a 32.'
o year-old coiler operator at Gallatin
| . with a degree in industrial manage-
" ment, also has other aspirations, For
now, however, he is busy figuring out -
| ‘lt‘:etter w;ys‘ to operate the ware- -

ouse and enjoys the 1t his j

hoysernd hom):a ; fact that his job
As economic opportunities have

| ' been shrinking, technical] require- !

Speaking more broadly, Robert B. -

i Reich, the Labor Secretary, said in |

. an interview that computerization

had transformed manufacturing.

‘“We are seeing the emergence of the |
white-collar factory,” he said.

He said the notion of large num-
bers of people tending machines in
manufacturing plants was outmod-
ed. “Robots and computers are do-

| ing most of the monitoring now, and
! there are very few people standing
! around,” he said. “The people in the

3. Breck Smither for The New York Times

!

. Paul Stevens, who spent 21 years tending ships’ boi .

* ) ps’ boile : A
i Ghent Ky. “I'm a reality check to their theory,” he s;ifjm the Navy, now works at the Gallatin Steel plant in

of the recent Col]ege graduates with jObS at the mill.

|
ffactory are often involved in engi- [

neering design and customer appli- |
| cation engineering.”
! _ At Gallatin, Kristen Anderson, 29,
'is putting her metallurgical educa-

tion to work overseeing the use of
 fire-resistant bricks that line the |,
: mill's furnace and other equipment
" handling liquid steel. “My job is to

i a plang that usually operates round

! Gallatjy officials said they did not
try to gisguise this reality. “There

|' Guge, the human resources director.

|. the clyck, seven days a week. But
; catlcled workers for an

| | mill that it is buildi

were 3 few people who did not hear . | building near

!t what we were saying,” said Brett |

/| not have a specific

¢ the best use of their
“]'m not sure |
at keeping |

British Steel and §
Stee umito i
Industries, is also seekingm“?e]?i:;al 1
-edu- |
advanced mini- |
ecatur,
’s vice !
fesources, does
target for the

that this is not t*
education,” he said.
how good we would be
mm: Kosanovich said he Alalegs
ed that most/pf/the/enBineEars u:lvtrhﬁ ;
Gallatin plant would mov'e;'?l'll- R

nd leaves: e said. ;

Ll Source: Burgau of Labor Stalistics
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More Graduates Ar

In its recently built
mill in Ghent, Ky.,
Gallatin Steel employs
highly educated
worlkers to run com-
puterized systems
that produce coils of
sheet steel. Here are
three of those work-
ers:

ABOVE Kristen

Anderson, 29, a grad-
uate of the Colorado
School of Mines,
expects her experi-
ence as a materials
manager to help her
get other jobs.

ricHT Matthew
McKnight, 32,isa
coiler operator with a

By JOHN HOLUSHA

degree in industrial

management from GHENT, Ky. — After five years of

Eastern Kentucky study, William Weigel earned a mas-

University. ter's degree in mechanical engineering
- from the University of Louisville in

May. A few weeks later, he started
work at a steel mill, running & machine
that casts liquid steel into solid slabs.
Despite steel's image as an industry
where strong backs are more useful
than strong brains, Mr. Weigel has plen-
ty of high-technology company: About
40 percent of the roughly 200 factory
workers at the Gallatin Steel Company
here have college degrees, mostly in

peLow William
Weigel, 26, who has a
master’s degree in
mechanical engineer-
ing from the Univer-
sity of Louisville,
operates a machine
that casts liquid steel
into solid slabs.

mechanical engineering or metallurgy,
and an additional 20 percent have two-
year degrees.

First to College, Then the Mill

e Drawn to Blue-Collar Work

Photographs by J. Breck Smither for The New York Times

It is just such highly educated work-
ers, company officials say, who are
needed to operate the computerized
systems at this recently built mill.
«This plant is the starship Enterprise
of the steel industry,’’ said Milan Ko-
sanovich, the president of Gallatin,
which is a venture of the Canadian
steelmakers Dofasco Inc. and Co-Steel
Inc, “With 200 people we will produce as
much steel as it used to take 5000
people to make.”’

The mill, on an old tobacco farm near
the south bank of the Ohio River, may
be an extreme case, put it is clearly a
sign of the times: As manufacturing
has become more automated, workers'
skills have had to increase. And the
streamlining of corporate America has
cut the number of entry-level office
positions, making a good factory job
look a lot better.

«ip this economy, $19-an-hour jobs
with good benefits are a lot more desir-
able than a few years ago” for college-
educated workers, said Harley Shaiken,
a professor with the Institute of Indus-
trial Relations at the University of Cali-
fornia at Berkeley.

Today, many more people with edu-
cation beyond high school are working
on factory floors. Government figures
showed that almost 5 percent of produc-
tion workers last year were college

raduates while another 16 percent had
some college education. Those figures
compare with just 2.8 percent and 11.2

ercent, respectively, & decade earlier.

And the whole educational level of the
factory work force has been upgraded..

In 1984, only 40 percent of all production
workers had graduated from high

school, compared with more than 71

Continued on Page D7
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er than it is today, and during the
Bush years the work force had failed
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.economy and to create millions of
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The Clinton Administration gy
gues, for example, that wages wj);
continue to stagnate if the Repub;.
cans succeed in trying to balance the
budget by eliminating such items as
federally financed job training, tax
Incentives for education, Head Start
programs and subsidized student

* joans. All of these programs lead to a

more skilled work force, the Admin-
istration argues, and eventually

wages. :
llig'I"l‘:aerRepgublicans insist that a bal-
anced budget in itself will push up
wages over time. A balanced budget
means less borrowing by the Gov-
ernment from the pool of national
savings. Less Government borrow-
ing frees up money for companies to
borrow, at lower interest rates. And
these borrowings, invested properly,
generate jobs in an expanding econ-
omy and ever-higher pay. .
No one knows which approach 1S
right or whether the problem rel;
quires some other tonic — muc
stronger economic growth, for ex-




abortion were more important than
wage stagnation,” he said. “In all
honesty, wage stagnation is a hard
thing to grasp and blame someone
for.”

Wage stagnation, actually a 20-
year-old phenomenon, means that
the wage of the typical, or median,
American worker has basically
stayed unchanged, once a discount is
-made for inflation. That has been the
"case whatever the measure: individ-
;ual hourly wages, weekly wages, or
Itamily income, according to Labor
‘Department data.

. When prices go up as fast as
wages, Americans are left without
‘the wherewithal to improve their
living standards, dashing the tradi-
. tional American dream. Only upper-
lincome people, those who earn more
.than $80,000 a year, have kept ahead
of inflation, while at the other end of

- - — - re—
- —

umes.

““Absent a recession, which is pos-
sible, the economy will tend to create
a close election,” said Ray Fair, a
Yale economist who studies voter
reactions to economic issues.

But the economic revival has
failed to revive wages. Quite the

-contrary, four years into the recov-
ery, the wage problem has worsened
in some ways.

This year, not only wages but total
compensation, including benefits,
are failing to keep up with inflation.
Before, when companies added up
what théy paid in wages and bene-
fits, like health care and pensions,

the total has usually exceeded the.

inflation rate. The lag in total com-
pensation is the first since the last
recession.

“Middle-class squeeze may be a-

better descriptive phrase for what is
happening than wage stagnation,”

o .........._-..-..}
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lower capital gains tax. Professional
economists can be found advocating
each viewpoint.

“Unfortunately or fortunately,
people do not vote on economic theo-
ries, but on results, and they are not
getting them,” said Richard A. Gep-
hardt, the House minority leader,
who is working with White House
strategists to make wage stagnation
a big campaign issue. “They sought
results in 1992 and 1994 and they are
going to keep looking.”

The frustration could bring non-
economic issues to the fore. Senator
Bob Dole’s strategists think so, and
he is the front-runner for the Repub-
lican Presidential nomination.

“The 1996 election will be a refer-

endum on President Clinton’s Presi-f

dency,” said Willlam Lacey, who is
Mr. Dole’s deputy campaign chair-
man. “And in that referendum, Dole
will be seen as superior in terms of

— l.f Presidential leadership and charac-

:ter.”
1| President Clinton, on the other
. 'hand, plugs away at making wage

¢ stagnation a main issue. Endorsing

% federally sponsored affirmative-ac-
. tion programs in a speech last
month, he argued that rising resent-
ment against minorities is really re-
ngment that incomes have stagnat-

I What would be more appropriate,
,he said, “would be an honest debate
iabout how we all got into the fix we
-are in, and what we are all going to
do together to get cut of it.”

N
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Buy hard: with a vengeance

Over the past year the dollar has plunged, and then b,
such a thing as long-term equilibrium in wmncye:lag(:gged back I there

UPPOSE a man climbs five feet up a

sea wall, then climbs down 12 feet.
Whether he drowns or not depends upon
how high above sea-level he was when he
started. The same problem arises in de-
ciding whether currencies are under- or
over-valued. The dollar has gained almost
20% against the yen and 10% against the
D-mark from its low point in April. Some
pundits are already fretting about the im-
pactofa “strong” dollar on the American
economy. Yet the currency is still around
60% below its level in 1985. To predict
whether the dollar has further to rise, it
would help to have some idea

ECONOMICS FOCUS. -

this method ignores capij
capital fl

g;f, i?xir \:hen trade flows domi(t,lv:tséd'rfl;tt

TTeNcy transactions, but th .
31" fore{gn-exchange trading is n%::h?lg
d;;nes bigger than that of world trade. T
lay, capital flows largely determin . t!? .
size of current-account balances ather
thar.;}tlhe other way round., » rather
. The PPP is only a sustain, i
librium exchange rate if the c"::l:'lreenetqm.
count is simultaneously in balance alcf-

deficit or surplus equal to the sustainable
inflow or outflow of capital.

Unlike ppps, which remain constant
in real terms, FEERs will change over time
in line with changes in net foreign assets
or liabilities. Once an exchange rate de-
parts from its FEER, this will affect thesize
of the current-account balance, the level
of foreign debt, and hence the FEER itself.

John Williamson, an economist at the
Institute for International Economics in
Washington, D, who pioneered the con-
cept in the early 1980s, calculates current
FEERS for the dollar at ¥105 and DML1.60.
In contrast to the message from PPPs, this
suggests that the dollar is already quite -

close to its equilibrium.
But FEERs are also flawed.

Their value is sensitive to the es-
timated level of sustainable capi-
tal inflows. And in a world of
highly mobile capital this whole
concept may not make sense,
since investors’ asset preferences
can easily shift, and will them-
selves depend upon the value of
currencies. Moreover, some
economists argue that by itself, a
lower dollar will not eliminate
America’s current-account defi-
cit. It will simply create infla-
tionary pressure in America and

about its “correct” value. Burgernomics
Economists like to talk about Current-account balances N
currency misalignments, and ex- [~ Loe! currency under/over 2nd Big Mac pps
change rates being under- or |10 valuation®, %, on a big Mac PP basis
over-valued. But this presumes
that they know what a currency’s Denmarkg - Swimerend @
long-term equilibrium rate is. ® L
The truth is that there is wide dis- Rustrie fang P
agreement about how to define © Germany X e Beiglumgy
an equilibrium, let alone how to . ° 0 Mollandg =
measure it. . United pinQ q halyy . : o
The oldest method of defin- ] -——Wm’o\"’"‘“’"
ing long-term exchange-rate T o 2 onew
equilibrium is purchasing- ol Zealand Ea—
pov:}']er parity (1;:?). This is based 6 K] F—
on the notion that goods and ser- ent-account balance, as % ¢ 4 .
vices should cost tlge sameindif L SSmITrmom %31 % of GOP, 1994
*Exchange eates on August 215t

deflationary pressure in Japan,
offsetting the gain in competi-
tiveness from a cheaper dollar.

ferent countries when measured
in a common currency. According to this
theory, the exchange rate between two
currencies should, in the long run, move
towards its ppp—ie, the exchange rate that
equalises the prices of an identical basket
ofgoods and services in the two countries.

A popular version of ppp is The Econ-
omist’s Big Mac index. Onceayearwe cal-
culate ppps by comparing the prices ofa
McDonald’s Big Mac burger 11 dlﬂ'er_er!t
countries. This, along with more sophisti-
cated estimates of PPP, signals that the
dollar is still hugely under-valued against
the other main currencies. For 1nstance,
the Big Mac index suggests 2 dollar ppP of
¥169 and DM2.07, compared with ex-
change rates on August 22nd of ¥97 and
DM1.49. The OECD estimates the‘dollal_’s
PPP at ¥18] and DM2.11. On this basis,
therefore, the greenback has a lot further

to climb.

But in practice PPPS have proved a
poor guide to exchange-rate forecasting.
Currencies can deviate from their PPP for
long periods, The dollar, for example, has
been under-valued relative t0 1tS FPF for
most of the past 15 years. On€ snag is that

however,
rent-, ¥ 11as a persist .
ént-account deficit, jts forl;ign dig: \C:JI

rise. As itwi
aresult, it will neeq to run a trade

surplus i
TPlus to cover its growing debt interest

Payments. This wj i
rate to recr]r:ain ;:fg\l”rﬁg‘;ﬁ the exchange
e .
Merrill 1 y?\l;:tl,l based on an analysis by
firm, shows th, an American securities
tion betupes that there is 2 strong correla-
valuation 5 N a currency’s under- or over-
Big Mac l)pgamst the dollar relative to its
account balP and that country’s current-
fentacco, ance. Countries with big cur-
er-valuedm deficits have the most un-
of countrj e:"'_r&nqes. The exchange rates
ata premis wi blg_surpluses tend to be
atofe coum to their PPP. This suggests
account b try has a persistent current-
main bel cit, its exchange rate could re-
€lov its pPpalmost indefinitely.

FEER of the unknown

A .

e(;\uiéllillt)erl:nat.vq notion of exchange-rate

ol i “:um tries to take account of capi-

equilibrii' The so-called fundamental

o m exchange rate (FEER) is the
that will generate a current-account

The only sure cure for America’s

trade gap is higher domestic savings.
Tl'lgists,uggeftls1 athird possible yardstick
for judging where the dollar may head in
the longer term. If America continues t0
run large current-account deficits, it will
flood the world with more dollar-denom-
inated debt. To continue financing these
deficits, it must either raise interest rates,
or the exchange rate will have to fall by
enough to make dollar assets attractive to
foreigners. The implication of this is that
without changes in America’s monetary
and fiscal policies (ie, big budget cuts to
ic savings), the dollar’s me-

boost domestic savir
dium-term path is likely to be down, re-
gardless of any hypothetical notions of
equilibrium. )

What lessons should investors draw
from all this? Mainly that economists
never agree. Depending upon which of
the three views on exchange rates you fa-
vour, the dollar’s future path could be up,
down or sideways. Indeed, given the in-
adequacy of economics when it comes to
understanding exchange rates, terms such
as “currency misalignment” and “over-
valuation” should be used sparingly.
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LEADERS

1950s of convicted Japanese war criminals. The BBC—still the
voice of the nation, if there is one—had a week-long pro-
gramme of “vj 50" screenings. Little reflected the blessed fact
that August 1945 ended Britain’s six years of battle; much of it—
from documentaries through part of a serial set in a Japanese
prisoner-of-war camp for women to “The Bridge on the River
Kwai“"—was devoted to Japanese nastiness. o
The climax came in the national celebrations. Was Britain,
like other countries around the globe, rejoicing at an end to
war, 50 years of peace and a world that has _tumed old enemies
into friends? Essentially, no. The emphasis was on the Japa-
nese war, and on the nation’s thanks to thOSF vyho fought it.
Well-deserved thanks, just as the flow of patriotism was well-
justified. But where was friendship? Where was the future?
Where was the recognition, as there was with Germany, th,at
today’s Japan and Japanese are not the same as yesteryear’s?

The qpeen—and she does not speak without government ad-
vice—recalled last May’s commemoration of the end of the war
in Europe, when “we met our former enemies in a spirit of
reconciliation”. Poi ntedly, she used no such word, did not even
hintat it, towards Japan.

The same day saw a bitter service of “thanksgiving for vic-
tory over Japan” in St Paul’s Cathedral, arranged by those who
fought or were interned. The queen’s husband, who was a na-
val officer in 1945, was there. So were some government minis-
ters, and 2,000 other people. At a service of reconciliation in
Westminster Abbey, just 300 people turned up, not a minister
among them. That was the only event to which Japanese offi-
cials were invited.

To honour the past is one thing, to live in it another. Here
are two ex-enemies that have to share a future. Is one of them
still not ready? It is a sorry way to face the 21st century.

Prosperity, not politics

For the sake of the American economy:
mind about Alan Greenspan
iscover the following word:

F UTURE lexicographers may d A political decision or appoint-
Clindecision, sb, mid 19905 [NAmel:]' is put off until, and often be-

ment, not necessarily the right one: ¥ t’h delaying of which causes dam-

yond, &}]18 final moment it can be :::ijte}’w ceouﬂ"Y-

age to the decider, the appointee . ; is i
Bill Clinton seldom makes up his o gg:;l:g‘gl‘f"lsazgfnn
after all who took more than a yea toc?g)magiﬂg: as on Bosnia
istration. Sometimes that has b€’ oying to those who like
and trade, other times merely 1’11i(:y, however, a period of
things done tidily. In monetay PO St is what will be in
Clindecision could wreak havo® " now move promptly
prospect if President Clinto™ ~ o ngpan to a further term as
and Speedily to appoint Alan Gf rVe. Or,which would prob-
chairman of America’s Federa e Cl“iddy’ fo appoint some-
ably be worse but must still b€ giOﬂ eed not be made until next
body else. Technically, this ‘.:hm

Id be a disaster
late wou i #
Ma;?}lll. Practically, to Igave i;ita rkets are :tsef;f:ii.tl\ée to po-
€ reason is that finan s, Fortunately, this does not
litical dithering as are Bosnianl 2 ¢ rates are set not by the
normally mattger- America’s inter® en Market Committee of
Clinton administration butPY " ch in the 19705, the Fed has
the Federa] Reserve. Aftera poor | with the markets under the
clawed back much of its credibﬂ; and his pi‘(edecess()r, Paul
chaj . ns itto keep inflat;
ngéll;?anhShips Ef Mr S;fr:le ealloisodnomic SE Pferiﬁg?ﬁ:
I';the markets in S dibilite
: . i ibil
E?.Y tvl"l}tlh lower interest rate’ an sse. This 1€ bility is an asset
180t have otherwise been
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Yet that could happen- Clinton m 5 B Whether to
®8inning of parch—and M’ way O Sut with an elec-

. Jon likely t
{ie appoint him, That Sound:i ?he econoglzgﬂm Sisz?gglfemﬁ l
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e
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Bill Clinton should make up his

ing themselves unconvinced that inflation was slowing. True,
there were plenty of reasons, other than fears of politicking, to
explain this. But there is no sensible reason to encourage such
fears in the first place.

This week the Fed decided not to lower rates again. That
was a welcome decision, in economic terms, for economic
growth remains strong and inflation remains a worry. Yet in
political terms it will have been a tough call. These decisions
are hard enough for a central banker when the waiting audi-
ence clustered around dealing terminals trusts his inflation-
fighting instincts; now Mr Greenspan’s motives and Mr Clin-
ton’s vacillations are entering the moneymen’s calculations,
Fed appointments have a history of being delayed: Mr Clinton
has already left one governorship vacancy unfilled. It would be
unusual (and not just by his own standards) for Mr Clinton to
name his choice ahead of schedule. Nevertheless he should do
50, quickly.

Keep Greenspan on

Assuming, as seems likely, that Mr Greenspan wants to stay on,
should Mr Clinton choose him? The answer depends on the
alternatives. But Mr Greenspan has acquitted himself well. He
has steered monetary policy skilfully through the 1987 stock-
market crash, the banking and thrift crises of the late-1980s, the
recession of the early 1990s and the subsequent recovery. If he
has sometimes been prone to keep interest rates lower than this
newspaper might have wished, it is still hard to think of a
Clintonite appointee who would be tougher.

An early decision needs to be made for the sake of the Fed,
and the American economy. However, it would also do Mr
Clinton nn harm. Mr Greenspan might even be more comfort-
able lowe:ing rates if he knew the markets trusted his motives.
Besides, Mr Clinton is keen to convince voters that he cares
more about the nation’s future than his own. This message
would sell better ifhe were to behave accordingly. It is time for
a decision, not more Clindecision.
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UGUST has been an exciting month in the currency mar-
kets. Co-ordinated intervention on August ISth propglled
the dollar higher against the yen and the p-mark, reinforcing a
rally that had been quietly under way for several weeks (see
page 69). Central banks in America, Germany and Japan had
followed the first and second rules of intervention: take traders
by surprise; and intervene with the grain of the market, not
against it, for you may be able to accelerate an existing move-
ment, but you cannot reverse One, at least not for long. That
second rule, however, leads on t0 the th1rci::knd lfln?St vital one.
This is that insofar as currency marketsth et lenr lead from
governments, it is not intervention that they rea lylwgtch. The
things that count are sustained macroet_:onoiﬁ:icl[)no lcies. .
This simple point needs to be E‘ePtIm.m 3}(1anyone lry-
ing to work out whether the dollar’s rally ,slﬂéore t-bag rtrll1ere -
holiday romance. The Wall Street Journa: Qescrived e cen-

' : ugust 15th as “a brilliant display
tral banks’ intervention on Aug o solid co-pedination™

of exact timing, flawless efici:gnomist at J.P. Morgan, an
nd quoted an enthusiastl . S

;mer?can bank, as saying that the lﬂtt;ﬁ*;r;filgn ]ascté(;“;-ei :11216_

major central banks have a coherents Centralpbanks are not

. C o » This js nonsense:

ing the dollar higher.” This 1S tegy. They hold only one of

tra :
powerful enough to have suchas ter, monetary policy. But fis-
the macroeconomic tools that B

cal policy is beyond their T mThis point does not rule out a

eac™  one proves nothing.
sustained rally. But interve

ntion a nothing.
The idea of a sustained rally 18 pased on the ¢ hy

i " O dget-cutting is in fashion. If
potheses. In Washington, ~ =

wmtitlement” programmes
. -Calle entlt th f'p g ﬁ .
cuts are made in the SO have made the federal deficit

(Medicare, welfare and sO 3231:1; be @ chance that the lgofv_rem-
re ; erica’s pool of sav-
i:lje}rllir\(i()tﬁlgo;rll:ﬁi, ;F;iqalief glan r?lncc);giﬂi the gdds would
ings. This is a fair bet thous n brrings a Republican president

shorten if the 1996 electiO fiea n_dommatt’-d Congress. This

might (though some economists dispute it) boost the dol'lar.
Meanwhile, Japan has been floundering in a deflationary
slump, worsened by a strong yen, made scarier by the fa1lun?. of
a mutual bank two weeks ago, and made politically alarming
by America’s willingness to start a trade war. A trading truce,
followed by the rescue of that bank with public funds, were
both encouraging signs. The finance ministry then hyped a tiny
relaxation of controls over some capital outflows. But the
changes that matter still lie in the future. These would be a seri-
ous monetary relaxation, through purchases of public debt by
the Bank of Japan to increase liquidity and raise bond prices;
and a substantial fiscal reflation. These changes may happen.
But they have been mooted before, and not delivered. :

Remember Plaza, Louvre and Black October

The only way in which currency-market intervention matters is
if it truly indicates a shift in underlying policies. Yet the bank
on which most attention was focused on August 15th, the
Bundesbank, sits in the country least likely to alter its policies.
A weaker D-mark makes Germany’s central bank less prone to
cut its interest rates because, other things being equal, a weaker
currency adds to inflationary pressures. The right places to look
remain Japan and the United States.

The last time a big effort was made to shift those countries’
exchange rates was in 1985-87, with the Plaza and Louvre ac-
cords. Intervention was co-ordinated, and monetary policies
too. But there were two problems, which contributed to the
stockmarket crash of October 1987. One, that the chosen mone-
tary policies suited the currency markets but not domestic
needs, looks unlikely to recur this time. But the other looks all
too possible. It was that fiscal policies were not, in fact, co-
ordinated. Governments thought currency movements and
stirring communiqués would suffice. They were wrong. If Ja-
pan does reflate and America does retrench, a sustained shift in
exchange rates is possible. If they do not, don’t bet on it.
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; 2 Yes, 1877 “have made as much pro-

T&F d‘i‘l’dopmg ;’;?Srlior countrfée[ation as the rich wgrld
o erall, theworld’s P tion i1 28% _ cnt mortality has more
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enough. Averages, as so often, hide striking differences. Some
countries have made huge improvements: in Costa Rica a_nd
Sri Lanka, for instance, the proportion of children dying 1n in-
fancy has gone down by more than 70% since 1970. Others have
barel: progressed: only four out of ten Pakista_m children go to
primary school, a rate unchanged in a generation. What can be
done -0 prompt the laggards?

Solid economic growth will help. But it is not enough. Nofr,
more surprisingly, is it a prerequisite. Better health and educe}—
tion, a better life overall for the poorest, do not have to wait

: f-_f:_;'yﬁ&‘.i’..‘.‘f}kl?.-l{{‘,-_‘iﬁD.\.‘ e e
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until the whole nation gets richer. As the UN points out, some
very poor countries have done well in health and education.
The characteristic they share is governments, national and lo-
cal, that direct their (modest) spending to mgke sure that the
poor—especially women—have access to public services. Politi-
cal elites more interested in big armies, big projects, big subsi-
dies for powerful interest groups ffnd big Swiss bank accounts
for themselves are the worst enemies of the poor.

The rich could try harder too
What about the contribution of the rich world? For the past
generation many billions have been spenton foreign aid, often
in the name of the poor, but without reaching them.
Multilateral agencies such as the World Bank and regional
development banks are indeed putting more emphasis on ba-
sic services like clean water, primary schools or baby clinics.
The World Bank has lent $3.3 billion for heah'.}:l:ledUcano_n and
nutrition in the past five years, compared wi ” $900m in the
previous decade. The Asian Development Banh over those five
years has quadrupled the share of its lending that 3?}38 to bf;Slc
education. But such bodies are not theim m:;;l _Si“ndei":iedflSl z?lf c(:vr:
eign public-sector capital. And those who g

: me way.
ernments—have not advanced in thesa

. -to-country‘aid often ends up
Today, as in the past, CoUnty" * *, 4y sinesses. Much aid

in the pockets of the “donor’;_ E?fl:rsements made by France
money—more than a third of d1S les—aliiid,
and éermany, to take two notableeer?é?cfzsp &Omst}::fg;)f;
money must be spent on goods ?lrgso the same way, buying
country. Even untied aid may W€

| bureaucracy.
consultants, conferences and generd

Even the aid money spent in the recipient country often
does not assist those who most need it. Unicef, the UN agency
for children, reckons that in 1990 more than 80% of bilateral
aid to education went to secondary and higher education,
though primary schooling matters more. Much the same is true
of health. Relatively low-cost efforts at immunisation, hygiene
and maternity care help vast numbers of people—children es-
pecially—outlive the diseases and other ills that have disap-
peared in the West. Yet, says Oxfam, a non-governmental Brit-
ish agency, primary health care gets about 1% of international
aid flows. Donors are more tempted to see the concrete results
of their money in the form of well-equipped hospitals in the
capital city. For the recipient government, building fancy uni-
versities or hospitals is all too often a dandy opportunity for
graft. With these incentives, it is hardly surprising that the “20-
20 compact”—a proposal made at the UN’s summit on poverty
in Copenhagen under which donors would ensure that 20% of
aid went to basic services if recipients promised at least 20% of
government spending did so as well—never got very far. :

Foreign aid will never be the crucial factor in improving
either health or education in poor countries. In education, for
instance, it accounts for less than 5% of what these countries
collectively spend of their own money. But, directed properly
and used in well-governed countries—often not by the govern-
ment concerned—it can make a real difference. That is not true
of money whose main result, and often aim, is to subsidise bad
governments or donor-country industries. Few rich countries
will ever produce aid out of pure altruism (and the bigger they
are the less likely that is). But if they are truly trying to help, they
should remember who needs help the most.

An anti-smoking wheeze

Washington needs a sensib ho want to light a ciga-

ERE at The Economist, Peopff pother Othf.rs' Wiatls sl
rette do’so where they Wi e sensitive, annoying.
should be: smoking is smelly a9 g .ich sense) newspaper
But that is as far as tghis liberal (i ;he &[alkef, ; decotragid (t:i‘;:l
goes. In America a century 380" . ‘thi“e”’ b il .
War nurse who raged against ' at cigarettes from the lips
Streets usil’lg her f‘urled umbre a 3, 3nn0uncement by th.e
of unsuspecting smokers. Last ount a heavy-handed
Clinton administration that it Wouagers 58105 DR other
campaign against smoking bY
tradition than in ours. )
. The Clintonites have deci
dictive and harmful drug (Whi€ thi azines to be j
Premise, they would, among oth e_fn st ma'gtureS' ba iy
vertisements on billboards and ! with 1O pic e N ciga-
éotltlth;mfriendly black and Wh[teérltenair;;]e?d $150f§2t}t{$¥§
€ brands from spon:orn jes 0
events; and require tggaccg co{npaﬂ;t teenaggfésl:}?;vgrjsem
on ami-Smoking campaig1s aim ean cOundom of one,
PUIPOSes, leave cos i e reany uroPWi free e Speech,
the conflicts these rr;easurﬁs C“ftzn teenage SMoking make
r

That apart, does this new “War
Practical sepge?

te nicotine as an ad-

ded to reg! peginning from that
-ch it ll:g-s, require cigarette ad-

je all-drug® policy, not a ‘‘war”’ on teenage smoking
e all-

US cigarette consumption
per person per year

Tar-adjusted

1 1 1 1 1 1 0
1944 54 64 74 B4 94

It is certainly true that smoking is hazardous to the health.
So iseating lots of fat, or riding motorcycles (which are 16 times
deadlier than cars). A liberal society normally lets people take
foolish risks, provided the risk-takers pay the costs and assume
them knowingly. In the case of smoking, they do. Kip Viscusi,
an economist at America’s Duke University, recently had the
most comprehensive look to date at who pays for America’s
tobacco habit. He concludes, as others have done, that smokers
pay their own way. What they cost in medical bills, fires and so
on, they more than repay in pensions they do not live to collect
and nursing-home care they never use. Tobacco taxes in Amer-
ica are now more than high enough to cover any residual costs
of second-hand smoke. Far from harming society, American
smokers hurt only themselves.

Dangerous choices

But surely the case is different wi h teenagers? Apparently not.
Most people—smokers and non-smokers—overestimate th_e
dangers of smoking by a factor of two or more. Teenagers, It
turns out, have an even more exaggerated view of smoking’s
perils than grown-ups do. Even among American eight-year-
olds, 97% know that smoking causes cancer and shortens life,

and the vast majority know it is hard to stop. If teenagets
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thing asa good tax.” Faced with a tW0 PEr.
“‘centage-point rise in the standard rate 0
Valueadded tax (vaT)—from, 186%
"20.6%—earlier this month, jmar{Y_in the
‘French will doubtless agree with him.
“‘France s, after all, already one of EUropes
“mmost heavily taxed countries. But leaving
‘aside the question of whether mofe.t%fhes
(rather than bigger spending cuts) 1S t1€
best way to cut France’s budget deficit, 2
-decision to get most of the new revent
from vAT makes sense.gh
VAT is paid throughout }
tion procesf—from the factory all the ‘:jﬁ
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ary (except the consumer) being athe ie-
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level in America, is levied on1Y 5 e
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spend money rather than when Y =
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Consumption taxes ar usually haclclzﬁl-
as an efficient means of faxat:ﬁgo
sumption tax is less likely 0 = " tayes.
nomic behaviour than ! Finco
With high marginal rates %"t iive to
individuals may have 165 t.l i
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Consumption taxes can 2 5 Je should be
a wide base. In theory peop
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countries have gradually shifted towards
eneral consumption taxes. According to'’
 new report by the Organisation for Eco-"
nomic Co-operation and Development

OECD) on consumption taxes, rich coun-"

" tries raised an average of only 3.5% of GDP |

_from general consumption taxes in 1965.
- Three decades later the amount has dou-"
- bled, t07.0% (see chart), - i 90
% 2+Although countries still raise substan-
* tial amounts of money from some specific
ET RN P89 inze o~ 1

= SR TATR

......

““'o'of total taxation '
% of GDP
7 HE)

*1992
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consumption taxes (especially on harm-
ful goods such as alcohol or tobacco), part
o_f this increase is due to a shift from spe-
cific taxes (such as excise taxes and import
duties) to general ones such as vat. The
‘average amount of money raised from
specific consumption taxes in OECD
_countries has fallen from 6% of GpP in
1965 to around 4% today. Half the in-
creases in total tax revenue since 1965 has
come from general consumption taxes,
which now make up nearly a fifth of tax
revenue in industrial countries.
VAT has become especially popular.
In the 1960s only nine countries in the’
world levied vAT; now more than 90 do.
Ofthe 0ECD countries, only America and
Australia do not use value-added taxes. In

" come the consumption tax of choice. All

~which they are collected makes VAT more

the déirelo'ﬁin’g wc'n'ld,i fﬂo;“vzr has be s

Latin American countries now have VAT,
as do the ex-communist economies of
Eastern Europe. """ {oTing ISt
“{"In principle there is little economic -
difference between VAT and the Ameri- -
¢an system of retail-sales taxes. Levied at
the same rates, and covering the same -
number of goods and services (ideallyall),

both taxes should raise the same amount
of money. However the different ways in

efficient. Under a retail-sales tax system,

producers, wholesalers and retailers do
not pay tax when they buy or sell fromone "
another. VAT, in contrast, is paid through-
out the production chain; registered in-"™

termediaries (but not the final consumer) ||’

reclaim VAT by presenting a set of in- -
voices to the tax authorities. - F Omn
“This makes VAT much harder to avoid.
While a good is being produced, sellers
havean interest in proving they have paid
the tax on their inputs in order to reduce
the tax liability on their sales. With a re-
tail-sales tax system, in contrast, the bur- -
den of collecting the tax lies entirely with
the final seller of the good. If he fails to
charge it, the tax on the whole value-
added is lost. As the tax rises, the incentive
to avoid it increases. s G
~ By limiting such incentives, govern-’
ments can set VAT at higher rates than’
they could retail-sales taxes. It is no coin-
cidence that sales taxes in America are, on
average, below 8%, compared with a total
OECD average for general consumption
taxes of nearer 20%. Most economists
reckon that 10% is the highest level at
which a sales tax can be set without large-
scale attempts atevasion. So, for countries
which have high revenue requirements,
VAT makes more sense. -
Nonetheless, VAT rates are generally
higher than they need be. Some services,
such as financial services or insurance,
are exempted by almost all countries,
largely because it is difficult to work out
exactly what the tax should be levied on.
But usually the list of exemptions, or
goods subject to lower rates, goes much
further. In France many foods, medicine
and books are taxed at the lower rate of
5.5%. Newspapers are taxed at only 2.1%.
Widening a VAT base is not popular—
as Kenneth Clarke, Britain’s chancellor
found out when he tried to introduce VAT
on fuel. On the other hand, any French-
man who groans at the breakfast table at
the thought of a 20.6% VAT rate should
consider carefully the croissant on his
plate and the newspaper in his hands.

SAAE

Over the past
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" IWAVE OF'MERGERS

|

1S TRANSFORMING
AMERIGAN BANKING

:FASTER PACE IS EXPECTED

iAs 01d Business Ways Fade,

Many Smaller Institutions
Decide It's Time to Sell

By SAUL HANSELL

Long pillars of their communities,
the nation’s banks are merging with’
each other, moving their headquar-
ters across the country and leaving

in their wake disruption, layoffs and’ x

potentially higher prices.

The consolidation is now at cruis-
! ing speed — with 5 mergers among .

the top 50 banks this year — and the
pace is expected to accelerate. And
while industry executives say the
mergers are creating stronger insti-
tutions, big enough to offer innova-
tive services, the practical effect in
the short term will be to confrqnt
bank customers and employees with
corporate name changes, branch
closings and job losses. o

Indeed, between the r@smg inci-
dence of mergers and the increasing
use of technology, & study by Deloitte
& Touche predicted that over tl{e
next 10 years half of the nation’s
59,000 bank branches wil[ close and
456,000 of the 2.8 mjlliop jobs in the
banking industry will disappear.

What is more, the deals in the
current wave often combine t{anks in
different states and even different
regions. That means a bank head-
quarters, with the employment and
community support that it entails, is
uprooted.

Unlike the media magnates buy-
ing television networks and movie
studios in hopes of profiting from the
exploding entertainment indus}ry.
bankers are merging to survive in &
business that is rapidly losing itS
share to rivals like the Fidelity fam-
ily of mutual funds and the AT&
Corporation’s credit cards. .

The banking companies making
acquisitions hope to increase proflttsz
by eliminating competitors and cuh
ting costs. The sellers want to cas
out while they can. .

In Boise, Idaho, the banking busi-
ness could not have looked better t0
Daniel R. Nelson, chairman of the
West One Bancorp. Profits were UpPs
loan losses down and new business

brisk.

So why, in May, did Mr. Nelson:
decide to sell the bank to U.S. Ban-
corp of Portland, Ore.,, for $1.57 bil-.
lion? : r .

“Timing is everything,” Mr. Nel-
son said. ‘‘Our board had been con-
sidering whether to sell for several’
years. We decided our earnings were
not going to get any better than they
had been.” And with new competi-
tion and changing technology, he:
faced the prospect that the bank’s
profits and the price it could fetch
would only decline. .

With big banks like the Banc One
Corporation of Columbus, Chio, and
the Nationsbank Corporation of
Charlotte, N.C,, scouring the country

Continued on Page Ai2, Column 1—

Wave of Mergers Is Transforming

Continued From Page Al

for acquisitions, there was hardly a
bank big or smail that had not con-
sidered selling. But until recently
there was no hurry. In fact, with
hostile takeovers rare in banking,
executives were able to relax in ex-
ecutive suites, without pressure to
cash out until they wanted.

This year, though, more banks like
West One decided that the timing
was right to se]l, Three reasons
stand out for the wave of bank merg-
ers.

First, it is harder for bankers to

. increase their profits, now that they
have finished cleaning up the prob-
lems of the late 1980’s and have cut
COsts as much as they could. As for
new lines of busipess, all but the
largest banks have been wary of
investing in such avenues as com-
puter banking and mutual funds.

Seconq. the big banks like Banc
One, which were aready hungry for
acquisitions, have heen turning up
the heat. Instead of waiting for their
targets to decide to se]), as used to be
the case, the acquiring banks have
tried to force their pands with ag-
gressive bids, The big banks espe-
cially want to prevent medium-sized
banks from merging with each other
and creating instityiong too big for
their grasp.

And third, stockhg|ders have agi-
tated With managemens to sell at a
premium rather thay pyrsue defen-
sive MErgers, whicy do not carry a

remium.

“*Stockholders ap., becoming more
active, With no toler, \nce for any kind
of mistake or propjem » said Rich-
ard M. Kovacevich cpairman of the
Norwest Corporatigy of Minneapolis.
“Banking is still more cozy than
other industries, by i is a lot less
cozy than it wag three or four years
ago, or even a Year ago"'

Bdﬁkingl |

Some bankers, like those at New
Jersey’s two biggest banks, First
Fidelity and Midlantic, decided it
was time to cash out. Their buyers,
the First Union Corporation of Char-
lotte, N.C., and the PNC Bank Corpo-
ration of Pittsburgh, respectively,
decided it was worth paying a steep
price to maintain their rapid growth.
Similarly, First Bank System of Min-
neapolis bought Firstier Financial of
Omaha earlier this month for $760
million.

At other banks, like First Chicago
and NBD Bancorp of Detroit, the
managements have chosen “merg-
ers of equals,” in which similarly
sized institutions combine to create
a far larger entity Iess vulnerable to
a hostile takeover.

Even some banks with stock
prices high enough to fend off hostile
suitors have become interested in
such combinations as a way to ex-
pand without either bank having to
pay a huge takeover premium.

“There are some mergers of
equals that make sense,”” John F.
Grunhofer, chairman of First Bank
Systems, said. But many of those:
never get off the ground, he added,
because the two banks cannot agree
on such “‘social issues’ as who will
be in charge, where the headquar-
ters will be and what name to use.

That was what torpedoed the Bank
of Boston’s various efforts to merge
with the regional rival Fleet Finan-
cial Group, with the Mellen Bank
Corporation of Pittsburgh and, more
recently, with the Corestates Finan-
cial Corporation of Philadelphia.
That merger was abandoned last
month before it was announced, af-
ter word of the deal was leaked and



t

prompted criticism by investors and
a brief hostile bid for Bank of Boston,

by Banc One of Ohio, which was. -

withdrawn after the Corestates deal:
collapsed. The string of botched
mergers cost the Bank of Boston
chairman, Ira Stepanian, his job.

Mergers can be tough on the em-
ployees and communities, and -will
affect consumer habits. .

A year ago, for example, Detroit
had three major independent banks.
Now NBD will be run from Chicago,
and Michigan National was bought
by National Australia Bank, leaving
only Comerica Inc.

Not every bank executive feels the
pressure to do something. Many who
have found some profitable source of
growth should be able to preserve
their independence. .

«] think the sellers are more pessi-
mistic about the banking industry
than I am,” said Stephen A. Hansell,
chief executive of the Hibernia Cor-
poration in New Orleans, which hasi
$6.3 billion in assets. :

In many ways, the deals signify a
changing of the guard. The current
generation of bank chiefs came to
power in the late 1980’s and early

1980’s, when banks were failing. The .

victims were mostly the highfliers
who got too loose with their lending,
especially to real estate developers.
Then the industry rediscovered cau-
tion.

With a recovering economy and
falling interest rates, bankers could
jook like heroes simply by cutting
costs and not making new mistakes.
Today, the industry seems to beinits
pest shape in decades.

But as suddenly as it arrived, that
era is coming to a close. Many bank-
ers have found they cannot increase
their profits simply by cutting COSts;
they have to increase revenue some-
how, and not all bank executives are
up to the task.

As bright as the profits are today,
most bankers see their industry’s
prospects as bleak, leaving room for
only a few to thrive. Banks continue
to lose their share of the nation’s,
financial assets to mutual funds and
other investments.

Moreover, what was once a bank’s
biggest advantage — a branch on,
every major street corner — has-
increasingly been viewed as an alba-:
tross in an era of automated bank-
ing. ‘At some point the cost of bank
branches will be harder to justify,’
Mr. Nelson of West One said. ‘

By selling now, not only did Mr.
Nelson secure a high price for his
shareholders — nearl; twice
bank’s book value — but also jobS for |
many of West One’s e recutives 1,

the combined company. M. Nelson,
became president and chief operat-
ing officer. :

For many years the big banks:
played a waiting game, leaping to.
acquire smaller institutions W en.

they got into trouble or when their
chairmen neared retirement age.

““There are hundreds of banks out’
there we are talking to at any point.
in time,” Mr. Kovacevich of Norwest,
said. ‘At any point, we are in negoti-:
ations with 40 or 50 banks, but we
may buy 5 or 6 of those.” .

But now these big banks are get-
ting itchy. Their stock prices have
run up during the bull market, mak-;
ing it possible for them to buy banks
for stock without diluting the earn-
ings of existing shareholders. With
that advantage, “‘the big guys are
trying to figure out how quickly they
have to move before they find all the
good franchises gone,” said John
Duffy, the head of the bank merger
practice at Keefe Bruyette & Woods. |

More pressure has come from big
investors in bank stocks.

Michael Price, an investment
manager, put the squeeze on Michi-
gan National until its management
sold to National Australia. And now !
he has a big position in Chase Man-
hattan and has called on the bank to
take steps to benefit shareholders,
including a possible breakup. :

Shareholders are becoming refuc-:
tant to take no for an answer. “If
your four or five biggest sharehold-
ers start pressuring you to sell,”
said Doug Mercer, an investment
banker at Donaldson, Lufkin & Jen-
rette, “as a board member you bet-
ter have a pretty good reason why
you aren’t going to sell.”

BY THE NUMBERS
The Big Money Mergers
A look at the financial statistics of the big banks planning to merge.
. Contribution of each bank
to new merged entity
Acqulring bank Price pald for Assets on June 30
Acqulred bank acquired bank  (In dollars; as a percent)
First Unlon 1 billi
. s556bilion oo bilion
¥3] First Fidelity Bancorp $35.4 billion
First Ch ili
? leago 6514bilion  $75:3bilion
£ NBD Bancorp $48.1 billion
o , §365bilion 01 billion
Z] Shawmut Natlonal $36.0 billion
m repe
B PNC Bank $3.03 billion $62.8 billion
#] Midiantic $13.7 bilion
u- . i
- S. Bancorp $1.57 billion $21.3 billion
Z] West One Bancorp $ 9.2 billion
Source: SNIL Securities

The New York Times
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ﬁRising Consumer Debt Could
Cloud Outlook for Economy

By GORDON MATTHEWS

Are the nation’s consumers
tapped out?

The answer to that question is
important not only for bankers,
put as a guide to the future
strength and direction of the
economy.

Consumer credit has grown

_sharply over the past several

ears. Recently, however, delin-

quency rates have been edging up,
and job growth has plummeted.

“We went on a credit card
porrowing spree late last year. A
Jot of marginal borrowers were
taken on, anc_i now tl;ey are hav-
ing some difficulties making

ayments,” said Philip Braver-
man, chief economist at DKB
Securities Corp., New York.

“That helped inflate retail
sales, but the jobs and the
incomes aren’t there. And if

-'.94 N “,-95 S ° o
*Seasonally adjusted; Incbillions - .- -+
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those aren’t there, the economy
cannot be sustained by credit
indefinitely,” he said.

See back page
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$325 million. Analysts likened
the move to the Barnett Banks’
purchase last year of Equicredit
Corp., a subprime home equity
lender, for $332 million.

Adam Hitt, a principal with
Alex. Brown & Sons, which has
underwritten a number of t
cent auto financ

UM P U S D 1 Lo e B ULy, e

said, include First Merchants,
Muncie, Ind., Consumer Portfo-
lio Services and Westcorp., both
of Irvine, Calif.,, Regionals Ac-
ceptance Corp., Greenville, N.C.
and Americredit

“Wi’lﬂt h.as happened in bank-
ing in the last few years is the in-

cottd 1l LHE SULp e DUSILILDS,
There are hurdles, of course.
Keycorp paid 32 times 1995
earnings for AutoFinance, spark-
ing criticism from the bank’s
shareholders who viewed the

LOLS dle CHICIgLLE cvely whicre.,
Consequently, Mr.  Hitt
warned, it is essential for banks

Brown & Sons,

. lng nolce.

Montgomery Securities, Alex.
Donaldson

to distinguish between fly-by- Lufkin & Jenrette,-and William
night operations and those with g the investment
established

PriCE as excessive.

Subprime auto finance com-
panies also spring from an entre-
preneurial culture, one that might

Most of these compames are
bound to make mistakes as they
use capital from their IPOs to ex-
pand into new regions and ex-

firms that have added coverage of
these companies.

The question now is whether

-banks will look closely before

they leap.

"to the trend toward using credit

would make life miserable for

Rlsmg Consumer Debt Could Cloud Outlook for the Economy

Continued from page 1

The Federal Reserve’s Open
Market: Committee will be
mulling these trends tomorrow as
it meets to assess business condi-
tions and consider whether to
change interest rates.

Consumer spending underpins
two-thirds of the nation’s econo-

my, as measured
by gross domestic
product.
“I keep my eye
| on consumers.
. A Wherever they’re
515 going, that's where
the economy is go-
ing,” said economist and money
manager A. Gary Shilling.
Consumer borrowing and
spending during the final half of
last year sparked strong GDP
¢ growth and led the inflation-wary
central bank to apply the brakes
by raising rates more than the fi-
nancial markets had expected.

GDP growth nearly ground to

a halt in the second quarter this
year, and the Fed lowered rates a
notch in July. Recently, however,
the economy has appeared to
quicken again, with the usual
help from consumers.

“The consumer is never really
~ Quite tapped out in our €cono-
my,” said Allen Sinai, chief glob-
al economist for Lehman Broth-
" ers, New York. “Trendwise, con-
Sumer spending rises about 2.5%

Chtef econom;sr, :

Norwest Corp. -

DKB Secunues Corp i

a year after inflation.”

Mr. Sinai said his analytical
yardstick of how healthy U.S.
consumer balance sheets are
shows they “have deteriorated
somewhat from a year ago but
are in far better shape than they
were five years ago.”

Lehman Brothers’ index of
consumer financial positions rose
to an estimated 209.9 in the first
quarter, up from 205.6 at the end
of 1994 and up from its cyclical
low level of 181.4 at the end of
1993.

The weighted index is com-
posed of eight debt and debt-re-

lated variables. _
High levels of the index indi-

cate high levels of consumer fi-
nancial stress and predict lower
consumer spending than other-
wise would occur.

Since the low in the fourth
quarter of 1993, the index has
risen only slowly, [r. Sinai said,
surrendering less than a third of
the improvement seen in con-
sumer balance sheets since the
fourth quarter of 1990.

“The one thing that sticks out
like a sore thumb is consumer in-
stallment debt,” the economist

said. It has risen from 16% of-

disposable income in May 1993

to 18% in February 1995.
But Mr. Sinai thinks a sizable

chunk of this growth may be due

and charge cards as a means of
settling transactions previously
handled by cash or checks.

Still, some other economists

" are wary.

“I divide consumers into ‘debt
haves’ and ‘debt have-nots,”
said Sung Won Sohn, chief econ-
omist at Norwest Bank, Min-
neapolis.

Much of the recent addition to
consumer debt was incurred by
the debt haves, consumers who
generally are already carrying a
significant amount of debt, in-
cluding credit card debt.

On top of a softening job mar-
ket, he said, consumers are get-
ting a double whammy of rising
interest payments on installment
debt and rising taxes as a share of
take-home pay. “This limits the
consumers’ ability to spend, thus
limiting economic growth.”

Not that the Norwest econo-
mist expects a recession to begin
soon. He and Mr. Braverman
both anticipate subpar growth by
the economy will prompt the Fed
to begin cutting interest rates
again later this year.

Indeed, Mr. Braverman thinks
the Fed will have to keep slicing
rates through next year to keep
the slow-chugging economy
from sputtering into recession.

The DKB economist thinks a

recession -is possible next year, a
presidential election year, “which

both the Fed and the politicians.”

Mr. Shilling, who is based in
Springfield, N.J., also sees a
good chance of a recession, per-
haps a deep one, beginning at the
end of this year..

“Consumers are cautious be-
cause of the lack of job openings
resulting from ongoing corporate
restructuring, defense cuts, and
the de]ayed effects of earlier Fed
tightening,” he said.

“Given their high levels of
debt,” he noted, “they seem like-
ly to curtail outlays enough to
precipitate the usual chain of re-
cessionary events.”
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" The Wealth GapIs Real and It's Growing ~~ ~

By Paul Krugman

STANFORD, Calif.

en years ago, a skeptic

could still question

whether America was

becoming a radically

less equal society. But

since then, the doubts

of cautious economists have been

swept away by an ever-growing tor-

rent of evidence: Census data, house-

hold studies, labor-market surveys

and, of course, the startling contrasts

of wealth and poverty obvious to
anyone with open eyes.

The reality of widening disparities
is no longer a hypothesis. It is simply
a fact. What, if anything, should we
do about this surge in inequality?
Reasonable people can disagree
about the solution, but they cannot
disagree about the fact.

Yet in the last few months, there
has been a sustained effort by con-
servatives to deny tki> uncumfort-
able reality. The latest campaign
was apparently initiated by anger
over a new book, ‘“Top Heavy: A
Study of the Increasing Inequality of

Paul Krugman, an economist, is au-
thor of “Peddling Prosperity” and
“The Age of Diminished Expecta-
tions.”

e—— e

Wealth in America,” by Edward N.
Wolff of New York University.

How can one deny the obvious? Let
us count the ways.

Do spurious calculations. A favor-
ite tactic of conservative writers is to
produce data that purport to show
that the wealth of the average rich

family — invariably defined as any .

family with an income exceeding
$50,000 — has not risen as fast as that
of less affluent Americans.

But their calculations are entirely
spurious, for two related reasons.,

First, $50,000 a year does not make
a family rich. More than one-third of
American families can claim that
income. But ‘rich” means some-
thing else: at the least, it means
being part of the 10 percent of fam-
ilies who own 70 percent of the na-
tion’s wealth. Those who think that
statistics about people who make
$50,000 or $60,000 a year are getting
at the truth about how the upper
class is doing have no idea how rich
the rich really are.

Second, Federal Reserve statistics
on average wealth by category of
income cannot be used to measure
trends. The reason is that the catego-
ries mean different things in differ-
ent years: half a century ago, some-
one with a $50,000 income was upper
class; today, he is middle class.

While Federal Reserve data that

track the concentration of wealth are

vulnerable to creative misinterpre-
tation, the statistics showing a dras-
tic increase in the inequality of in-
come — drawn from many different
sources — are completely unambigu-
ous. Whatever you think about the
distribution of wealth, the inequality
of income has increased.

Pretend that it’s good news. A re-
current theme among conservative
apologists for growing inequality is

Conservatives
may deny it, but
facts are facts.

that our society is not pulling apart
but coming together. The upper
class, they say, is not pulling away
from the middle class; it is simply

growing as more and more middle- -

class people gradually upward.

But the truth is the upper class is
indeed pulling away from the middle
class. In fact, income is becoming
more concentrated all the way up the
scale. '

It’s not just that the top 20 percent

have gotten richer coinpared with

the rest. The top 5 percent have.

gotten richer compared with the next
! 1§ percent; the top 1 percent have
gotten richer compared with the next
‘4 percent, and there is pretty good

evidence that the top 0.25 percenthas -

gotten richer compared with the next
0.75 percent.

The idea that wealth is spreading
rather than becoming ever more
narrowly concentrated is comfort-
ing, but utterly untrue. .

Invoke Horatlo Alger. In his new
baok “The Freedom Revolution,” the
House majority leader, Richard Ar-
mey, offers numbers that purport to
show that there is so much upward
mobility that the distribution of in-
come doesn’t matter — that someone
in the bottom 20 percent of the popu-
lation is more likely to be in the top
20 percent after a decade than to
remain in place.

Mr. Armey offers no source for his
numbers, but they are familiar to
researchers in the field. They come
from a hastily concocted study done
by Bush Administration officials in

1992, a study that experts immedi--
ately ridiculed. Some of the experts

were reduced .to helpless gigpl

when they realized thaﬁ the l%leggi::
individual who moved from the bot-
tom to the top 20 percent was only 22
years old at the beginning of the

e~ —— e
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study period. As one labor economist
remarked scathingly: “This isp't
your classic income mobility. This §s
the guy who works in the collede
bookstore and has a real job by his
early 30’s.” .
- Blame the messengers. Many-of
the recent conservative tracts onsin-
come. inequality attack those who
bear the bad news as pelitically motj-.
vated. The targets include not oply"
the economists who want to do somg-
thing about it but the researchers
who carefully construct the data,m
and even the reporters who wrie
about the research. ) o
The news about growing inequalifs
comes not only from the Census Bys*
reau (hardly a leftist clique) but algy:
from studies published in sul
places as the Journal of Political
Economy, a highly respected and
often inscrutably technical publiéa-
tion of the University of Chicaé;
which has rarely been accused:of
fomenting class warfare. I
The widening of inequality is be-
yond doubt. It has been as firmiy-
established by evidence as the fact
that smoking causes cancer. Byt
many influential conservatives C8i-:
not bring themselves to acknowledge
inconvenient facts. Is their doctring

-so fragile that they fear it cangocti,

survive the truth? W
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Russials Shocked

To the Editor: .
John Lloyd's celebration of “How Rus- -

sia Became a Market Economy,”
Swedish economist Anders Asli;ldbgjﬁe
23), brings us full circle on the ..shmi
therapy” policy he helped design with
Harvard’s Jeffrey Sachs.

Shock therapy, which i
quick-and-dirty dem °1itionmz?lv;d _the
system pefore a new one sl s eb (_)1@,
was jaunched in early 1989 with m: qﬂt'
rial support of The New York .rimesﬁdlto-
Aslund noW writes a definitive up-Mr:
that the policyY succeeded, except t;mt’
would have succeeded more if the at it
been more shock — defined as “are had
reduction in the budget de Iicit,"mpld
Times, in turm assigns the book t The
Lloyd, who celebrated the Aslund g Mr.
“shock therapy” during his ten- achs
Moscow bureat chief of The I:__ure as
Times of London. inancial

It seems one big ha .
only reserva'tion Mr. L‘;ggdfguy. The
while there 1S now a market in I1{5 that
«the rise 1 overt crime and comus§;a,
(which reform has not caused, b ption
certainly not cured either) threa ut has
just the reforms but the stat te%ns not
Those of us Wh(? fought the Anid e itself.”
T fom i et i fa
argue that monetary reform hadm fact
Cede the deStmctiQn Of the ,tﬂ pre-
mand mef:hqnism or civil zhtztes com-
follow. This, in order to permit 0s “_'Ol.lld
!)anking system to replace th a private
ized allocation of capital e central-

Il?stead, the “market” econo
ed is merely a black market ltnhy creat-
?:ccordmg to the law of the i at lives
B0 the other hand, refected cold.
turkey capitalism for the ca jected cold-
S.I.lgn ;;;:}:_Ss being cheered bref_‘-“ conver-

se]:res with {::,Th e Times oﬂi’y‘:‘;feo ple.

= 1S TOSYy revi them-

lund’s fiasco. ew of Mr. As-

How is it that

who thril t0 e SIS

are COI‘I’(:!Ctly horrified py in Moscow

jeaders in the 104th CWhen Republican

s SR STack i g

te action to balance %}:Y at home? Dras-

:;‘e:;t;l:;tg:l“mry is an :C';ﬁ::;qnal budget

n. It invariab intellectual

de';kOf - djustment on g puts the bur-
weakes ; e

people in society. poorest and

JUDE T. WANNISKI

Morristown, N.J.

Satan WOn’t Go

To the Editor:
Leslie Houm
€ en w in hi
Elaine Pa g 05 in s Koyl
o (Juneg?;)s book “The Orig?r‘:l §fw ng-
; = ), is demon will not go
atapn is copve-

Simple Rules for a Simpk

Tothe Editor: = - ONE OWNS ON
So salubrious iS Robinson Crusoe s «Freeatla.
island that Crusoe can live entirely sits down Wit
off the abundant coconuts: But the cuss arrange
generous yield requi annual diffi- nut season.
cult labor, so the arri { Friday is Crusoe poi
welcome: he is enslaved and putto whole island
work, and Cruso€ Jolls and gets all Rule 2: FIRS®
the coconuts except those few T Soitisagy
quired for Friday’s subsistence anda EXCHANGE)
bit of motivation. the entire is:
One day there was esashoread livering to C
copy of Richard A Epste'm’s «gimple coconuts ext
Rules fora Ccomplex world” (J uly for F_‘ndgy’s
i :red to liber- motivation.

16), and Crusoe 15 requir’
pstein’s Rule 1:

ate Friday by Mr- E

"usual book. But it iS pecessarily one- Majesty.”

sided because it concentrates — as does -grandfathc
the book — on the us€ of demonology jn  interview

establishing who the enemy is in jewish ~ obliges an

well as histo- phantom ©

for exertir

RS,

and Christian tradition as
t state her argu-

ry. Ms. pPagels may no

ment with wexcessive single-minded' kind. It iS

ness,” as the reviewer asserts, but she reveals hit

does seem to limit her thesis 10 the strict- artificialit
and at the

ly religious and t0 the early Christian
period. That is not so mucha criticism as
ply her argument to

heightenec
name fear

an opportunity t0 ap
the present day, 2 step I trust she would exist, so ht
approve. that news.
Mr. Houlden praises the author for her This de!
visa. Let's

handling of O oxy. Therein lies the

critical issue,
. Satan has been €
in the enforceme
gious, political, social, scien

____/‘_
nance of the orthodox view SOUI M

(that is, con-

trpl) has been accomplished by burning
witches and DooKs, engendering fear of Tothe E¢
joping rituals 1 dear!

Lejl and retribution, deve
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A mystery bankers love: How do

credit cards stay so profitable?

cards in the mail recently? If not, you
must be a hermit or a notorious deadbeat:
. The average household received two solicitations
a month in 1994, <
" The reason all those nice banks are lining up to
lend you money is no mystery. The profit on
credit card operations, according to research by
Lawrence Ausubel, an economist at the Universi-
ty of Maryland, is almost five times the overall
profit rate in banking. Last year, eight of the top
nine commercial banks ranked by return on
assets specialized in credit card loans.

In a free market, this isn't supposed to happen.

If the business is immensely profitable — and
that profitability is no secret — why hasn't wide-
open competition forced banks, at best, to offer
lower interest rates to consumers or, at worst, at
least to dissipate their excess profits in ever
greater spending for promotion?

Professor Ausubel’s latest paper, presented
last month to the National Bureau of Economic
Research, buttresses his earlier finding that
banks can charge uncompetitive rates on credit
cards because consumers don’t really believe
that they will end up paying them. This, however,
must be only part of the answer to the broader
question of how competition can coexist with
stunning profits in an industry offering a rather
conventional service.

HAD any ‘‘pre-approved” offers for credit

Mr. Ausubel first made waves inside his profes-
sion with a 1991 article in the American Economic
Review that explained the high and *“sticky”
interest rates paid on credit card balances as a
byproduct of consumer myopia. Credit card rates
have since edged down, Mr. Ausubel says, and
new cards are generally issued with variable

Fconomic Scene

Peter Passell
B

Niculae Asclu

rates. But the “‘spread’’ between what the banks
pay for their own funds and the average rate they
charge for credit cards — typically, 10 percentage
points — has barely budged.

Equally striking, there is no erosion in the
profitability of credit card operations. Indeed,
notes Lawrence White, a former bank regulator
who teaches economics at the Stern School of
Business at New York University, credit cards
generate much of the profit for banks now
squeezed by competition from all sides. )

New data support Mr. Ausubel’'s hypothesis
that consumers do not expect to use their cards to
borrow, and often do not even admit it when they
do. Extrapolating from surveys, he discovered
that Americans claimed they owed a total of $70
billion on their credit cards in 1992 when in fact
they owed $182 billion.

Smart banks have learned to exploit this wish-
ful thinking. While their interest rates remain
uncompetitive compared with other loans, suc-
cessful cards are now marketed with flashy ex-
tras — below-market teaser rates, product dis-
counts, insurance, frequent-flier miles, even cash
rebates — and rarely charge annual fees.

f

Robert Frank, an economist at Cornell Univer-
sity, notes that Mr. Ausubel’s findings are consis-
tent with other research on behavior in the face of
temptation — of impulsive consumption of food,
alcohol and tobacco. “You know it’s stupid,” he
explains, “but the pain comes later.” It follows
that borrowers cope with the guilt of compulsive
shopping by forgetting the after-effect. :

Still, what's more puzzling is that the excess
gains are not burned up in the competition among
card issuers to corral a bigger share of the highly
profitable shopping addicts. Despite spending bil-
lions each year trying to lure new credit card
customers and keep old ones, issuers still man-
aged to earn 30 percent-plus returns on equity in
the last decade. That is more than double the
average return on investments by corporate
America, with no greater risk.

Mr. Ausubel speculates that these persistent
“supernormal’ profits are a result of rapid inno-
vation in marketing, much the way supernormal
profits are the norm in markets dominated by
rapidly changing technology — electronics, com-
puter software, pharmaceuticals and the like.
Consumers sign up for cards that offer the clever-
est gimmicks, and then pay excessive interest for
years before being seduced by an even more
clever_gimmick. There is fierce competition. But
the prize goes to the creator of the flavor of the
month — not to banks that deliver more service
for less money.

This is not a pretty picture of free markets at
work. Nor, for that matler, is it a particularly
plausible one: Could the skills in marketing credit
f:a]:ds really be so specialized — and so difficult to
imitate — that they account for most of the profit
of one of America’s most profitable industries?

If an;_ything, there’s a lesson for the economic
profession itself in this tale. Much as they don't
like to admit it, economists don't know as much as
think lhe_y do about what makes markets tick. “At
some point,” Mr. White of New York University
concedes, "' you've just got to say, ‘I don’t under- |
stand this thing.’ ”

By STEPHANIE STF

lomon Brothers Inc. ¢
onexwo punch yesterday.
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taken public
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By Walter Russell Mead

he downhill slide in re-
lations between the
United States and Chi-
na is a dangerous de-
velopment. The fric-
tion isn’t the result of
amateurish missteps by the Uniteq
States or Congressional dem.alfglogt
uery on Taiwan, nor does it re e::e
paralysis in Chin; iov?;ntge strugg
ed Den ao .
v Ss:::eething mlgxch deeper and m]ucl':
worse is at work: a potential clas !
between what the two countries pl?r
ceive to be their vital l‘erestsb l:\-
less China breaks up af}gr Mr. Deng
dies, or suffers a Soviét-style eco-
xr;ic implosion, tensions between
?t?e two countries seem fated to grow.

This is hard for Americans to un-
derstand. No one in the United Stt}tes
wants a diplomatic confrontat or:l,
much less a war, with China. Yes, rea
them stiff lectures on human ljigh.ts,
Americans say. After all, we criticize

many countries for human rights vio-
lations; it is our national pastime.
Yes, fight for our economfc intgrests
in trade negotiations. That’s business,

But the public seems to have no
sense that a broader, deeper confron-
tation seems to be brewing. A:peri-
can diplomacy looks increasingly
sinister from Beijing.

China is emerging from two centu-
ries of weakness and humiliation. It
is finally mastering Western techgl(::-
ogies and ecoanomic ideas. Manyre lr;
nese feel that at long last they as 2 in
a position to command the resp
and consideration they deserve.

|

But everywhere China looks,
America gets in its face. The United
States welcomes the Dalai Lama and
the President of Taiwan. It buries the

hatchet with Hanoi and talks about

‘‘mutual interests” with the Vietnam
it once loathed and fought. It stiffens
the spine of the Southeast Asian coun-
tries in their dispute with China over
ownership of the potentially oil-rich
Spratly Islands. It roars like a lion
over human rights violations in Chij-
nese Tibet but squeaks like a mouse
about Boris Yeltsin’s attack on
Chechnya. It continues its security
cooperation with Japan and, along
with South Korea, seems determined
to increase its contacts and influence
in North Korea.

Not content with all this, now the
United States is knocking on China’s
back deor. American oil executives
are negotiating deals and acting as
de facto diplomats In Central Asia,

» - The more paranoid eléinents in the

-:leadership .in Beljing talk about
American “encirclement” of China.
But even level-headed Chinese see a

{ persistent pattern of American oppo-
sition to their legitimate aspirations
and interests.

free trade even as it opposes China’s

, The United States lectures about

|

drive to join the World Trade Organi.
zation. We don’t think about history
much, but the Chinese remember
that American and British mer-

| Chants have been lecturing China
about free trade since the 1830's,

when they denounced China’s efforts
to ban “free trade” in opium.

Now, the Chinese feel, American
_—

commercial interests are ag hypo-
critical and self-serving as ever. Chi-
na has discovered ways to make
industrial goods that are competitive
with American preducts; what dgeg
the United States do but whine about
its trade deficit and threaten China
with sanctions?

It is the same story on human
rights. American missionaries first
showed up in China at about the
same time as the merchants. Their
contempt for Chinese civilization and
culture was obvious ag they lectured
the people about the poor treatment
of women, the lack of civil liberties
and the general inadequacy of every-
thing Chinese. At the same time, the
United States was a slave-holding
society that was busy obliterating
North America’s native cultures,
The United States discriminated
against Chinese immigrants and put
their children in Segregated schools,

The Chinese still fee] that some of

the moral energy Americans devote

could be usefully diverted to perfect-
Ing conditions in the United States.
American hostility seems more
surprising to the Chinese because we
were so recently so warm. In the

o .47
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The Danger of Bigger Trouble With the Chi

As they grow
stronger, we must
. grow wiser.

1970’s, once President Richard Nixon
and Henry Kissinger broke the ice,
China was a Strategic partner against
the Soviet Union, The political rela-
tionship cooled off in the late 1970°s,
but the economic relationship steadily
improved. China was every business-
man’s favorite emerging market, and
under President George Bush the
United States had relatively few com-
plaints about Chinese trade practices,
China today is a much freer soci-
ety than the place Richard Nixon
visited when the Gang of Four stil\
ruled. It is a far better place for
foreigners to do business than it was
10 years ago. So why, the Chinese
wonder, are Americans so critical?
The United States has a different
perspective, seeing the relationship
in the context of our wider Asian

[ ]




policies. During the 19th and 20th
centuries, American power.and re-
sponsibility on the Pacific Rim grew
steadily. After World War II, the
United States assumed the same po-
sition in Asia that it held in Europe:
guaranteeing stability by insuring
that no one country became strong
enough to dominate the rest.
Now that the Soviet Union has dis-
appeared, China is becoming strong
encugh to challenge the Pacific Rim
balance of power. Already, Am_erl-
cans worry, it is throwing its welght
around in the region. By threatening
its neighbors over the Spra}ly Is-
lands and by taking a belligerent
tone with Taiwan, China seems to-be
acting like the kind of bad neighbor
that the United States needs to deter.
Yet we also see the Communist
leadership as clearly unstable. Many
of China’s best and brightest have
been alienated by the regime; the
struggle to succeed the aging Depg
Xiaoping reveals the weakness of its
political institutions and the fragility
of its social order.

China’s record abroad is equally
troubling. Even sympathetic observ-
ers think China may not really know
what it wants. Its policy lurches from

ion to conciliation, and any
g;}lt]ef;g?(:l?tof Chinesg influence tends
to have a destabilizing effgct. Under
the circumstances, the United States
and other countries.have no choice
but to treat China with caution. o

Growing Chinese strength worr t:

China’s neighbors, caus_.ing them_ (v}
strengthen their ties with Amgrlc?(;
This worries China, which mesand
parry American diplomacy

ou "
:::::{ Washington responds with

greater efforts, and so on.

t of the perceived encircle-

Cycles like this can lead to wars. In
the early 20th century, Britain feared
Germany's growing power, and Ger-
many feared British encirclement.
Both sides lurched toward a confron-
tation, each sincerely convinced that
it was acting defensively and from
the noblest of motives.

The United States and China will
have a hard time reaching an under-
standing. Neither country trusts the
other; their political, economic and
cuitural systems are so different
that they have trouble understanding
each another. :

If China stays united and continues
to grow, it will indisputably become
the leader of its region. The Chinese
need to learn that power doesn't flow
from the barrel of the gun. Leader-
ship and dictatorship are not the
Same thing. China needs to find ways
to avoid confrontation as it consoli-
dates its new position. Economic ad-
vantage, political sensitivity and sta-
ble institutions can create a positive
intemational environment for a
strong, rich and united China. .

Beyond this, China needs to de-
velop a vision of its place in the
region and the world. It needs to

safeguard its interests without |
threatening the neighbors — apd !

without triggering American in-
stincts of opposition. -

The United States must also do
some thinking. What is the American
vision for China’s role in the world?
How can we design a special rela-
tionship with China? How can we
balance China’s right to an enhanced
regional profile with our own inter-
ests and commitments?

There are some steps we can take
immediately. The most important
have todo with Taiwan. The one-China
policy is the cornerstone of the United
States-China relationship and should
be reaffirmed by a Congressional res-
olution. Washington should aiso re-
frain from responding to Chinese mili-
tary maneuvers with shows of force.

We should also give our mission.
ary instincts a rest. We have left
China in no doubt about our dissatis-

i

faction with its human rights poli-

cies; it might be worth changing the
Subject for a while.
In the longer term, by supporting

quick Chinese membership in the
World Trade Organization on reason-
ably favorable terms, the Clinton Ad-

ministration would not only ease Chi-

nese concerns but also engage China
In a multilateral forum for discus-
sions of trade problems,

American hard-liners wijj de-
nounce these proposals as signalling
weakness. Perhaps. But if China
were to meet our conciliation with
intransigence, we would be free tq
respond with tougher measures,
Both countries have so much to lose
from a bad relationship, and so much
to gain from improving it, that the
!Jmted States risks little by trying '
improve the tone. (W]

3

Walter Russell Mead is a fellow at
the World Policy Institute at the New
School.
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" Low Ranking for Poor American Children

U.S. Youth Among Worst Offin Study of 18 Industrialized Nations

By KEITH BRADSHER

GTON, Aug. 13 — Poor
chmfriflff. the United States are
poorer than the children In most
other Western industrialized na-
tions, as young Americans suffer the
prunt of several trends toward
greater economic inequality, a new

study shows.
Onyly in Israel and Ireland are poor

children worse off than poor Ameri-
can youths, according to the study,
an analysis of 18 nations by the Lux-
embourg Income Study, a nonprofit
group based in Walferdange, Lux-
embourg.

The results are the most compre-
hensive of several recent .ar_lalyses,
and are particularly striking be-
cause the United States has the sec-
ond highest level of econorpic output
per person of the countries exam-
ined, after Luxembourg itself, and
has the most prosperous ?ffluent
children of any of the 18 nations.

It may not be surprising that
childhood poverty is worse i the
United States than in Scandinavia,
where governments have raclged ltp
huge national debts while trym% t0
maintain elaborate social satety
nets. But the United States also
ranks below countries like Italy,
which has a considerably smaller
economy per person an has less
generous- social policies than many
northern European nations. ve
The United States appears t0 h?he
sunk through the rankings over e
last 30 years, although no cqnclu.s';;1 .
data are available now, sal Tld -
thy M. Smeeding, one of the study

xem-

authors and director of the LuX
bourg Income Study. The American
lead in overall prosperity has dwin-
dled since the 1960's, income meqyag
ity has risen briskly in the Unite
States and child poverty spread here
in the 1970’s and 1980's, aithough It
may have leveled off in the early
Part of this decade. . .

Child poverty has also risen in
Britain and Israel, while showing
Telatively little change in Contment'
al Europe, according to the lates
Study, .
h Some conservative economlséf
iea"e questioned the validity of St ,
inf: that attempt to compare levels
amoe and distribution of weadif’
er:“g nations with somewhat o
ties M economic systems and SOCLe
Withip qor¢. is general accepl??"j1 e
tha 1 the field, however, of the ! of-
tionatey,, UNited States has prob ;.
erty (0. more of its children in P
The de:" other affluent countr’ nd
What 1o 3‘9 revolves instead arc

0 about jt.

The results of the Luxembourg
Income Study report, which is based
on census survey data from the vari-
ous countries, are consistent with
less statistically detailed work by
other social scientists. |

The study comes as Congress is
deciding whether to limit Federal
spending on various welfare pro-
grams. Senator Bob Dole of Kansas,
the majority leader, tried to push
welfare legislation through the Sen-
ate last week, but ended up postpon-
ing action until after Labor Day fol-
lowing strong resistance from Dem-
ocrats and from conservatives with-
in his party.

puring a press conference on
Thursday, President Clinton ex-
ressed strong concern about stag-
nant incomes, particularly for less-
affluent Americans. “We've got to
grow the economy and raise in-
comes,’ he said. “That’s why I want
to raise the minimum wage, that’s
why 1 want to give every unem-
loyed worker or underemployed
worker the right to two years of
education at the lecal community
college, that's why I'm trying to
have a tax cut that’s focused on child
rearing and education: to raise in-
comes.”

Mr. Smeeding said there appeared
to be several reasons why the United
states had such extreme poverty
among children.

The United States has the widest

ap between rich and poor, he said.
The United States also has less gen-
erous social programs than the other
17 countries in the study, which are
Australia, Canada, Israel, and 14 Eu-
ropean countries: Austria, Belgium,
Britain, Denmark, Finland, France,
Germany, Ireland, Italy, Luxem-
bourg, Netherlands, Norway, Swe-
den and Switzerland. The study did
not include several Western Euro-

geirt‘ug:;i(::s li!]:e Greece, Spain and

0 at have v il-
dren bug limited data.ery poor chil

American households with chil-
dren tend to be less affluent than the
:!:r*‘;‘ratg:tﬁ{merican household, a pat-

1S no i
countries, t true in many other
cth‘;th;e“d may reflect that Ameri-
ropean l:rs are less likely than Eu-
quickly ai‘:thers to return to work
cause fnex er childbirth, partly be-
care is mope"S}Ve. high-quality child
rope, Saidri Wldely. available in Eu-
search dire ee Rainwater, the re-

Income Sty dclor of the Luxembourg

Mr. Smeeg; Yy and the co-author with

The Luye Ing of the latest report.

of the lFembom-g group sent copies
research, Port to prominent social
. ers last week and will make

it mo .
in r¢ broadly available in the com-
ays.

Some conservative analysts ques-
tion whether international compari-
sons of prosperity should even be
attempted. They point to the many
differences among nations’ econog-
I!Ile.l_rsI and societies.

ere are more poor chil i
the United States than in man(;f:?nﬂf
ent countries, but that partly reflects
the high number of poor immigrants
and unwed teen-age mothers here
said Douglas J. Besharov, a resident
schqlar at the American Economic

Institute, a conservative research
group here.

"‘Is there more poverty in a big
diverse country like ours than in
Western Europe?” he asked. “The
answer is yes.”

He and other conservative econo-
mists argue that the price the other
countries pay for avoiding extremes
of childhcod poverty may be slower
economic growth, which, they assert,
leads to lower living standards for
all. A large chunk of European social
assistance to young families takes
the form of generous unemployment
benefits that have eroded incentives
for people to work, Mr. Besharov
said.

) The Luxembourg Income Study is
financed by the National Science
Foundation in Washington and simi-
lar agencies from 18 other govern-
ments. Its staff has been working for
the last decade to develop ways to
make reliable international compar-
isons. The group is a repository for
computerized data on income distri-
bution from 25 countries around the
world, which it makes available for
free to social researchers.

In addition to his work with the
study, Mr. Smeeding is an economics
professor at Syracuse University
and one of the nation’s leading ex-
perts on income calculations. While
he personally favors expanded so-
cial spending in the United States, he
is generally regarded in the field as
an undogmatic thinker. Mr. Rainwa-
ter is a professor emeritus of sociolo-
gy at Harvard University and the
author of many beoks on poverty.

Their study is critical of Republi-
can efforts to cut American social
spending now.

The study compares incomes of
poor and affluent households with
children. The figures inciude not
only after-tax wages and other per-
sonal income but also cash benefits
from the government, like food
stamps and the tax credit on earned
income for low-income working par-
ents with children. The calculations
take into account differences among
countries in the size of families and
in the cost of living.

The figures do not include free
government services, like the free

v
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available in many European coun-
e a professor
i . Kamerman, r
Shex.lal Bolicy and planning at,c?
o said that for this

. it A
lumbia ?hneﬂll:{:;tyanalysis may have
erestimated the extent to which:
un

i children lag in in-
poor ‘?.,"}e;;ﬁa;ere looking at in-kind
m?its as well as cash benefits, the-
Sit:Ztion in the U.S. would look even
” d.
o;ﬁ?esi'g- si?:;merman and Alfreg
3. Kahn, another Columbia Universi-
tv social policy professor, published
a lengthy study two weeks ago re-
viewing social programs in Britain,
penmark, Finland, France, Germa-
ny, Italy and the United States and
found that American poor children
received the least help.

Poor children in Denmark do par-
ticularly well in comparison to poor
American children. Vita Pruzan, the
director of the children, youth and
family research division at the Na-
tional Institute of Social Research in .
Copenhiagen, said in a telephone in-
terview that in reducing child pov-'
erty, the Danish Government had
found it particularly effective to pro-
vide free obstetric and nursing serv-
lcel;(.enmark also makes a particular
effort to help slil'cllgle ;‘;}‘;‘3"; Z;’"‘L‘gn‘:g
not receive ChIC & D eir children.
from the fathgrs o nd doesn't
«If the father is absent a e is

ay, the state will pay W .
gugposed to pay,” Dr. Pruzan zsg
“The state tries to collect the mt her
from the father, but that is no

problem.”

better off than poor American chil-
dren, even though the median in-
come in Italy is considerably less
than in the United States. Free child
care for some poor children and a
Jow-cost health care system have
helped, said Patrizia Ghedini, the

- SORTING IT OUT

The Gap Between
Rich and Poor
Children

The latest research indicates that
poor children in the United States
are poorer than the children in most
other Western industrialized nations
because the gap between rich and
poor is particularly large in the Unit-
ed States and because welfare
programs here are less generous
than abroad. Households with child-
ren in the United States also tend to
have lower incomes than the national
average, a pattern that is not true in
many other n;‘tions.

The bars at ri§ht represent the gap
between rich and poor children in
Western countries for which detailed /
data are available. The left end of a
bar is the household income of poor
children; the right end, affluent child-
ren. All figures are in 1991 dollars,
with foreign currencies converted us-
ing adjustments for national
differences in purchasing power.

1 After-tax income, including Government benefits like lood stam
children and that is poorer than 80 percent of the households in 1

2 After-tax income, including any Government benefit
of the households in the country and poorer than 10

Source: Luxembourg Income Study

Poor Length of bars Affluent

household represent the households

with gap between rich with

~ ~ children’ and poor children children?
_Switzerland $18,829 e— 350 507
_Sweden 18,829 — 46,152
Finland 17,303 EE— 41,991
Denmark 17,268 S—— 46,326
Belgium 16,679 E——— 47,262
Norway 16,575 — 43,829
Luxembourg 15,396 E—— 50,071
Germany 15,257 I— 51,874
Netherlands 14,529 —— 42,616
Austria 14,321 C— 39,911
Canada 13,662 e e——— I
France 13,003 EESE— 44,835
ltaly 12,552 R E— 44,280
Britianh 11,581 S 43,933
Australia 11,512 I E—— 49,863

United States 10,923 | S 5,536
Israel 7871 —— 33,392
Ireland 6,692 | N |__27.185
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ps or the Earned Income Tax Credit, for a family of four that includes
he country and more affluent than 10 percent of the households.

s, for a family of four that includes children and that is more affluent than 80 percent
percent of the households.

Poor children in Italy are also

rich and poor

head of the family
ment of the regional
the area of nort
Bologna.

But in ltaly, the Bap separating
is also smaller than in
the United States. According to the
Luxembourg Income Study report, a

issues depart-
government for
hern Italy around

poor household with children near
the bottom of the income scale in
Italy earned $12,552 in 1991, while an

affluent household with children

near the top of the scale earned
about $44,280. For the United States,
the comparable figures that year
were $10,923 and $65,536.




e B BT e s S s e AL A A PTG

AT b ar J AL aa W et aat 4 ot

Economic Viewpoint:

KATHERINE LAMBERT

BY RUDI DORNBUSCH

AND YOU THOUGHT SOCIAL SECURITY
WAS IN TROUBLE...

TIME BOMB:
Canada, Italy,
and Japan face
retirement
obligations
several times
more onerous
than the U.S.’s.
One solution?
Mandatory
private savings

Rudi Dornbusch is professor of

économics and management @
Massachusetts Institute of Technology

deficits that loom as far as the eye

can see. Without such action, the Con-
gressional Budget Office projects that rising
medical expenses and a shrm}ung social se-
curity surplus Will, by 2005, widen the deficit
to 4.1% of gross domestic product and the ra-
tio of debt to GDP will climb to 60%. Balar_lc-
ing the budget would make room for more in-
vestment and red_uce the chances that
financial markets will have to shoulder the
burden of heavy deficit financing. What’s
more, balancing the budget need not create a
slump or 3 recession. True, the government
will spend less, but mt.erest rates will fall,
and private spending will take up the glack.

America's fiscal problems sound ominous,

but there is a surprise: With respect to 1t§ fi-
nances, the U.S. is one of the hqalthlest
economies. Many other major industrial coun-
tries face a far greater challenge in mee_ting
future pension and social security obligations
two decades or so hence. There is widespread
concern about the size and-growth of the
U.S. debt, but until recently, little attention
has heen paid to “off the books” debts of
other nations.
INVis|BLE CLOUD. These hidden debts arise
from retirement obligations in countries that
have rapidly aging populations. When a large
cohort of the population is relatively young,
more people pay into government retirement
systems than withdraw funds. But when that
group starts to age, cash flow eventually turns
negative. Calculating the net present value
of these future liabilities requires many
assumptions, but it can be done. Recent
estimates from the Organization for Econom-
ic Cooperation & Development show an
astounding Problem on the horizon for many
industrialized nationg,

Here are some conservative estimates: In
Canada, the ratip of public debt to cpp is
near 100%; net futype pension liabilities
amount 0 another 100%, Ttaly’s already huge
debt ratio is overshadowed by pension liabil-
ities of an addit'ona] 113¢, of GDP. Finally, in
Japan, where 1he debt ratio is moderate,
public pensiong oming due account for 110%
of GDP. In the T, S., the corresponding liabil-
ities amount tg only 31% of gpp.

The problem can'be traced to a number of
factors. First, the active labor force that con-
tributes taxes for futype pensions will de-
cline relative tq beneficiaries. This effect will

This fall, Congress will try to ax budget

20 BUSINESS weEK / AUGUST 28, 1995

I

come into play between 2010 and 2030, first
in Japan, where aging will occur soonest,
then in Europe. The second factor is that
longevity has risen around the world, but
people aren’t working longer years in most
countries. Hence, their withdrawals from pub-
lic pension accounts have risen even though
their contributions have not. Declining birth
rates in industrial countries are also slow-
ing the retirement revenue stream. Last,
legislatures were overly generous when the
pension schemes ran surpluses over the past
30 years.
PRIVATE POOL. With future liabilities so mind-
bogglingly large, some people argue that
these pensions will never be paid. That’s not
likely to happen, though, since an aging soci-
ety also means an aging electorate. So how
might the obligations be met? Taxes could be
raised on future generations, but tax levels
are already high—and hiking taxes is unpop-
ular and unproductive. Another possibility is
to find a way to phase in later retirement.
Still another option for the industrialized na-
tions is to turn toward their less developed
neighbors and borrow from them: Brazil, Chi-
na, Mexico, and other countries with young
populations will have high savings that could
be invested in the paper of industrialized na-
tions. Yet while such efforts might ameliorate
the problem, they won’t solve 1t

Two things must be done. First, the accu-
mulation of ever-growing liabilities must be
contained. Second, savings in these industri-
alized nations must be increased shar;_)]y—not
only by cutting government spending but
also by raising private savings. The besf: way
to accomplish this is via mandatory private-
savings schemes, such as those in Chﬂe_ and
Singapore, where households must set aside a
significant portion of their income for retire-
ment and disability. But rather than paying it
to the government in taxes, these savings
should be placed in qualified accounts under
private management. Thus, private saving 1s
not automatically diverted to finance budget
deficits. .

Without a buildup in public and private
savings, expect a crunch in 'world c: pital
markets. Major governments will be forced to
borrow huge amounts to finance pensions,
and interest rates will be driven sky-high.
Fortunately, there is enough time for policy-
makers to figure out how to avoid such a
scary encounter with capital shortage.
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Members of Congress often invest in companies whose fortunes they could influence

GOOD CHOICE: Senato” Bond

ittee announcet <

fc‘:o(:n::}l;t yem"s dEfeﬁSe
in July, McDonne
Corp. was a big wi ;
blu;:pprint was g$880 million 31?;1 for
President Clinton has 1‘eql1§5by the
other 22 jets manufactul® 0
Louis-based company-
tglanks went to Senatlc;r1 :

ond (R-Mo.), a member &
SubCOYIElrrlittee) that sets defenseaerosp
and a key champion of '
tompany’s defense contrﬁlcts'e

Among the happy MCDOIED/the 5
Shal'EhOlderS was Sam BOﬂ‘ NI
tor's 14-year-old son. Back m - o
the younger Bond, with
tather, scooped up Some“:he !
31,001 to $15,000 worth © ~youn
Douglas stock when it W2 -501
Today it is over 90. A SPOX7
Bond says that the y()Llnge1
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. fgenage SOm quadrupled his investment in McDonmnell Douglas
S

been buying stock—with advice from
his father—as a learning experience. He
insists that there is no conflict of inter-
est, adding that young Sam Bond “is
not privileged to any information.”
Investments such as Bond’s may raise
eyebrows, but they are hardly unique.
extensive BUSINESS WEEK review of
financial disclosure filings by members of
Congress reveals that many elected of-
ficials or their relatives routinely invest
In or even actively trade stocks in indus-
tries under congressional serutiny or
about which they have special knowl-
edge. Under current law, members are
only required to diselose their invest-
ments and transactions, as well as those
of their immediate fam lies, once a year.
Even then, the disclosures are in broad
dollar ranges, None of this activity is i-
legal, but critics say the current rules
glve members too much epportunity to
profit from their positions. “The ethics

ST

" rules are so vague that
members ean say that
4 what they are doing is
not specifically prohib-
ited,” says Michael A.
Calabrese, a director of
the public interest
group Congress Watch.

Many members and
their families take full
advantage of this unfet-
tered ability to invest.
Senator Lauch Fair-
cloth (R-N.C.), whose
1994 filing is not yet
available, held more
than $850,000 worth of
North Carolina-based
banking stocks at the
end of 1993 while serv-
ing on the Senate
Banking Committee.
And Senator Dale
Bumpers (D-Ark.) and
his wife have traded
stock in Arkansas meat
producers Tyson Foods
Inc. and Hudson Foods
Inc. over the past siX
years. During this period, Bumpers was
a member of, and eventually chaired,
the subcommittee that sets spending
for the Agrieulture Dept., which regu-
lates such companies. )
JUST ASKING. A spokesman for Fair-
cloth says the senator has asked the
Senate Ethics Committee to determine
whether his bank holdings could consti-
tute a conflict of interest. And a spokes-
man for Bumpers says that because his
subcommittee does not deal with issues
that affect individual companies, the in-
vestments don't pose a conflict.

In some cases, members even push
legislation that would directly benefit
their investments. This February, Sena-
tor Don Nickles (R-Okla.) introduced a
bill to ereate tax incentives for the do-
mestic oil and gas industry. At the end
of 1994, Nickles also held about $6,500
worth of stock in energy companies En-
serch Corp. and Unocal Corp. Nickles
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says financial advisers handle his invest-
ments independently and insists his
holdings don’t create a conflict of inter-
est. “If someone insinuates that I would
try to impact policy for that [invest-
ment], that is offensive,” he asserts.
Like Nickles, most members contend
their promotion of legislation has noth-
ing to do with their investments. Sena-
tor Harry M. Reid (D-Nev.) added to his
portfolio of mining properties shortly
before he co-sponsored an industry-sup-
ported mining reform bill in 1993. A
spokesperson denies a conflict of inter-
est. Senator Frank H. Murkowski (R
Alaska) is under fire from environmen!
groups who say a bill he recently -
troduced would benefit Louisiana-Pacl-
ic Corp., a company in which he an
his wife hold stock. Murkowski could
not be reached for comment. )
Sometimes members throw thewr
weight around in other ways that 2P
pear to benefit their investment portfo-
lio. In May, Representative Dave Camp
(R-Mich.), along with nine other law-
makers, sent a letter to the head of the
Food & Drug Administration asking the
agency to publicize the results of sever-

INVESTMENT At the end of 1994,
Rep. Camp held between
$500,001 and $1,000,000 in Dow
Chemical, which has been sued
over silicone breast implants.

pSSIBLE CONFLICT Camp signed
a letter asking the FDA to publi- {5

cize research showing no con- b
nection between implants and

certain diseases-

-

Pushing, the Ethics Envelope’

“They have access to all kinds of information,
and they have the power to get it quickly”

al studies that found no link between sil-
icone breast implants and connective-
tissue diseases. Camp’s 1994 filing shows
at yearend he was holding more than
$500,000 in stock in Dow Chemical Co.,
50% owner of breast implant maker
Dow Corning Corp. Based in Midland,
Mich., in Camp’s district, Dow Chemical
is facing many lawsuits in connection
with the implants. While Congress
Watch's Calabrese contends the action
may have constituted a violation of eth-
ies rules, a spokesperson disagrees and
says the letter had nothing to do with
the congressman’s investment,.

TOuGH RULES. Lawmakers bristle at the
notion that they might be using their
positions for profit. But employees of
the executive branch are under strict
conflict rules. Government agency ap-
pointees and workers are not permit-
ted to work on matters that could affect
their personal financial interests. And
many depal};tments ha;'e additional re-
strictions. ¥OI €xample, employe

in companies that lease lang adminis-
tered by the agency.

Congressional ethics rules place virty

0116 recent quies

has examined congressional stock trad-

ally no restrictions on investments by
members. They require members to dis-
close their investments and transactions
every year. The only strict prohibition
bars members from voting on or push-
ing legislation that benefits a very small
group that includes themselves. But if
the bill benefits them as members of a
larger group—as shareholders, for ex-
ample—they face no restrictions.

In many cases, members trade in
stocks just as those companies are com-
ing under fire in Congress. Information
about possible or pending legislation is
often well known, making it unlikely
that trading based on that information
would constitute a violation of insider-
trading laws. Still, crities charge that
members can use their firsthand knowl-
edge of bills percolating on the Hill to
their advantage. “They have access to
all kinds of information, and they have )
the power to get it quickly,” says Alex |
Benes, managing director of the Center :
for Public Integrity, a watchdog group. i

Tobacco stocks are a good example. :
Gregory W. Boller, a marketing profes-
sor at the University of Memphis who
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SEN. FRANK MURKOWSKI f
(RAlasks) (D-Nev.) 3
0 ; ¢
INVESTMENT At thg;’fi‘swﬁe INVESTMENT In April of 1993, :
1994, Murkowski an()l sad Reid paid between $50,001 and ;
held between 3;1_5:0 pacific $100,000 for an added interest in P
$50,000 kaou'S'a”a' 57 acres of mining property.
Corp. stock. . :
21, POSSIBLE CONFLICT The following ‘
POSSIBLE EQNFLIET Ofil .;ugu that May, Reid co-sponsored a mining ?
Murkowski introduc® pe Ton- reform bill that would have :
could spur logging in where d imposed a modest royalty on ;
gass National Fores ? sidiary s miners. The move was backed by ’
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year, Nickles held more than
000 In stocks in oil and gas
it anies Enserch and Unocal.
SSIBLE CONFLICT I February
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0 provide tax incentives
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and to ease regulatory
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Sure you had
a great year.”
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ing, says 16 members traded in either
Philip Morris Cos. or RIR Nabisco Inc.
stock in 1993 as the antitobacco mood in
Washington began to heat up. The ma-
jority of those trades were sales. Repre-
sentative Henry Bonilla (R-Tex.) liqui-
dated a $1,001 to $15,000 holding in
Philip Morris as House colleague Repre-
sentative Henry A. Waxman (D-Calif))
was trying to drum up support for a
bill restricting smoking in public build-
ings. Bonilla’s office says his investments
are made by an outside adviser.

Some lawmakers think it’s time to

stop congressional stock trading. In
March, members of the House Progres-
sive Caucus introduced legislation that
would require members of Congress to
put personal investments into a blind
trust. In a blind trust, the client never
sees how the money is invested. Con-
gress, however, is unlikely to impose
such restrietions. Some members argue
that the annual cost of a blind trust,
often at least 1% of the assets, makes it
too expensive for members of modest
wealth. Others warn that members can
suffer large losses if they have no con-
trol over their assets. Bond is suing
PaineWebber Inc. and a former adviser
for more than $1 million over losses he
suffered in a blind trust he held until
early 1993. PaineWebber declined com-
ment on the suit. “Am I supposed to
say because I'm in public service I'm
going to turn everything I've worked
for over to some person in a broker-
age office? Baloney,” argues Representa-
ti_ve Dan Burton (R-Ind.) who manages
his own $145,000 portfolio.
SIDESTEP. Still, lawmakers are under
pressure to voluntarily restrict their
trading. Representative Thomas J. Bli-
ley Jr. (R-Va.) announced in June that
he would put his more than $490,000 in
assets into a blind trust. The move came
after questions had been raised about
potential conflicts of interest created by
Bliley’s chairmanship of the powerful
House Commerce Committee. And some
members, such as Representative Bill
H. Zeliff Jr. (R-N.H.), who sold more
than $25,000 in stocks when he was
elected in 1990, avoid the issue alto-
gether. “People will be looking for things
where you appear to be taking advan-
tage of your office,” Zeliff says. “You
are smart to avoid that.”

But Zeliff is clearly in the minority.
For now, menbers appear more than
happy to deal with the nagging ques-
tions posed by their investments in ex-
change for unrestyicted ability to play
the market. Unless that changes, they’ll
continue pushing—right to the edge.

By Amy Barrett in Washington
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From the Ivy League to state universi-

ties, college students are studying now and
paying later, often incurring loans the size
of mortgages by ‘the time. they finish
graduate school. e

'“ Joseph Pearson, a 41-year-old who has
earned three master's degrees, is now in
the sixth and final year of a Ph.D. program
in philosophy at Northwestern University.
He teaches three college classes but has to
fill the ‘gap between his pay and tuition
costs with student loans. “When I get my
Ph.D. in December, I'll be $60,000 in debt,”
he says, but “‘with no career to speak of,
facing a terrible job market.”

" While extreme, his situation is by no
means an anomaly. “The numbers are just
astonishing,” says Leila Edwards, senior
associate dean of Northwestern's graduate
school. She knows of a Ph.D. candidate in
English who has borrowed $90,000, and
a student working on a master’s in hearing
therapy who owes $50,000. Repaying even
$50,000 at 8% over 10 years comes to 5644 a

month — too onerous, she fears, for stu--

dents starting out in low-paying fields.

Student-loan volume exploded after
1992, when Congress tried to take some
sting out of college tuition inflation by
opening up federal loan programs to more
middle-class families. Over a million new
borrowers came in during the first year.
Between 1992 and 1994, the American
Council on Education says borrowing un-

EDUCATION © -

der federal student-loan programs rose
$8.4 billion, or 57%, to $23.1 billion. Of the
$183 billion lent since the program’s incep-
tion in 1966, 22% came in the past two
years.

What has happened is a fundamental
shift in the way higher education is fi-
nanced in this country. ‘‘In the past,” says
Patrick Callan, executive director of the
California Higher Education Policy Center
in San Jose, “every generation took on
most of the responsibility for educating the
next. Now the young are paying for it
themselves, out of future earnings.”

The days when students could cover

tuition bills with summer jobs are over.

Meanwhile, government grant money has
been drying up in favor of loans. And as
state aid to education has dwindled, tuition
increases at public universities have hit
double digits. Eye-popping Ivy League
tuitions may make headlines, but they
affect relatively few; 80% of U.S. students
attend public institutions, where annual
costs at a four-year university now
average $6,862.

The social toll: Educational debt steers
students away from low-paying careers
such_ as teaching and deters them from
seeking advanced degrees. “It has an
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Study Now, Pay Later: Students Pile On Debt

insidious effect on aspirations,” says
Terry Hartle, vice president of governmen-
tal relations at the American Council.

Whether students are actually borrow-
ing too much won't be known for some
time because that depends on their future
incomes. A $20,000 loan might be excessive
for a future Head Start teacher but not for a
future computer scientist. Yet even medi-
cal-school graduates—who often begin res-
idencies owing $100,000 — face dicier in-
come prospects now than five or 10 years
ago. :
. Sheri Springs-Phillips has run up $102,-
000 in debt in her journey from the South
Side of Chicago to a second-year neurology
residency at Loyola University Medical
Center in Maywood, Ill. She works 80-hour
weeks and worries about $2,500-a-month
loan payments that will start coming due
once she finishes her residency next year.
Friends tell her, “‘Girl, you're going to be
living large.” But she sees no Lexus or
five-bedroom home in her future.

At age 27, she has lived through 11
years of indebtedness and figures it will be
a decade or more before her loans are paid
off. By then, her 15-month-old daughter
will be nearing her teens, and she won-
ders: “Where does her educational fund
come from?”

Even families that salted away funds
for undergraduate school often failed to
anticipate how critical an advanced degree
would be to landing a career-track job in

Please Turn to Page B2, Column 3




‘Students Increasingly Pile On Debt

Continued From Page BI

today’s economy. So most students are on.

their own when it comes to paying, say,
bills of $35,000 a Yyear for private law
school.

*“The boomer generation didn’t manage
money very well,” says Ruth Lammert-
Reeves, assistant dean for financial aid at
Georgetown University Law Center in
Washington. “They all figured they were
making more money than their parents
and didn’t save.” )

She’s encountering students who have
charged some of their undergraduate tu-
ition on credit cards. Her loan officers nag
sary, “‘but it's swimming upstream to get
them to delay gratification,” she says,

And many 18 and 13yearold bor-
rowers are naive about thejp obligations.
According to a recent paper by the Ameri-
can Council’s Mr. Hartle anq pred J.

Galloway, student-loan counsejors are of- j

asked: “You mean I haye to by
itg?erest on my student loan?"
Graduate students will face eyen more
ief if, as is pogsnble, Congress eliminates
interest exemptions on their stygent 10ans.
Currently, the government pays sy intr-
est while they are 1n schoo); Cutting that
subsidy would drive up the cost of porrow-
ing sharply. While soxfne Students can
stretch out repayments for 25 years, that,
too, vastly increases the cost of the loan.
Mariabeth Silkey, 3 d"c“"'al.smden tin
quantitative ecology at the U"‘Versity of
Washington, already owes $30,000 o
needs to borrow another 35,000 for g ' i
her remaining four years of schog)_ With.
out the interest exemption, she caleulages
that by the time she earns her Ph,p_gp o
owe $27,000 more, inciuding §7,g09 oy
crued interest. Repayment will cog o
$700a monthtfor 10 years, twice hep curreng
hly rent. )
mml]Btut );VIS. Silkey sees little a'temativ&
She's already wprkmg 40 hours a Week— gy
a research assistant, German transjaqo.
and manager of her apartment blﬂlding,
She aspires to ”mterl?f;rmgﬁtuvsﬁglujo;“’rk
improving water quallty. S.in
;hmep;ubliég sector starting at about $35 ggq
she doubts she’ll ever

i investment. . .
tw';f‘i(:r":)‘;ﬁirs. relief is sometimes avajl.
able. Georgetown Lav¥ offers loan-repgy.
t assi to ,
ment assistance To give stugeine
jc-service careers.
{)ilrlr?tlelgof'eresearch and to encourage them to

recoup her edycy. -

graduates pursuing

enter teaching, Stanford University's
School of Medicine lets them stretch medi-

cal school over five years and knocks off all ‘

but 10% of the final year's tuition. -

By agreeing to work at a National
Health Service Corps clinic in rural Wash-
ington state, Lucila Martinez of San Anto-
nio hopes to discharge part of the $130,000

she borrowed for dental school. For every :
year the divorced 40-year-old works at the '

clinic, $25,000 of her loan will be forgiven.

Her plans still could go awry, though:
Congress has identified the corps as a .'

possible target for budget cuts.

s
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U.S. Firms Aiming to Buy
. Sour Debt at a Discount
Find Barriers, Not Deals

By CraAIG TORRES
Staff Reporter of THE WALL STREET JOURNAL
MEXICO CITY—It's been a bad year for
anybody who expected to make a killing by
buying distressed Mexican debt. ;
With Mexico in a full-blown economic
crisis, set off by a peso devaluation Dec. 29:
a number of bankruptcy, or ‘“‘vulture.
funds have been hastily put together s
take advantage of what was supposed 0 he
a big sale of troubled Mexican credits.
These specialized investors expected 10
find lots of banks willing to dump bad 10ans
at deep discounts and companies willing to
swap suffocating debt for equity- ,
What the funds found instead was 2
brick wall of cultural and regulatory ObStai
cles that won't allow a secondary Marke
for bad loans or distressed asst;ésot‘) de-
velop. So, despite historic leve .
debts in Mexicﬁ;. most of the US patn {{
ruptey players working here can’t poif &
a successful deal so far. de
Banks “don’t seem motivated 0 tcii.raew
or work out of [bad] assets,” says_Ana i,
Oksner, managing director at Llf_’l‘h has
vestments Inc. in Los Angeles, WIi¢ erica
raised some $200 million for Latin ATY,
:’iUIture investing. “‘Deals are not &
one." e
Others say the lack of deals Cou'?ircnrii?r:g
problems over the long term P Mexican
Lhe c;,{apita! available to the fragilé
anking sector. ages
Typically, vulture funds buY I:'tiCk’i“lEey
of past-due loans at big discou? 'terms'
then go to the debtors, reneg"“atg[} cents
and hope to get paid as much a3 ; ns they
on the dollar, plus interest, o1 lto ae dollar.
bought for as little as 30 cents Onds will buy

In other cases, bankruptcy U jes and
bonds or loans of troubled €0 an::e?uﬂds
try to swap the debt for Fqulty' ers and
are unpopular with busines® " cantially

bankers, who feel the funds ar but
charging high prices for life ]acki‘tisiée by
the funds can provide a valu2 se
injecting capital into banks a1
that have nowhere else to tur?

In Mexico, however, banks gy
the need to turn to fund manas"
the government has so far Steppement has
buyer of last resort. The g0V€ ipsurance
now absorbed four banks, 2 c;it unions
company, a smattering 0f ¢ tly bought
and $1.4 billion in loans it TeCe"
from two banks.

\
|
|

~ “It is definitely a ‘no-fail’ policy,” says
one executive working inside a govern-
ment-controlled bank, who added that the
government has shown no desire to sell off
the bad assets in these state-owned
banks.

The funds have also had little success
approaching individual companies be-
cause Mexicans value their businesses,
which are typically family-owned, using
principles other than cash flow, which
is the main tool of the bankruptcy
players.

Abelardo Morales Puron, chief execu-
tive officer of Grupo Financiero Serfin SA,
holding company for Mexico’s third-larg-
est bank, says that “banks lack the right

legislation” to sell assets. "It is a shame
we aren’t taking advantage of these”
specialized bankruptcy funds to find new
capital for the hard-pressed banking sys-
tem, he says.

For one thing, laws generally say that
banks can sell credits only to other banks.
In addition, Mexican accounting requires a
bank to set aside more reserves for a loan if
the bank decides its chances of being
repaid have diminished and assigns the
loan a low.er rating. That provision gives
banks an incentive to rate loans as high
as possible.

But a loan sale immediately assigns a
market value to loans, not just that single
loan but all loans like it at all banks, and
that amount is much lower than the value
banks list them at today, bankruptey in-
vestors say. So, if government-controlled
Banco Union SA sold the loans it has
outstanding to a local builder, then
chances are the sale would create a cas-
cade of lean markdowns across other
panks. The markdowns would require
higher reserves and cut into banks' capi-
tal, reducing their already limited ability
to lend.

“The act of selling these assets forces
you to own up to the truth, or ‘mark to
market,” which is something a lot of
[banks] don't want to do,” says John
Detmold, chief executive of Banca Qua-
drum SA, a Mexican bank.

Mr. Oksner, the fund manager, says:
“There is no strong attitude in Mexico that
this is the time to fix"" bank portfolios
through asset sales. “‘But very frankly,
this sets the stage for a deferral of prob-
lems.”

Even if the government decided to
Prime the market through some loan sales,
bankruptcy investors would find additional

Letting Go of Bad Loans “

"Not for Sale

_Mexican banks' gross past-due loans, in billions
ofpesos” -
L T

*Doesn’t include past-due ‘
 government-intervened banks: Banpais, Banca Gremi,
* Banco Union, Banco de Oriente. Also excludes Multibanco
- Mercantil Probursa; a private bank that recently passed
through a govemment-assisted restructuring.

Souirce: Safomon Brothers i
S e s e ]
obstacles. Buying just a slice of a com-
pany's total loans is risky, for example,
because the oldest loans are the most
senior creditors. To protect against the
pitfalls of being a junior creditor to a
company, bankruptcy funds must try to
buy all of a company’s loans, a process
that could be complicated because it would
involve many banks.

So, even though vulture investors have
been active in the real-estate market here,
few are likely to accomplish much in the
debt market for some time.

“I don't think we will see a secondary
market for these assets until we have
adequate legislation to simplify the pro-
cess,” says Rafael Moreno Valle, partner
at Elek, Moreno Valle & Associados, an
investment bank here.
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Working Poo; F ear Wetfare Cutbacks Aimed
At the Idle Will Inevitably Strike Them, Too

By DANA MILBANK
Staff Reporter of THE WALL STREET JOURNAL

From their A-frame home in South
Dakota, Nancy and Ted Lewis are anx-
jously following the Senate debate over
welfare overhaul.

It wouldn’t seem to be necessary. The
Senate, which yesterday put off action on
the issue until next month, is fussing about
single teenage mothers producing oodles
of illegitimate children; the Lewises are
married, in their late 30s, with two Kids.
The lawmakers are attacking those who
would rather collect a check than get a job;
Mr. Lewis not only has a job — he has three
of them. .

Yet for all his labors, Mr. Lewis's'
family relies on welfare — food stamps,
Medicaid, housing subsidies and tax cred-
its — to supplement his annual income of
$12,000. And as Congress scales back these
benefits in the welfare bill and other
legislation planned for this year, it risks
hitting millions of working-poor families
along with the welfare abusers it intends to
target.

“There are people who don't fit the
stereotype, who are working, who are
trying to make it and who still can’t make
ends meet,”’” Mrs. Lewis says. ‘‘This bene-
fit is helping working families, and they're

) tryipg to cut it out.”
£

The Working Poor

m 56% of people in poverty are in
working-poor households.

m 100% of those receiving Earned
Income Tax Credit are from low-
income households (not all are work-
ing poor).

H 20% of food-stamp recipients are

from working-poor households.

m 43% of children on Medicaid are
from working-poor families.

Source: Center on Budget and Policy Priorities.

The Lewises may not be stereotypical
welfare recipients, but they are in many
ways typical. There are some 22 million
Americans in working-poor families, ac-
cording to the Washington-based Center
on Budget and Policy Priorities, or more
than half of all poor people. Politicians on
both sides have made little distinction
between welfare freeloaders and those
already working, a blurring that could mar
a goal — welfare overhaul — that has wide
public support. “We begin united in the
knowledge that our current welfare system
is broke,”” Senate Majority Leader Robert
Dole of Kansas said in launching this
week’s aborted Senate debate.

In particular, the main welfare pro-
gram, Aid to Families with Dependent
Children, is widely viewed as a spectacular
failure. But despite its prominence in the
debate, AFDC amounts to about only 25%
of income-support spending and not much
more than 5% of spending on means-tested

assistance. As Congress moves on its over-
haul of this and related programs, it is
including similar changes for child care,
food stamps and child nutrition—programs
that benefit a greater percentage of work-
ing people. Also planned for this year are
cuts in the Earned Income Tax Credit and
Medicaid that would more directly affect
the working poor.

‘Doing What They Can’

“The only picture in the welfare debate
this year is of poor people sitting around
collecting checks,” says Isaac Shapiro,
who studies the working poor at the Wash-
ington-based Center on Budget and Policy
Priorities. ‘““There isn't much discussion of
the sweeping implications for the working
poor. Not only do you end up with welfare
reform, you also are cutting low-income
programs for those who are already doing
what they can.”

Proponents of the legislation argue that
the impact on the working poor will be
minimal. In the end, “I don’t think they'll
be worse off,” says Sen. Rick Santorum, a
Pennsylvania Republican who is co-spon-
soring Sen. Dole’s welfare bill. The Senate
is tempering some of the House provisions
that would have affected the working
poor most directly, Sen. Santorum says.
The Senate bill is likely to have stronger
child-care and child-nutrition provisions,
and it makes fewer changes to the food-
stamp program.

Currently, the feeling of the working
poor “that they're doing their part and not
doing better than someone bilking the
system really creates a lot of anger,’” Sen.
Santorum says. The effect of the changes
“on the working poor is to know that

people who are not working are going to be
expected to pull their share of the load.”

Even some conservatives, however, are
uneasy about the effects some of the
proposed changes will have on the working
poor. The Heritage Foundation’s Robert
Rector, an adviser to conservatives on
welfare, says another Senate plan to cut
the Earned Income Tax Credit, a benefit
that targets only the working poor, is “‘al-
most inexplicable.” The EITC, which has
until now had bipartisan support, would be
cut by $21 billion over seven years under a
budget resolution; that would reduce fraud
and errors, proponents say.

Bid to Offset Damage

Republican lawmakers hope to offset
the damage to low-income workers with its
proposed $500-a-child tax credit, which
like the EITC is in legislation other than
the welfare bill. But this credit won't do
much for those in or near poverty who pay
little or no income tax.

The result would be a pinch for those
hovering near poverty. Karen Olson and
her husband, Paul Lovestrand, for exam-
ple, have an annual income of $22,500; he
works full-time in a bakery and she works
part-time in addition to caring for their
three children. Ms. Olson figures they'll
lose most of the 3541 tax credit they
received last year if the EITC is cut, but
their income is too low for the Dependent
Care Tax Credit to make much difference.
Ms. Olson also worries that Medicaid bene-
fits for her three children will shrink. .
That's no small worry, with debts and
mortgage payments to make on their
$43,000 house.

“When people talk of people on welfare
they don’t think of people like my family,”
Ms. Olson says. “‘The gap between rich
and poor is getting wider, and it's getting
harder for people like us to get into an
income bracket where we're self-suffi-
cient.”

These are bad times for low-income
workers, regardless of what happens in
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Washington. Technology and competition
are driving down wages for the least-
skilled; high-school dropouts saw inflation-
adjusted wages drop 22.5% between 1979
and 1993, according to Rebecca Blank, a
Northwestern University poverty special-
ist. “When you put these wage changes on
top of substantial cuts in assistance, you:
wind up aggravating income problems for.
low-income families,”’ she says. .

In addition to the tax credits, according
to the Center on Budget and Policy Priori-
ties, a congressional budget resolution
plan to reduce Medicaid by $182 billion
over seven years would hit the working
poor, because 43% of children on Medicaid,
are from working-poor families. Similarly,-
the center says the bill passed by the House
would reduce overall child-care funding by
15% in the vear 2000 in real terms and cut
food stamps by 30% by 2005. Funding for
child nutrition would also be cut, by $6.9
billion over five years.

Much depends on what the states de-
cide to do. But the proposed changes could
have some unintended consequences for
working people. One of them is Kyle Es-
trada, a 34-year-old single mother of three:
from Green Valiey, Nev. She makes $12,000
a year working for Head Start but has
another 18 months until she earns her
bachelor’s degree so she can become &
teacher. In the meantime, she's relying
on $262 a month in food stamps and a tax
credit of $1,500 a year. '

If thdse programs are cut, Ms. Estrada
thinks she could get a second job, but that
would jeopardize her degree — and with it,
hopes of‘leavmg public assistance alto-
gether. “I can’t give up on my school
gu:t sdmy :Itlmate way out,” says Ms.

strada, who says she ha -
point average. y S @ 40 grade

Like others who are working and
Ms. Estrada resents being grgupedpg(i){ﬁ
g:let lg!i%sShs:ghall.for overhauling welfare

: “They've got to gi ine
people an alternative.g' give working
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Economic Scene

Despite some problems, the news

from Mexico is mostly good.

news, in this case, is largely good news.

The much criticized “*bailout” has allowed
the Government to avoid default on its debts and
even begin attracting Ioreig_n capital. “The White
House should get high po!ntg" for preventing
panic and helping to minimize the pain that
followed the devaluation, concludes Jeffrey
Sachs, director of Harvard’s Institute for Interna-
tional Development.

But there is still plenty to worry about. For
while Mexico’s deep recession, engineered to per-
mit exports to regain their competitiveness in
world markets, has reshaped the economy fa_sler
than expected, Mexico’s capacity to . achieve
Asian-style growth remains very much in doubt.
“‘Financial stability,” suggests Rudi Dornbusch,
an economist at M.L.T., ‘‘has been given the upper
hand over a sustainable development strategy.”

REMEMBER the peso crisis in Mexico? No

Mexico’s devaluation was virtually inevitable
because the administration of former President
Carlos Salinas de Gortari allowed the peso to rise
sharply in the 1990°s relative to its pqrchasing
power. Inexpensive imports, the reasoning went,
would keep Mexican consumers happy and force
long-protected Mexican industry to shape up or
shut down. '

But once foreigners got the message that Mexi-
can exports were uncompetitive, _Lhe torrent of
foreign investment that had §usla1ned the over-
valued peso stopped and lc\’/l(ejxﬁ:;r;ould no longer

its bi ith borrowed do 3

Pal_\; r:;gr?::i!lsa L‘:ly. the Government delayed ll};e
day of reckoning until after national elecu.ons y
spending down its nest egg of foreign c”’hr ell;C)(;
Thus, when devaluation did come, those who ha

lent dollars to the Government quite reasonably
worried that Mexico would be forced to renege.
The “bailout,” in the form of a $51 billion line of

Peter Passell

Niculae Asciu

credit collateralized by Mexico's revenue from oil
exports, prevented investor panic and the Gov-
ernment’s default.

Lawrence Krohn, a senior economist for the
Union Bank of Switzerland, argues that President
Ernesto Zedillo then gambled that harsh belt-
tightening would permit Mexico to put its finan-
cial mistakes behind it in a hurry. And thus far,
the gamble seems to have paid off. Populist
politicians have not been able to make inroads by
promising an end the austerity. Indeed, Mr.
Krohn says, ‘‘the left has gained no ground,”

Foreign investors, particularly direct investors
in no rush to recoup dividends, are coming back.
What is more, the overnight reduction in domestic
spending has permitted exporters to divert bil-
lions of dollars of Mexican goods into world
markets, transforming an $18.5 billion trade defi-
cit in 1994 into a surplus estimated at $5.5 billion
this year.

This turnaround is far faster than conventional
economics would predict. But it does not surprise
Fred Bergsten, director of the Institute for Inter-

national Economics. ‘“Mexican industry has a
tradition of looking abroad for markets when
domestic demand is slack," he notes.

With any luck, Mexico’s recession will end this

year after a drop in economic output of between 3
percent and 4 percent. The Union Bank of Switzer-
land is forecasting 2 percent growth in 1996. And
Mr. Krohn believes that Mexico is capable of
achieving sustainable growth of 4 percent.

But don't crack that bottle of tequila just yet.
For one thing, Mr. Dornbusch notes, déja vu could
happen all over again. Once the economy is out of
recession and foreign investors return in force,
Mexico may well be tempted to let the peso creep
back up to an exchange rate that inhibits export-
led growth.

Besides, 4 percent growth (partly offset by 2
percent population growth) would hardly put
Mexico in the big leagues with, say, Thailand or

even Chile. Mexico and Chile, incidentally, had
virtually the same per-capita income in 1986; this
year, Chile’s will be 80 percent higher.

L

The heart of the problem, Mr. Dornbusch ar-
gues, is Mexico’s failure to save enough to finance
its own growth, According to the International
Monetary Fund, Mexico’s savings have averaged
just 14 percent of income in the last decade,
compared with an average of 20 percent in coun-
tries at a similar stage of development. And |
because Mexico cannot rely on foreigners to
make up the difference, growth is ultimately
constrained by the willingness of affluent Mexi-
cans to put more in the bank and less in their cars
and houses.

Mr. Dornbusch says that institutions are (g
blame, not the culture. “Mexico does suffer from
proximity to the United States,” the world's most
profligate economy, he jokes. Nonetheless, he
argues, public policy could make a big difference,

Mr. Dornbusch has in mind higher taxes that
would allow the Government to run a permanent
budget surplus. And he would like to see a Chil-
ean-style system of forced savings for retirement,
in which a portion of everyone's wages is as-
signed to the private mutual fund of the saver’s
choice.

The Zedillo administration has, in fact, ac-
knowledged the savings problem. But with Mexi-
co's decaying ruling party dividgd on how n_wch
and how fast it dares change, serious reform is no
certainty.
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Containing China
] POLITE society, the words i
and China are not to be uttered in the same
breath. “Our policy is engagement; Nt con-
tainment,” asserts Winston Lord, AMEricd sas-
sistant secretary of state for East ASI2- = i
treat China as an enemy, China e i
an enemy’u says ]OSeph Nye, hiS Coll.ll'eagute at
the Defence Department. But 85 N
missiles off the coast of Tr':lf""’z’m.‘?lr-ld Spegs
possible invasion (see page 23), 1113 becprlllllng
harder to pretend that it is not; poten(;lisy’ )
source of huge instability. Weste™ = ri };atm -
countries need to recognise this. It 1 }% ltp ket
China, but it is also right to malfe it muc Tﬁ ainer tha_t _Chma
has no licence to threaten its ﬂe‘ghbou:sz;nd s POlmes o
not antithetical. Economic enga emen Strategic contain-

rlt WhUIe.
ment should be part of a coheré may blow over. But look ten

The present crisis over Taiwar :
or 20 Yegrs ahead :lrs;d it is easy t0 S€€ %l‘giltlil';gs fofr agllmety, Al-
mostone in four people in theworld lSWOl‘l d’snfg C tma. Over
s s years China has thti thatahugeStierfcrE:;mr;g
economy. Simple Realpolitik SU8 es; o throw its w:aight aroufdy
gfgsperous country is Iikelg tcc>i ;ﬂégé‘:[t o live with ifthey have

Countries are likely to be ; £ th Y
strong sense of cultural super? {hzrrgtoghggr?fgﬁli;a;
grievances about their treatmen

\ i d grievance.
has its share of both chauvinism ore prosperous and assertiye

Spooked by the prospect 0", +o one of two mistaken po;-
cCih1n_zlaq,houtsiders can be tempted ! 4 to break up, as the Soviet
= : -
Union ;ig.riz;i;ocl?]ﬁif:;lrea Slgp!,]ienc,'; tvl\lf?ltl tigllsl ;Spt:ri -
aim of the West. But the hope ¢ ) more ethnically horn(;;‘:
angerous illusion. China i8 ™"~ . Andevenifitwerenot, 5
neous than the Soviet Union €V€: pumanitarian disaster th: t
hina riven by civil war would P2 ' oughout Asia. )
Would send dangerous shock W2 o est as the central source of
The second mistake is tose€ 2" - pout China’s disdain o,
tension, either because it comp'! : seems to treat Taiwan ¢
uman rights or because it SOME” ' try. Itis truethat Amey.
thoughitwere a fyly independ®®™! > 4s China could be besgey
I€an, and indeed Asian pOliciBS e current tension is Chip
thought out. But the rea’l source o € 11 more strident just ag i?é
Whose actions over Taiwan have &)~ grown more belligere
threats in the South China Sea ¢ been an expansig i
The Chinege insist that they haveé ‘;f]eir border claims drgs;
POWer, yet the presumptuousn€®® ' cince weak Chinese goy,.

nothing to reagsure their neighPOUN Drickly on issues of “soy.
i, of Deng Xiaoping may,

ernments haye gways been eSPec!
Eh] &

ere;gnty , instability after the d° i

only heighten Chinese assertiven€®: . fAuence what goes oy,

he outside world can do little ©
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within China. But in foreign affairs, China will
respond to the signals sent by other countries.
Unfortunately, particularly during the Clinton
presidency, those signals have become con-
fused. Under Mr Clinton, the Americans have
sometimes given the impression that, after the
cold war, economics—by which America
seems to mean little more than export promo-
tion—is all that matters. Strategic concerns
about the balance of power in Asia now seem
to be regarded as anachronistic. In fact any at-
‘ tempt to deal with growing Chinese power
must combine economic openness with strategic firmness.
Economic growth and liberalisation represent the best
chance of making China easier to live with, both by creating
Internal pressures for more political freedom and by strength-
ening China’s interest in getting on with the rest of the World.
That means encouraging trade and investment, and seekm'g to
Involve China in bodies such as the World Trade Organisation,
while rejecting Chinese demands for special concessions. It
?ISK_) means resisting protectionism in the West, even when this
is linked to concerns about human rights. If the West wants to
apply pressure in pursuit of human rights, it has political
Weapons to use, such as denying China the prestige associated
with holding international events like the Olympics.

Trade easy, hang tough
Yet economic engagement alone will not persuade China to
Stop threatening its neighbours. The reluctance of western pol:
icy-makers like Mr Lord to use the word containment, with all
1ts cold-war connotations, is understandable. Containment
should not mean ringing China with nuclear weapons, as the
Westdid the Soviet Union. But it should mean recogpising that
Chinaisa destabilising force and impressing upon it the need
to forswear force in trying to settle its grievances. .

Such a policy can work only if western and Asian countries
work together. America should not let its obsession with its
trade imbalance with Japan rupture a crucial alliance. South-
East Asian countries should stop averting their eyes from ?eal_
ity and instead make a more active effort to keep an American
military presence in the region. It is unlikely that China \_,vou!d
have challenged the Philippines over the rocky islet it claims in
the South China Sea if the American navy had still had its Phil-
Ippine base. Lastly, western countries must present a unite
front. Some Europeans have been all too willing to take advan-
tage of a Chinese row with America to win Chinese contracts.
The Europeans should realise that hiding behind American
skirts on issues like Taiwan, the South China Sea and even hu-
man rights, whatever the short-term commercial advantages, 15
not in their long-term interests. ;

No policy can guarantee good behaviour by the Chinese. If
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events in Taiwan appear to be leading towards a declaration of
independence, China may invade. But the- foest way o
minimise this possibility is not © appﬁse China by cutting
Taiwan off from international society- That would be to con-
cede Chinsbasia sonention it wh_atever happens between
China and Taiwan is an internal C-hmefs'e st trl;t;j o
concede its justification foran invasion od itsisland neig I cciuki)r.
Encouraging the Taiwanese tO declare l? Ofet};]endencggou 'llP:
irresponsible, since there is N0 pros%BCt l'e s dmglfwto
ing to fight a war for Taiwan. T pl0 o uz(lihy

expand ties with Taiwan, as AMEIEE 2 S nﬁa
should be left in no doubt that an invasion of Taiwan—the

United States’ sixth-largest trading partner—would compre-
hensively wreck relations with capitalist Asia and the West, far
more than the killings of pro-democracy demonstrations in
Beijing in 1989 ever did.

No Chinese government can contemplate such a prospect
lightly. China hopes that the next century will bring it more
power and more respect. But it also knows that continued eco-
nomic growth is critical to that ambition. The only serious
threats to rising prosperity in China are internal collapse or
war, so China will not start a war unless it believes it could do
so without bringing intolerable economic disruption. If the
Chinese entertain such an illusion, they should be disabused.

Everyone in Japan, except th

an g4 I election. Bt jt is not quite that simple
n early general election-

. ¢ feel down in the dumps, it is
THESE days, when Co-untr:es © call for two famili.ar medi-
not long before pundits S 1o there is invariably too
cines. The first is leaderships S0 's leader is John Major or Bill
little of, especially if the count opular; pick-me-up is a gen-
Clinton. The other, increasing t require one to be held for
eral election, even if the rules [scan be heard in Spain, where
several years, Calls for early polls ent is under attack, and It-
Felipe Gonzalez’s Socialist 80V d confused that even after
aly, where politics is so confusi’®." i a taste for another un-
June’s 12 referendum votes t eret e thls TR s ?ISO
scheduled trip to the voting bo}fg rubbine ngenctiofgl ) pnlr_ne
taken hold in Japan, following t1° ns on J.UIS{ 23r knersfairtl?;
minister’s socialist party in € e 5y, politica “;lear ecessi,on' >
ment’s upper house (see Pa&¢ an’s economYﬂ;e blockage ’
thought, is helping to keep ‘japee ed t0 cleal‘tumn electio}l is
dose of the polls is just what IS 10 iy of an autumn eton
In Japan, the consensus i 18*7° . yspapers have catied tor
_’ . ational NS Jstof 2 political realign-
remarkable: all the main _ﬂf’;n i geral Democratic Party
one. It is true th an 1s 1 ime i
ment thatrl;l«ggtarf1 tirj1a§3'9'3 when the€ or theﬁrsi:;}fllgl; :zllle?:ltlirgﬁzt
(LDP)was thrown out of govern™" -, occuf “t'rion could have a
40years: it is hard for realignme’! n ear i{esiem a prime can-
And it is plausible to argue tha an oul s to which the gov-
Magical effect anywhere then Jap robl?”? also worth sound-
didate, for it has severe ecoﬂot';;b i tltézrly polls is not as
i Sl e e
consensual as it seems; it imP olve
ouse election results; and it ™
Wwishful thinking.

. astJ
lies awe]] inv

disunity o

zﬁdeg they stand . of view ¢ r‘;fi?;f:t?on in jatgarf

Is often the , the unity e nt is causin
motive. Some o(f:atllsniste arguing f0f gak goverré?:teborrowmg, g
are doing so becayse they thin e gover more use of public
€conomic harm, They favour molricy an mthiﬂk the present
more expansionary monetary PO’ and they tion of one left-
money to bail out troubled ban<s: < | mbin? weak to achieve
governing coalition, an unwi?l ynes, is tohe polling booths
wing party with two conservativé 03 rip 0"
that. But others who are arguing far

¢ government, seems to agree that the country needs

think that government is too strong, not too weak: they believe
that bureaucratic interference, excessive regulation and cosy
relationships with pressure groups are doing economic harm,
and they want the chance to elect a new government dedicated
to deregulation.

These views are not necessarily contradictory. You can be in
favour of deregulation at the same time as believing that the
government should be doing more in fiscal and monetary pol-
icy. But the two views need not go together, and in Japan they
often do not. Some think government is the problem, not the
solution;otherssstill think, in the traditional post-war Japanese
way, that strong government is always the best sort. Such a dif-
ference of opinion is entirely healthy. But this argument is still
in its early stages, and is not fully established as a new dividing
line between the main political parties.

The upper-house elections confirm this, if the results are
studied carefully. Superficially, the polls were clear: a big defeat
for the prime minister, Tomiichi Murayama, and his socialist
party; big gains for the main opposition group, the New Fron-
tier Party, which (more or less) favours deregulation. Yet the
biggest party in the governing coalition, the LDP, which (as far
as one can tell) opposes most deregulation, also did well, albeit
not as well as it boasted that it would. And the most striking
figure of all was the low turnout: less than half of those eligible
to vote bothered to do so, making this Japan’s most apathetic
parliamentary election in half a century. If voters wanted to
slap the government in the face and strengthen the opposition,
they chose a funny way of doing it.

It would be wrong, then, to assume that an early general
election would bring a new government with a clear mandate,
and that such a government would then bring on the other
pick-me-up, leadership. The only budding clarifier, after all, s
far from clear itself. The New Frontier Party is neither new (be-
ing made up mainly of long-time political hacks); nor is it at
any frontier (being still muddled about deregulation); and its
fractiousness makes it barely yet a party. Japanese voters re-
main unimpressed by the choices on offer. Realignment is un-
der way, but it could take severa] elections before clarity is
achieved, not just one. Japan can haye an election, by all
means. But it should not expect too much ofit.
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The Billion-Dollar Lemon

Back in June the House of Represeptatives
voted to order two more B-2 Stealth bompers, at
more than $1 billion apiece, besides the 20 ajready in
production or completed. The Pentagon said it did
not need them. Since then the General Accounting
Office has issued a draft report saying the g2 is not
nearly as stealthy as adyertlsed and has radar that
cannot distinguish a rain cloud from g mountain-
side.
John Kasich, the Housé Budget committee
chairman, and Ron Dellums, Democrat of Califor-
nia, are again co-sponsoring an amendment to re-
voke the $493 million the HOUS€ 8pProved 35 a down
payment on the two additional B-2's. The vote on
their approval was 219 to 203, With 73 pemgcrats
joining 146 Republicans. That Was before the G.A.O.
report. Perhaps some of thos€ big spenders would
like to think again.

The original purpose of t'he B-2, to penetrate
Sovi-t radar defenses and deliVer a nuclear homb,

is now outdated. The B-2’s supporters say the bat-
winged bomber can also deliver conventional weap-
ons over long distances. But that does not make it
any more reliable. The G.A.O. report said the bomb-
er might require six more years of testing. ‘“‘This
is a flying computer with the temperament of a
sports car,” a senior Pentagon official said last
month.

Of the original 20 B-2’s approved by Congress,
six have been completed and are judged to be
flyable. But even these need further testing. The 14
others, which are already paid for, will be ready by
the year 2000.

In a time of excruciatingly tight budgets, this
sort of careless waste should have been abandoned
long ago. Members of the House will mock common
sense — and their many constituents who have had
to sacrifice jobs and government benefits to satisfy
the budget-cutters — if they approve two more of
these expensive military toys.




{,, ANS
%\\ \0\5

[~ Block Grants Will Worsen Poverty °

By Fred Kammer

. ALEXANDRIA, Va.

f a senator proposed that the

Government make no-strings

grants to low-income families

in place of welfare, housing,

food stamps and social serv-

jces, certain Republicans

would lambaste him for promoting

irresponsible dependency and “bad
charity.”

But yesterday when Bob Dole, the
Senate majority leader, proposed at
the National Governors’ Association
that the Government make no-strings
block grants to states instead of fi-
nancing Aid to Families with Depend-
ent Children and some child care
services, among other programs, he
was praised by many Republican gov-
ernors as a champion of effective
government and ending welfare as we
know it.

1f this or any number of other
block-grant arrangements eventually

carry the day, what will happen to the
needy people for whom many Federal
programs have held off hunger, sick-
ness and homelessness? The answer
points up the intellectual and moral
bankruptcy of block grants.

The block grants will lead to a
system of “spiraling parsimony,” in
the words of an Urban Institute study,
in which benefits and eligibility will

be steadily cut in coming years.

Equally frightening is a second
stage of this revolution: the states
can turn around and drop the dwin-
dling block grants and their heavy
social burdens onto county and local
governments.

State governors are hungry for bil-

Fred Kammer, a Jesuit priest, is
president of Catholic Charities USA.

lions of Federal dollars that come
with no restrictions and are shorn of
the existing requirement that states
receiving Federal dollars should
share in the costs of the programs
being financed.

In fact, the block grant proposals
pending in both houses of Congress
would provide less money in the fu-
ture, not more. This makes no sense,
for, as Senator Daniel Patrick Moyni-
han has repeatedly said, welfare inno-
vation often costs more money — at
least in the short run — for such needs
as child care, training and transporta-
tion.

Proponents of block grants argue
that the savings in administrative
costs generated by shifting welfare to
the states will provide additional rev-
enue for innovation. But shifting large

States will dump
the burden on
local officials.

responsibilities is so untested that
such savings are highly speculative.
What's really going on? “‘The block
grant is the secret device for cutting
welfare benefits,” Prof. Paul E. Pe-
terson, director of the Center for
American Political Studies at Har-
vard, said recently. “It is a way of
avoiding blame for loading deficit re-
duction onto the backs of the poor.”
By handing out block grants, Con-
gress will not have to deal with wors-
ening economic trends, increased un-
employment, regional downturns and
demographic changes. Statehouses
will play the same avoidance games.

Gov. George Pataki of New York
proposed turning over block grants
for child welfare services to the coun-
ties, and the Legislature approved it,
with minor medifications. Similarly,
other governors and state legislators
can pass their obligations to counties
and cities.

Mayors and county officials should
be dismayed. When Congress and
state legislators get through cutting
help to tens of millions of needy
Americans, the lines of hungry, home-
less, sick, pcor and abused women,
children, elders and whole families
will form at county and city offices.
State capitals will be remote, and
Washington will be even more distant
from the social devastation.

Prominent  politicians  want
churches, synagogues and charities
to pick up the slack. Never mind that
Catholic Charities USA, the Council
of Jewish Federations, the Salvation
Army, Lutheran Social Services, Sec-
ond Harvest, Feed the Children, the
St. Vincent de Paul Society and many
others have all said they cannot
make up for tens of billions of dollars
cut from the Federal budget.

Congress can expect little from the
states. Governors may promise
great compassion for the poor, but
anyone who has worked closely with
state legislators, as I have in the

South, can tell you that welfare fam-

ilies, people with disabilities, nursing
home residents, the elderly poor and
abused children usually score very
low on the political scale. Financing
for their needs is often shortchanged
when it comes to providing dollars
for competing highways, schools,
businesses and farms. :

The 1988 version of welfare re-
form, the Family Support Act, with
its jobs program, proves the point.
Billlons in Federal dollars made
available under it were not used by

the states because of an unwilling\

ness to invest matching dollars in
poor families or a lack of resources
to do so.

Moreover, for years many states
have refused to take advantage of
the Aid to Families with Dependent
Children’s unemployed parent pro-
gram. This would allow the states to
help families with both parents at
home. Meanwhile, -many unem-
ployed fathers leave their families so
that the families can qualify for wel- *
fare.

The record of the states in protect-
ing children is so sordid that no
member of Congress could seriously
maintain that child protection will be
better under deregulated block
grants. The Associated Press recent-
ly indicated that 42 percent of the
children who died of abuse and neg-
lect in 1993 had come to the attention
of state child protection services be-
fore their deaths.

So horrible is state protection in
many places that nearly two dozen
states are under court order to meet

* their protective obligations to chil-

dren. Cases drag on for years in
underfinanced state and city child
welfare systems. i

Children are bounced from foster
home to foster home — if the system
knows their whereabouts at all. And
the “graduates” of the child welfare
system fill our substance-abuse
treatment programs, homeless popu-
lations and prisons.

My home state, Louisiana, has
made a name for itself by maximiz-
ing Federal Medicaid dollars and
cutting back state financing for
health and human services. This is -
the kind of political bayou in which
Congress would build a block grant
system. Contract With America
«beneficlaries” would sink out of
sight and drown. D
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10 ALTER WELFARE

PRESIDENT TAKES ACTION

States Are Given More Leeway
but the Senate Leader Says
the Move Is Too Timid

By ALISON MITCHELL

31 -
URLINGTON, Vt. July
Pr%sident Clinton and Spnato_t; al(;:
Dole, his leading Republican ri o
next year's Presideqtlal race, l?are
sented competing visions of wel

i s t0-
reform to the nation’s governor

. d
daglaymg both to the gqverno;issﬁ::l.
‘to a broader public widely e
sioned with current welfar&mton
grams, Mr. Dole and Mr. nged,
each said welfare must be cha“3
but they disagreed about the rolay 0

central Government should poor.

fashioning assistance to the p.m h

Mr. Clinton, seeking 10 reclaim
initiative ongglzm iss;:ap;l?gn o
the 1992 ca , on
g‘(:v::'nors that his Admmistrﬁtilo !
 had just taken action to movz (tlo put
er to approve state programd voould
welfare recipients to work a!t‘amp -
allow states to deny food S are

creases to people who 10s€ vi) s,
benefits for refusing to take J D rece
3 Mr. Clinton outlined his newr Mr.
utive actions just hours afte] Gov-
Dole described to the Natlpnawn
ernors’ Association here his :1
forts to break a Senaté lfare
among Republicans over © ound
and to build a conse:nsus c%l ctate
legislation that would give ea o
alump sum of Federal n-w“eyor peo-
as a block grant to assist po
ple.

The reaction among
was predictably partisan.
can governors endoysed e Clin-
Dole’s plan and criticized M- ete
ton for not supporting 2 COmtgtes‘
turnover of control to the s vo-
Democrats said Mr. Dole was$ 3y in
cating a “cut and run” stratetgc
which the Federal Govern.mer;un Ja-
benefits and runs from its Ol
mental responsibility 0 poor

dren.

overnors
the Ove -
senato’

..

'

But both men came here to lay,
their-concern about welfare tovhe
public, as well as to the governoy,
Just as Mr. Clinton often promised in:
1992 to “‘end welfare as we know it,”
Republicans gearing up for 1996
have seized on widespread dissatis-
faction with the system as a potent
vote-getting weapon.

Mr. Dole, saying that the Federal
Great Society programs had failed,
announced that the core of his ap-
proach. was the principle that wel-
fare should be controlled by the
states without having to seek ap-

roval from the Federal Govern-
ment. “Governors should not have to
lay a game of Mother May I, he
said, ridiculing the current system
under which governors must receive
Federal permission, or waivers, to

Continued on Page Al0, Column 1
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" Clinton and Dole Present
Competing Welfare Plans

Continued From Page Al

experiment with work programs.
«waivers have led us in the right
direction,” he said. *‘Now, let’s finish
the job. Real change will only occur
when you are released from the bur-
den of Federal rules and regula-
tions."” . )

Hours later, Mr. Clinton, in concil-

jatory remarks, praised Mr. Dole for
preaking with conservatives in the
.Senate who want to require the
‘states to deny cash assistance to
" unwed mothers and said that was “a
-yery good start for us to work togeth-

"

hut Mr. Clinton also expressed
.concerns about a flat bleck grant for
‘welfare with no requirements that
'states Maintain current levels of
" gpending on the poor, aSk}ng what
‘would happen in a recession when

‘The President uses
his office to take
.immediate action.

more people would be seek assist- -
ance. If states have t0 trim benefits,
he said, “I do honestly believe that
there is a danger _that some states
will get involved in a race to the
pottom,” he said. “This program af-
ter all is called Aid to Families with
pependent Chijldren not aid to states
with terrible budget problems
caused by Congress. The governors
responded with laughter apgd ap-
plause.

- Mr, Dole accused the White House
of standing idly by while Senate Re-
publicans debated welfare propos-
als. But teday Mr. Clinton chose the
governors’ meeting to showcase the
power of the President to act even as
the Congress remains deadlocked.
Mr. Clinton said, “We don’t have to
wait for Congress to go a long way
_t:)ward ending welfare as we know
1 .’!

Mr. Clinton announced he was di-
g‘ecting the Health and Human Serv-
ices Department to take no more
than 30 days to approve state wel-
fare experiments following any of
five strategies:

9 Require recipients to work but
provide adequate child care.

4 Limit the amount of time people
can collect welfare, provided that
jobs are available to those willing to
work.

9 Require minor mothers to live at
home and stay in school.

4d Forcing fathers to either pay
child support immediately or go to
work to pay it if they are broke.

9 Use welfare benefits and food
stamp grants as cash subsidies to
private employers who hire welfare
recipients.

The waiver process now takes 120
days.

Mr. Clinton said he was also order-
ing the Office of Management

and Budget to approve a change in
regulations so that food stamp bene-
fits do not automatically rise when &
state reduces a welfare grant for
someone who refuses to go to work.
“H your welfare check goes down for
refusal to work, you feod stamp pay-
ments won’t go up anymore,” M.
Clinton said.



And the President announced that
he was approving four new state
welfare experiments — in Califor-
nia, Texas, Utah and West Virginia
— bringing to 32 the number of
states that have Federal waivers to
create their own welfare programs.

The state programs range from
California’s efforts to establish a cap
on welfare benefits per family so

that there is no increase with the
birth of a child, to Texas’s plan to
require parents to prove their chil-
dren have been immunized or face
reductions in benefits.

Mr. Clinton vowed during the 1992
Presidential campaign to “‘end wel-
fare as we know it"” and today he
called the issue a ““symbol of what
divides us.” But as President Mr.
Clinton put health care reform
ahead of welfare and Republicans
claimed the welfare issue as their
own after they took control of Con-
gress in the 1994 elections.

Although Republicans and most
Democrats favor tying welfare to
work requirements, legislative
progress on the issue has been
stalled for months by a dispute
among Republicans although legis-
lation approved by the House of Rep-
resentatives and by the Senate Fi-
nance Committee are both tougher
than Mr. Clinton's proposals and
would set more stringent work re-
quirements.

Mr. Dole has been working to bro-
ker a compromise arcund a measure
that would change most welfare pro-

grams to block grants. State officials
would have more discretion than
they have now in decide how to use
the money. But poor people would no
longer have a legal right or entitle-
ment to assistance and the Federal
Government would put a cap on total
spending regardless of economic
need.

But one of Mr. Dole’s rival in the
Republican race, Senator Phil
Gramm of Texas, and 23 other con-
servative Republican Senators want
provisions to cut off cash benefits to
unmarried teen-age mothers and
deny additional benefits to welfare
mothers who have babies.

Mr. Dole, in an indirect swipe at
Mr. Gramm’s plan, said, *I will do
all in my power to insure that our
reforms will not increase he tragedy

of abortion in America."”

Mr. Clinton similarly noted that
abortion rates had been declining
and ‘“might turn around and go up
again at least among some classes of
people, if we pass that kind of rule
everywhere in the country.”

Gov. Howard Dean of Vermont,
the Democrat who heads the gover-
nors’ association said Mr. Dole’s
speech was conciliatory in tone, but
said nevertheless block grants, be-
cause of their inflexibility, *‘are a
terrible threat to the states’ taxpay-
ers.”

And Mr. Chiles said that the as-
sumption that states would take over
welfare programs overlooked the
fact that ‘“these programs were
started by the Federal Government
because children weren't being tak-
en care of."”

Several Republicans bristled at
Mr. Clinton's support for require-
ments that would keep states from
cutting their own welfare expendi-
tures, as Mr. Chiles predicted some
would.

Gov. Fife Symington of Arizona

said such requirements would cur-
tail the states’ abilities to experi-
ment.” He also was skeptical of Mr.
Clinton’s promise that waiver appli-
cations would be handled in 30 days,
saying one from his state had recent-
Iy taken a year. “If you were in my
shoes,” he said, *‘you would want to
get Washington out of your life as
much as possible.”

Gov. Terry E. Branstad of lowa,
called Mr. Clinton's speech ‘‘The
same old thing. He is talking about
more waivers.” He added “I remem-
ber when he was a governor when he
was with us.”

Governor George E. Pataki of
New York, while saying he found Mr.
Clinton’s welfare goals acceptable,
complained about his way of reach-
ing them. ‘“The premise of this Ad-
ministration is you achieve it by
going to Washington.” He asked,
“Why should we need applications to
Washington?”

Gov. Michael O. Leavitt of Utah
added the complaint that Mr. Clin-

ton’s approach “won’t move toward
a balanced budget.”
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ten massively long,” says Druckenmiller.
“] correctly. saw that the economy
would slow down, and act_ed on that
perception. But I thought' it would.be
temporary”—just a transitory trading
opportunity, not the vast source of prof-

its it turned out to be.

If gloom prevailed at the Sm:cs head-
quarters across from Manhattan’s Carne-
gie Hall, there was considerably greater
cheer near Grand Central Station,
where Julian Robertson’s $1.7 billion 'Ijl—
ger hedge fund boasted an 11.4% gain
after fees through July 14. That was
the best performance of the hedge fund
behemoths. Unlike Soros, Robertson
was bearish on Japanese stocks, though
Tiger’s currency trading was uninspired.
The fund’s gain was sufficient to make
up for a crummy '94, when Tiger fell
g8%. Hedge fund managers usually must
recoup losses bqfore they canaudraw in-
centive fees, Wil‘i]fI;Ch are generally about

rofits.
53:/:::5) thn‘izll).'rnowu. For the mega-
hedge-fund operator Who suffered most
in 1994—Michael Steinhardt—1995 has
started on a generally upbeat not,e,fg‘hg
$500 million Steinhardt Pahﬁrger; ; uri
ined 9.5%, net of fees, through July
7 ‘o the market but far Outpacm%-
oA realized by “macro

STOCK MARKETS

MEXIGO BULLS

MAY BE HEADING OVER A GLIFF

They could be overestimating this very troubled economy

ust seven months after a currency

crisis sent investors stampeding out

of the Mexican market, the battered
Bolsa is charging back. In the past
month alone, the index has climbed
about 25% as investors went bottom-
fishing, searching for value plays and
scooping up blue-chips. The rally, pun-
dits proclaim, puts Mexico back on the
emerging-markets map.

Not so fast. The numbers
are deceptive. The market’s
latest spurt, which brought
the Bolsa to a high
of 2575 for _ g%
the year, still 4@
leaves the in-

=)

over, but I'm not so sure we can say
that yet.”

Investors may get that message as
second-quarter earnings start rolling in.
While a few companies will report small
boosts from price increases made last
spring, all but exporters will confirm
the economy’s dismal performance. Al-
though some analysts say the market
has discounted those results, a cor-

companies and take profits on the
stronger players.

BRIGHT SPOTS. Some compa-
nies, particularly exporters,
are prospering in Mexico’s

rection may be in the offing as in-
‘ J vestors dump the underperforming
7 o
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Not surprisingly, short-selling hedge

fund sustained the worst performance
s
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of all. F}ilght;;ga :{‘f tagJ the traditional
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time you have 2 are not going to do

dex far from its weakened economy, however.
record of 2881 last .z Those with revenues
year. Moreover, the T ' ’ from exporting or for-
4% rise so far this WILL THE BULSA S eign holdings, such as
year, after adjusting REBOUND LAST? cement-maker Cemex

for the devaluation of 3000 —

the peso, shows a loss

of more than 13% in 5,
dollar terms. And the
Bolsa has stumbled in
recent days.

True, there is some
positive economic 1500
news to spark inves-
tor interest. Domestic 1000
interest rates are fall-
ing, with the 28-day
Treasury Certificate at 41%,

a high of 83% in March. Inflation was

2000
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down to a monthly rate of 3.2% in June.
The peso is stabilizing. And Mexico has
had a trade surplus for several months
now, helping reverse a $28 billion cur-
rent account deficit. The U.S. interest
rate cut also revived interest in emerg-
Ing markets. “Foreign investors are
buying the feasibility of the economic
program,” says Juan Carlos Torres, di-
rector of equity analysis at Grupo Fi-
nanciero Serfin in Mexico City.

Bt_xt Mexico’s problems are severe.
Mexican Finance Minister Guillermo Or-
tiz admits that the country’s economy is
in a deep recession, with gross domestic
product expected to shrink by 4% this
year. “Some of the fundamentals are
still pretty bad,” says Jeffry H. Taylor,
chief Latin American economist and in-
vestment strategist for NatWest Secur-
1ties. “A lot of people say the worst is

vestors want more proof that Mexico
is on the right track. William Truscott, a
member of the Latin American equity
group at Scudder Stevens & Clark Ipc.,
refused to join in the recent buying
spree and even took a few small profits
during the rally. Now he’s neutral, not-
ing that “political risk has not dimin-
ished one iota.”

Such worries are likely to prevent
the market from rising much higher
this year. Bolsa prices already reflect
investors’ expectations that the econo-
my will limp toward growth next year.
Inflation is expected to reach an an-
nual rate of 55% in 1995. “The corpora-
tions can’t do well without the country
doing well,” says Truscott. The bulls
might want to heed that, if they don’t
want to get gored by the market once
again. o ) )

By Elisabeth Malkin 1 Mexico City
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Economics:

STATISTICS

SUDDENLY, THE ECONOMY
DOESN'T MEASURE UP

The government’s new statistics will make the gains of the *90s look weak

f you had to add up everythin gﬂPro—

duced in the U.S. economg;m%’;

apples. to zippers, i of national

tion-adjusted measure o . - gov-
output, how would you do 1t* up the
ernment has been toting thlﬂgjongnﬁst
same way since 1933, when © ent sys-
Simon Kuznets devised the pre;imﬁng a
tem of national accouléfts;tlgw
Nobel prize for his efforts- De-

Get I1)-eawly for a big "hanf’i ]g?n'eau
cember, the Commerce e}; ;
of Economic Analysis (BEA ay it com-
structural changes in the ‘}”u ymeaswre
putes and presents its - ss do-
of economie performanc t, even
mestic prodll)xit. More th.ansthfhe new
without these modificatio” pplications
numbers will have broa® 4 " yrrent
for the way we perceive omy-
and past health of the ecOTC Tioion Tt

This is no run—of—the—ﬂul1 of a fa-
will dramatically change B oreover, the
miliar economic statistic- economic
new numbers will say £P%;con a lot
growth in this expansion "< sart be-
weaker than we thoulgl;g’ iness ]i] )
cause there has been !€ uctivity
vestment. As a result, the r;ﬁing will
gains we thought we Werefor improve-
evaporate, dimming hope® “ tsndards,
ment in real wages, livi® this will
and U. 8. competitivenes= palicymﬂk'
raise important questions ral Beserve.
ers, especially at the Fed®™ ,,pd what
HARD To FIGURE To und® i,k Real
the BEA is doing, consider ;7 100 or S0
GDP is a weighted sum otaﬂed catego"
omponents, including d businessfm:
Tries of consumer speﬂdmgiays, and ::) 1;1
vestment, government 0Ub corre"the
€lgn trade. In an attemptduced by
long-recognized flaw introC the Ple;ﬁ]s'
éurrent method of adding ughat R s
the BEA will now feature d of therm
chain-weighted” gpp inste 2asWre )
ditiong] “fixed-weight” mt dollﬂrlsn its
Current measure ipn cons ollnd’ :
be shoveq into the backg" the pEA o
Place will he an index, and pel'fentzfal
eMphasize period-to—period,quﬂﬁg r
changes, Fop example, .
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GDP, which now reads $5,470.1 billion in
1987 dollars, will appear as 118.3, mean-
ing the economy has grown 18.3% since
the base year of 1987,

It gets worse. Because each GDP com-
ponent will be an index, you can no long-
er add its subcomponents to get a total.
So traditional analyses of, say, a sector’s
changing share within the economy or
of how much an individual sector con-
tributes to overall growth, will be next to
impossible. Want to compare the contri-
bution of capital spend- =meomes
ing in this expansion to
past upturns? Forget it.

To circumvent some
of these problems,
Commerce plans to
provide information on
broad sectoral contribu-
tions to growth, and it 22
will supply dollar-equiv-
alent measures of the
new index. But guess
what? The dollar fig-
ures won't add up to 12
the total, either, and A
the further back in
time you go, the worse ¢
the problem gets.

The issues go far be-
yond familiarity and

20

OLD
FIXED-
WEIGHTED

THE NEW GDP: A LESS
ROBUST EXPANSION  EQUIPMENT INVESTME

36 FIRST QUARTER 139170 FIRST QUARTER 1335 + FIRST QUARTER 1931 TO FIRST QUARTER']

REAL GDP

NEW
CHAIN:
WEIGHTED

APERCENT, ANNUAL RATE -

been the real power behind this expan-
sion, accounting for 36% of the econo-
my’s growth. Under the new data, it
will take a big hit. Of course, the capi-
tal-spending boom is still there. Growth
in equipment outlays, up 13.4% annual-
ly in this expansion, will downshift to a
not-too-shabby 11% pace, but the boost
to GDP is less than we thought.

The new numbers so-dramatically re- |
write history that almost every existing |
interpretation of economic data will have |

THE BIG CHANGE: LE¢

REAL PRODUCER
DURABLE
EQUIPMENT

0L NEW -

FIXED- CHAIN=

WEIGHTED [ WEIGHTER

APERCENT, ANNUAL RATE
DATA: COMMERCE DEPT.

i . {H . .
et s e The real power behind this

economy’s growth rate
will fall to 2.6% annually
from its estimated
3.1%—and this was al-

expansion has been computers,
but that sector takes a big hit

i Bl e 2 under the revised data

(chart). The 2.6% rate ~=~~"===------

is not much greater than the economy’s
long-term growth potential. Even without
the new chain-weighted numbers, the old
fixed-weight version of GDP, which the
BEA also will update by moving its base
year to 1992 from 1987, will yield similar
results for recent trends in output.

The expansion’s weaker look is partly
the result of how the new cpp will treat
key categories of business investment,
especially computers. That sector has

to be reconsidered, especially because
of what they mean for productivity
growth. Measuring between business-
cycle peaks, the old data showed that
productivity climbed 1% a year in the
three business cycles since 1973 and 2%
so far in the current cycle. By contrast,
the new estimates show slightly higher
gains in the 1970s and 1980s of 1.3% a
year vs. a mere 1.4% in this cycle

(chart). This is a negligible uptick. “The
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New numbers show that the impact of
“omputer technology on productivity
4 been exaggerated,” says Maureen
Haver of Haver Analytics, a New York
eConomics consulting firm, and presi-
dent of the National Association of Busi-
Ness Economists,
UTTLE CHANGE. How is this possible,
I light, of all the downsizings of recent
years? One explanation may be that
:{blle.many companies cut jobs by sub-
ltut}ng new technology, high-tech in-
dustries have been on a hiring spree-
d overall, companies have hired more
Workers than they have gotten rid of in
his recovery.
Slower output growth alsg suggests
Slowgr corporate sales, Result: Many of
the job cuts that experts perceived a8
Ing output per worker may have sinl-

Ply brought employment in Jine with
-

this recovery’s tepid sales growth. “Most
ple think that when a company lays
it produces more with fewer work-
ex'E:," says Larry 'Mishel', chief economist
¢ the Economic Policy Institute, a
%Vashjngton think tank. “But many are

peo

just producing less, so their output per

orker hasn't changed.”
The new portrait of the economy also
Jises troubling questions about living
rtanda.rds and wages. Historically, pay
productiwty growth have moved
& ore or less in tandem. So it was no
rise that wages stagnated when ef-
;ciency gains slacked off after 1973.
Economists have been more puzzled
1 out the 1990s, when apparent pro-
ducti"ity improvements have failed to
anslate into significant pay gains. The
t'I .sed productivity numbers explain
v part the poor performance of wages.

However, the data create another
puzzle. Wages outpaced inflation by 1.2%
in the two recoveries in the 1970s and
by 1% in the 1983-90 upturn, but only
by 0.7% in the current recovery. Yet
productivity has improved at about the
same pace as in prior decades. The im-
plication is that the link between pro-
ductivity and pay has weakened. It also
suggests that the current profit boom—
capital returns are at a 45-year high—is
not being shared with workers.
CONFUSION. Less productivity growth
is grim news on other fronts, too. Since
Social Security is funded by a tax on
wages, sluggish pay growth would leave
the fund short of money when baby
boomers retire. Some experts recently
began to think the long-term outlook
wasn't that gloomy, since the produe-
tivity revival eventually would lift pay.
Now, the problem may turn out to be
just as bad as everyone had feared.

The most important questions raised
by all this, however, are the implica-
tions for policy, especially at the Feder-
al Reserve. The Fed was well aware
when it cut rates at its July 6-7 meeting
that, based on current data, the new

ARE U.S. PRODUCTIVITY
" GAINS A MYTH?

Sweeping new revisions in
government statistics show sharply
lower growth of output-per-hour in
the nonfarm business sector
20 =

BUSINESS CYCLES:
[ PRIOR* [ CURRENT

15

10

0.5

[ b
NEW METHOD
*SINCE 1973
DATA: BUREAU OF LABOR STATISTICS

0LD METHOD
A PERCENT

GDP would result in first-quarter eco-
nomic growth of 1.7% instead of 2.7%
and that second-quarter growth, to be
reported on July 28 and expected to
look weak, is likely to be revised down-
ward as well. Looking longer-term, Fed
Chairman Alan Greenspan has suggest-
ed that better productivity growth will
help to stem inflationary pressures. But
now, the new numbers seriously ques-
tion just how much progress the U.S.
has made toward improved efficiency.
So why create all this confusion? “Our
objective is to provide the best possible
measure of real GDP that we can,” says
J. Steven Landefeld, acting director of
BEA. To do that, BEA must eliminate
something called substitution bias, w!nch
is inherent in the cwrrent fixed-weight
measure. Right now, the output of

every good or service in real GDP 1S
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First Chicago Corp. has similar plans
for its $5.4 billion merger with Detroit’s
~BD Bancorp Inc., announced on July
14. “With more and more products re-
quiring heavy technology spending,
you're better off if you can spread the
cost over.a broader customer base,”
says Vice-Chairman David J. Vitale. He
says First Chicago’s payoff will come
mainly from selling such technology-in-
tensive products as cash management
and risk management to NBD custom-
ers. First Chicago’s technology spending
is now about 15% of total expenses, and
Vitale sees that rising, especially in two
areas: corporate-client services and elec-
tronic retail-banking products. Already,
three-quarters of both banks’ retail cli-
ents do not use bank tellers.

Those few banks that today are able

to make big technology investments
without bulking up through mergers
are already reaping the rewards. Wells
Fargo & Co., for one, is reaching across
the country with mail and electronic
offerings of retail-banking products—
even though it does not have branches
outside California. In early 1995, Wells
began nationwide marketing of preap-
proved small-business loans through
the mail, the first bank in the country
to do so, according to President William
F. Zuendt.
FALLING BARRIER. Banc One Corp. is
also benefiting from technology invest-
ment. The Columbus (Ohio) bank has
invested heavily in a new credit-card
processing system that it’s now licensing
to four companies, including American
Express Co., which will pay $25 mil-
lion. Bank of New York Co. is taking
similar steps in wholesale banking: Since
early 1994, it has spent close to $500
mﬂhpn to acquire a dozen securities pro-
¢essing operations, adding them to its
OWn sizable portfolio to gain the econo-
mies of scale possible in those heavily
automated businesses,

The need for investments in scale
and technology is transforming the once
ented banking industry. Ten years
a bank with $10 billion in assets
‘g_ﬁ% considered large—but today,
al 100 to0 $10 billion is a small bank,
0Eccrdm_g to Herbert A. Lurie, co-head

ﬁé‘mlal institutions at Merrill Lynch
“ﬁthoéss ‘EW, scores of midsize b_anlfcsé
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- When First Chicago™
- Corp- announcet_i its in-
tention of merging with -
NBD Bancorp onJuly
12, ceo Richard L.
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- pance of the local small
i -,busiln'ess market,its P
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rigays: ARSI o N cd 0
- Mullin pous.” At Bank- SHANKS: Heir less
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apparent af Bankers  Manufacturers Hanover

‘other idea. He says that
~with banks focusing on **
~ =+ a few key businesses, it ’
= 5 makes more sense to
~have what amount to. ="
chief executives of each "’
business instead of an’
% overall deputy to the '
+ top gun: “Being No.2'is
“io @ hazardous occupation,
4. especially in a period of -
Ay Bchange,” he says. “CHEEE
£/ Johnson should know.
~He was president of

i kil

3

after Chairman

Co g0 Charles S. Sanford Jr. an-

igﬁn%ed his plan to retire next year,

0
the : yanging search for a suecessor
r;lthel‘ than simply name President:

e
ggfe;;parent, to the job. At J.P.

 that bank merged with Chemica]
said it would conduct a . the succession plan. Today, he is

L - * : -
ard chairman and cgo of GreenPoint Fi- §

. nancial in Queens, Is h anning to
B. Shanks Jr., until then the name a president? Noteaﬁirﬁmeg to

Morga® & Col.,_lthe new CEo, .Déug—'
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7 Corp. in 1991 when

Bank, and he was not includeq in

f:;@, he says. _ sl
" By Kelley Holland in New York |
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: core specialty that could as-
mthoi‘:; 8 arvival.
Sulfi‘ehe center May not hold any better
the technology ﬁ‘o_nt. Big, technolog-
;}n trong bag!lscss \&ﬂl be able to reach
g acr e country, Small
custolll';sit y panks will offep litt}lfe in the
corm'f“)f State-of-the-art electronie bank-
way rvices, but they will still be able
ing > consUMers uniquely local, per-
onalized service: They “almost have
59 asier because they can give 3 de-
it a8 ok gervice the big hanks can’t,”
gr onald Mandle, an analyst at San-
s, C. Bernstein & Co. But there will
f}e little room for banks tgo big to be

truly personal and too small to have
elgctromc offerings that can compete
with those from Citibank, Wells Fargo,
and others,

_ How long will the consolidation con-
tinue? J. Christopher Flowers, co-head
of the financial institutions group at
Goldman, Sachs & Co., says that “the
psychological barrier to selling your
bank is dropping” because nobody wants
to be left out of the action. With banks’
technology needs expanding daily, the
urge to merge can only intensify.

By Kelley Holland in New York, with

Richard A. Melcher in Chicago and

bureau reports
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productivity—one reason why profits rose last quarter,
even as the economy slowed (page 36_).

With the inventory problem abating and dema}nd
firming, industrial output should pick up in coming
months. In July, the heat wave alone greatly pushed up
utility demand for the month.

BUT STRONGER DEMAND also means that foreign
trade will continue to be a serious drag. The tra@e
deficit for goods and services defied expectations in
May, remaining at $11.4 billion (chart). Exports rose by
a respectable 1.3% in May, to $64.8 billion. That reflects
strong demand overseas for capital goods, which set a
record in May, despite a plunge in aircraft exports.

But imports also grew to another record in May,
advancing 1.1%, to $76.2 billion. Even as the Fed has
tried to choke off domestic demand over the past 1%
years, imports have been surging at a 13% yearly
pace. Without some slowdown in this inflow, the U.S.
cannot hope to reverse the deterioration in trade.

The June deficit should narrow. Japan has already re-
ported a drop in its surplus with the [J, S. (_see be}oyv).
But even if the June gap shrank to $10 billion, fore:_gn
trade may have robbed almost one percentage point
from the growth in second-quarter gpp, _ .

The import wave is also importing some inflation, a
fact noted in Greenspan’s testimony. Inflation in consu-
mer-goods imports still trails the rise in consumer pric-

m

Business Outlook

es overall. But the weak dollar and high global de-
mand for business equipment mean that import prices
of capital goods have picked up steam.

Such prices have risen 3% from a year ago, much
faster than the 0.7% increase of the previous 12 months
and the 1.7% pace of U.S. producer prices of capital
goods. The gap opens the door for U.S. producers of
capital goods to mark up their own prices.

In general, though, inflation AR e N S AT iy
remains in the shadows during - THE TRADE GAP STAYS
this expansion. Consumer prie- ;,-;;;.l”_lﬂic!m HIGH o
es rose only 0.1% in June. Ex- .
cluding food and energy, prices -
were up 0.2%. And producer -
prices of finished goods actual- ~.*
ly fell 0.1% in June, while the = ®
core rate rose by 0.2%. A

In the first half of 1995, to- _
tal consumer inflation is run- | ABu®
ning at a mild 3.2% annual ... P COMMERGEDERT
pace, with the core rate up 3.6%. Because the economy
is unlikely to grow much more than 2.5% in the next
few quarters, few price pressures should materialize.

When combined, the modest inflation outlook and
the signs of renewed demand offer the economy the
best of both worlds. Don't look for a repeat of the
spectacular runup of 1994, but the expansion in 1995
continues to avoid the dangerous shoals of recession.

.

THE DROUGHT WON'T LIFT

The latest data suggest that
Japan’s economy contractegf
further in the second guarter, t-
ter almost no growth in the liilrzd
The recessionary clouds overné
mean higher unemployment,
shrinking profits, and
more problems for
Japan’s frail banking
System.

The most recent bad
news: Production fell
0.5% in May, as new
factory orders, exclud-

JAPAN'S TRADE
SURPLUS :
WITH THE U.S. ;

TR R I RCps et LR

!‘ng Sh-ipS and GIECtric' i Bfmlﬂgl:sofﬁ-s-ms,-ﬂ'mm‘ ;
1ty, sank 8,1% from | AB VNG AVERAGE = :

. i ) I B T3]
Pril. Inventories of - g sLOONBERGAAMCALMARIETS by

shed goods rose for e 5
the fifth gstraight month 11 May,l 5
stand at their highest level 17
years. And the jobless rate 'y
mains ahove 3%, That’s W 3;16
came as no surprise when TJuly
Economic Planning Agencys

ERIC HOFFMANN/BW

o S e 1995‘—4

14 economic report admitted: “The
recovery has stalled.” It added:
«There’s an increasing risk that
[the economy] will deteriorate.”
The only source of strength has
been trade. Japan’s trade surplus
wegE T grew in June, to

aswwpeW S5y 2.1%
-ABIG SURPLUS on, up o

. from a year ago. But

~ the trade surplus with

- the U.S. slipped

- 11.5% from a year

- ago. And because of
the yen and a slowing

wess  U.S. economy, the

turnaround ig op
recent weakenin
yen began to slip after the June

28 U.S.Japan trade agreement that's litt] A
- e help.
Then the Bank of Japan followed to 1 elp. Tokyo will have

the Federal Regerve interest-rate  lift

cut on July 6. The BoJ cut the of-
ficial discount rate a half-point, to
a record low of 0.75%. As a result,
the U. 8. dollar has traded above
87 yen so far in July—a more tol-
erable exchange rate for Japanese
exporters.

But the yen must weaken fur-
ther to offer any relief for Japan’s
banking system. Banks hold more
than 40 trillion yen in bad loans,
And economists at Hitachi Re-
search Institute caleulate that an
additional 2 million to 5 trillion
yen of loans go awry every

: Surplu§ shows signs of year—a worrisome trend given
g (chart),

The U.S. trade

e reason for the

g in the yen, The

the sinking value of such collater-
al as real estate and stocks.

The ruling coalition has hinted
only at an added 10 trillion yen in
fiscal stimulus for this year. But

Initiate structural changes to
the economy’s direction.
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\ When it comes to farm subsidies,

the G.O.P. walks a narrow line.

work on the thinnest margins. Consider the

Congressional Republican leadership, which
must walk a narrow line between new-fashioned,
take-no-prisoners conservatism that intrigued
voters in 1994 and old-fashioned, scratch-my-back
coalition politics.

On the one hand, Republicans are committed to
palancing the budget by 2002. On the other, they
are as dependent as Democrats on interest
groups that favor welfare — in their case, corpo-
rate welfare. Perhaps nowhere is the contradic-
tion as vivid as in the struggle over farm policy, a
60-year-old machine for increasing the incomes of
favored farmers at the expense of taxpayers and

consumers.

Cuts seem almost inevitable: the budget com-
mittees in both the House and Senate are asking
farmers to spill blood along with other interests.
The big question, suggests Edward Hudgins, di-
rector of regulatory studies at the libertarian
Cato Institute, is whether the retreat will be
purely tactical. “Farm lobbies are going to fight
to preserve the underlying system,” he predicts,
accepting defeat on the size of subsidies rather

than the fundamental character of the program.
) ) )

th 50 long ago, few questioned the notion that
farming was too risky and too important to be left
to the vagaries of free markets. Indeed, the need
for a firm helping hand from Washington had a
certain plausibility during the-1930’s, when a
quarter of Americans still scratched out a living
on little farms and the Depression left farmers
,awash in commodities that could not be sold for
prices that covered costs.

But that plausibility has been stretched ever
thinner as farms consolidated and farming grew
more efficient. Today the typical “family” farm-
er commands milliens of dollars worth of land

THE most effective political salesmen often

Peter Passell

and machinery, and uses commodity futures
markets to reduce the risks of price fluctuations.

The New Dealers who let the farm regulation

genie out of the bottle probably could not follow
the intricacies of the 750-page law that currently
determines the price of milk, the output of wal-
nuts, and the type of sweetener that ends up in
Mountain Dew. But they would certainly sympa-
thize with the underlying logic of using regulation
to augment farm income.

For some key crops like wheat and cotton,
farmers are paid the difference between a “tar-
get price” and the market price. For others
Washington raises prices directly by limiting both
production and imports. It is a Federal crime to
sell peanuts without a license,” Mr. Hudgins says.

Growers of dozens of varieties of fruits and
vegetables have been encouraged to create legal
cartels, with the power to force individual farm-
ers to destroy “excess” output. And since all this
means that farm commodities are pricey, Wash-
ington follows the European Union's strategy of
heavily subsidizing exports to keep them competi-
tive in world markets.

Surprisingly, the opening shot in the war on
what Karl Zinsmeister, an agricultural specialist
at the American Enterprise Institute, calls “farm

socialism,” came from Senator Richard G. Lu-
gar, Republican of Indiana. Mr. Lugar, the chair-
man of the Senate Agriculture Committee and a
Presidential hopeful, wants to eliminate export, |
subsidies and trim “‘deficiency payments” linked:
to target prices. All told, he would cut $15 billion
from a business-as-usual budget likely to cost $41'
billion. ;

But the farm lobbies quickly went to work on
the House and Senate budget committees, per-
suading them to recommend cuts of just $9 billion
and $5.5 billion over five years, respectively. The
idea, it seems, is to delay the mother of all battles
over farm regulation until 2000, when the bal-
anced budget deadline looms.

One may well wonder whether “later” is just
another word for *never.” For example, while
Representive Dick Armey, the House majority
leader, has railed against the sugar, tobacco and
peanut programs, the fact that they cost the
Government nothing — consumers simply pay
more because supply is artificially limited —
makes them far less vulnerable than the big-
money subsidy programs, notably corn,

What's more, Mr. Hudgins notes, much of the
political sentiment against subsidies comes from
the correct assumption that the lion’s share of
benefits goes to large farmers. If the farm lobbies
changed tactics, permitting narrower subsidies
targets and making allidnces with environmen-
talists who want to take land out of production,
they might be able keep the system of regulation;
intact.

But Mr. Zinsmeister remains optimistic that
revolutionary change is at hand. Diversification
of the rural economy, he notes, is blurring the
focus of farm-state Congressmen. And as aresult,
he says, the once-omnipotent farm lobby is on the
verge of becoming a “nine-pound gorilla.”

Equally important, Mr. Zinsmeister says,.
many farmers who viewed subsidies and the,
restrictions that came with them as a necessary
evil are now ready to embrace free markets.
“They resent being singled out,” he argues. “But
with everybody’s goodies going,” he predicts thati
farmers will bow to the inevitable.
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a tax-overhaul proposal calling for several
rates that rise with income, to retain the
current system’s progressive nature.
Other political problems for the flat tax are
its elimination of popular deductions for
mortgage interest and charitable gifts.

The Republicans argued that Ameri-
cans would forgo those deductions in re-
turn for lower, simpler taxes. And they say
the plan would be progressive given the
impact of deducting its personal allow-
ances — $21,400 for a couple, $10,700 for a
single person and $5,000 for a dependent.
In effect, a couple with two children earn-
ing up to $31,400 a year would pay no
income taxes because they'd have allow-
ances of that amount. After the allow-
ances, a family of four earning $50,000
would pay about 6% in taxes, according to
the bill's sponsors, while such a family
earning $200,000 would pay about 14%.

Those allowances, which would be in-
dexed for inflation, have been reduced
from the ones Mr. Armey proposed last
year, in an effort to reduce his plan’s cost
to the deficit. For the same reason, he
would keep the current system of withhold-
ing taxes from paychecks immediately
rather than having taxpayers mail pay-
ments monthly.

To keep the plan deficit-neutral, about
$40 billion would have to be cut by capping
spending for domestic programs, including
benefits such as Medicare and farm and
veterans programs, but not including So-
cial Security. Such reductions would be on
top of those already projected under Re-
publicans’ blueprint for a balanced budget
by 2002 — calling into question lawmakers’
willingness to approve a tax plan that
requires even further spending cuts.

Meanwhile, the flat tax has competitors
among tax reformers. For one, Chairman
Bill Archer of the tax-writing House Ways
and Means Committee favors a consump-
tion tax rather than an income tax. In a
recent interview, he said he had once
favored a flat tax but, “I've sort of grown
and matured since then.”




U.S. Balance Sheet -
For Overseas Assets
Worsened in 1994

By LuciNDpA HARPER
And Bog DaAvis
Staff Reporters of THE WALL STREET JOURNAL

WASHINGTON — The U.S. dug itself
into a deeper hole last year. ‘

In its annual snapshot of the U.S. !
international balance sheet, the Com-
merce Department said America’s debt
purden — the difference between the value
of foreign-owned assets in the U.S. and the
value of U.S.-owned assets abroad— |
swelled to $680.82 billion from $545.31
pillion the year before, when valued by the
replacement cost of the investments made
abroad and at home. When valued by a
market-value index, the trend was sim-
jlar.

The U.S. became a net debtor in 1987 for
the first time in decades, reflecting its

ersistent need to import foreign capital to
offset a trade deficit and a dearth of
domestic savings. Inflows of foreign
money into U.S. bank accounts, plant and
equiprpent, and bonds increased last year.
U.S. investment in foreign securities
slowed markedly, the department said.

It also said the British last year re-
placed the Japanese as the largest holder
of US: direct investment, defined as own-
ership of 10% or more of a U.S. company.
pritish holdings were $102.4 billion, down

3% from 1993, compared with $99.2 billion
or the Ja[:alnese, down 3.8%. |

separately, the Labor Departm i

s. import prices rose 1% II:I Ma;.n ;ls)g:g
gnree HMES aS much as consumer prices

enerally, reflecting the continuing weak-
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Global Grass-Roots Banking

o for International
Id Bank, the Agency n
B Bt doers ave et
finance small loans to the poorest of the world’s
poor — loans as little as $100, at low interest rates
and with no collateral except the borrower’s wordf.
These will be loans to underwrite the aspirations 0
ordinary people, from funds Prov‘l‘?ed by g
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the (F;rxt}:rrferggrBank in ngladﬁlﬂ]ﬁargrnnad Yunus,
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Grameen has ma%ehere are similar banks — some
mostly to women. me not — in Indonesia,

ublic and Colombia,

run by governments, SO
y 8 R%F:” program have formed

Kenya, the Dominican
Contributors to the I

the Consultative Group to Aid the Poor, an inde-
pendent agency. The agency, in turn, will grant or
lend funds to the existing small-loan banks and
others yet to be established, and will create a global
network to spread the movement's scope. At a
pledge meeting last month, prospective donors
made a tentative commitment to put up at least $200
million. In addition to the World Bank and AlD,
they included Canada; France, the Netherlands and
several multinational agencies.

As an example of what they hope to accomplish,
the Grameen Bank’s record is illuminating and
inspiring. More than 92 percent of its borrowers are
women, commonly heads of families. Half have
used the money to start raising livestock and poul-
try. The other half go into handiwork, manufactur-
ing and the trades.

They maintain an admirable rate of repayment
— 97 percent, usually within a year. That is better
than the rate for poor men in the same program,
and much better than the rate for wealthier Bangla-
deshis with regular bank loans. This is an aid
program that works.
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As the House Science Committee was
writing a regulatory overhaul bill earlier
this year, the panel's general counsel,
Barry Beringer, Wwas surrounded by
Gucci-clad confidants. These were lobby-
ists representing businesses vitally inter-
ested in the legislation. The night before,

the majority staff’s computers had been
generously turned over to the same
vested interests.

Mr. Beringer is contemptuous when
asked about this blatant involvement of
special interests in the legislative
process: “I don’t have time for that,” he

says, slamming down the phone. Commit-

Politics & People
By Albert R. Hunt

tee chairman Bob Walker (R., Pa.) says
he doesn’t know of any direct involvement
of lobbyists in the bill drafting and says
Mr. Beringer was “reprimanded” for al-
Jowing them use of the computers. The
nexus of money, influence-peddling and
access to legislation is @ way of life in
Congress. In previous sessions, the De-
mocrats were wedded to the monied in-
terests. But for all the rhetoric about rev-
olution and change, the new GOP Con-
gress has taken the rotten system it in-
herited and made it worse.

Lobhyists have unprecedented access,
directly participating in writing legisla-
tion. The Republicans have far outdis-
tanced Democrats in capitalizing on spe-

cial-interest money —a system that Repub-
licans like Newt Gingrich derided as cor-
rupt when the Democrats were in the
majority. And Speaker Gingrich and Sen-
ate leader Bob Dole are sabotaging efforts
to clean up this mess. Many Republicans
claim they are doing only what Democrats
did for years, But if special interests oo of-

Special Interests Are Feasting at t

ten were the tail that wagged the dog, now
they too often are the whole canine.
In a House Resources subcommittee,

former GOP Congressman John Rhodes

III actually sat on the dais with the con-
gressman during a hearing on Bureau of
Reclamation activities. He represented
the firm that oversees the central Arizona
project. When the Senate Judiciary Com-
mittee held a staff priefing on the risk-as-
sessment bill, it was, the New York
Times reported, dominated by three
lawyers from Hunton & Williams, 2 law
firm that represents tobaceo and utility
interests. The committee staff director,
the newspaper reported, “appeared to de-
fer to the three lawyers about exactly
what the bill meant.”

Moreover, important GOP leaders are
resisting efforts to crack down on the
largess these lobbyists dole out to mem-
bers of Congress, including picking up the
tab for meals and so-called charity ski or
golf events, where members frolic at the
expense of corporations. A bipartisan ef-
fort to end these abuses has been fero-
ciously fought by Sen. Mitch McConnell,
the champion apologist for special-interest
influence peddlers in the upper chamber.

The Kentucky Republican, with the
blessing of Mr. Dole, would continue to
allow these vested-interest financed jun-
kets and continue to permit lobbyists to
pick up tabs of up to $100—every day of
the year if they desire. .

In the House, Speaker Gingrich, who
killed lobbying reform last year, is drag-
ging his feet again. House memberg’ pergs
are even more outrageous, including t_he
ability to personally use frequenlt-fher
miles accumulated on official business.
Under pressure, the speaker may capltu-
late on lobbying reform. But that's child’s
stuff compared with overhauling the cam-
paign financing system—the system Mr.
Gingrich used to denigrate as honest grz;f t.
The Republican fund-raising blitzkrieg

has been awesome. Political action com-
mittees have been shaken down harder
than ever. Leaders like House Majority
Whip Tom DeLay are shaking down spe-
cific PACs for specific members, and
newcomers are raising money at an as-
tounding rate. Take, for example, Ne-
braska freshman Jon Christensen, who
after winning a close election, raised
80,000 for the House GOP Campaign
Committee, which in turn helped get him
a seat on the influential tax-writing Ways
and Means Committee. In his first six
months as a Congressman, this self-
styled outsider has raised more than

Soft Money Donations
To Republican National Committee (in millions)

5241
11.3

Jan 1, 1993 to June 30, 1993
Jan 1, 1995 to June 30, 1995

Source: Federal Elections Commission

S?.GT,UUU, over 35% of it from political ac-
tion committees. The Omaha World-Her-
ald reported that this is almost four times
what his Democratic predecessor, also on
the Ways and Means Committee, raised
in the similar period two years earlier.
Measures like regulatory overhaul are
fund-raising bonanzas; Indiana freshman
David McIntosh, a leader of the business
interests, has already raked in almost a
quarter-million dollars this year. Actually,
the money is flowing everywhere there's a
GOP label; the Republican National Com-
mittee hauled in almost six times more
soft money —funds not subject to contribu-
tion rules—than in the first half of 1993.
Ever since publicly committing to a bipar-
tisan forum to address campaign financ-
ing, while sharing the platform with Pres-
ident Clinton last month, Speaker Gin-
grich has been backtracking. He has little
interest of fulfilling that pledge. In the

Senate, Mitch McConnell, with the bless-

A1l

he Congressional Trough

ing of Bob Dole, says the current system is
just fine and boasts that “reform is not on
our agenda.” )

There is, however, hope that these lead-
ers might be forced to clean up this
cesspool. In the Senate, conservative Ari-
zona Republican John McCain soon will in-
troduce a sweeping campaign-financing
overhaul with bipartisan backing. In the
House, more than a few freshmen are em-
barrassed by the hypocritical contrast be-
tween the rhetoric of change and the Te-
liance on the old corrupt system. Rep.
Linda Smith, a conservative from Wash-
ington state, won't buckle to leadership
pressures to lay off reforming the money
system. “This polluted system has to be
cleaned up completely,” she declares.
“Otherwise, everything will break down.”

Moreover, if as most Republicans
think, Perot voters are key to success in
1996 and beyond, it's worth remembering
that the 1992 Perot campaign had two main
focuses: deficit reduction, where the GOP
Congress has moved forward, and reduc-
ing the role of special interests, where it
has moved backward. When leading Re-
publicans trek to Dallas in two weeks toad-
dress Mr. Perot's big confab, they should
be pressed on their dismal performance.
~ Few people have understood this whole
issue as well or as long as John Gardner,
who a quarter century ago founded Com-
mon Cause as a citizens lobhy to minimize
the influence of money in politics. Today,
3,000 miles away in California, Mr. Jard-

ner is as persuasive as ever: “This system
of camp_uign financing and money is a can-
cer eating at the vitals of our system.”
Rather than “the consent of the gov-
erned,” he worries, it's more like “the con-
sent of the donors.” Mr. Gardner suspects
that many in today’s Republican majority,
like most Democrats in the past, under-
stand the corrosive affects of this system.

But, he notes, “it’s an addiction and
they can’t break it.”




contingent jobs. The conference concluded with a session on
the policy agenda for addressing labor market transforma-

tions. Summaries of the presentations and selections from

the discussions appear below.
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America’s becoming more effective and more competitive
in world markets to a new “way of thinking” that encour-
ages management to be more aggressive and more cost
conscious.

Doyle recited the recent history of General Electric. In
1980 General Electric had revenues of approximately $20
billion and employed 435,000 direct workers. It now has
revenues of nearly $65 billion and reported profits of almost
$5 billion; moreover, it produced these results with only
215,000 direct employees. At the same time, the firm’s
value has increased to $87 billion. Through a process of
downsizing, delayering, and outsourcing, General Electric
found that not only did it reduce costs, but it became
better. Doyle acknowledged that some of the measures of
the 1980s were undertaken “under duress” and that General
Electric, in order to secure its competitive position,
occasionally had to resort to draconian actions that violated

: s B
“the expectations of the American work force.

Among larger, “core” employers, the quality of retained jobs
is much higher and the jobs are more professional and better
paying after restructuring. Doyle remarked that workers at
the large and highly competitive enterprises are enormous
consumers of personal services and their consumption may
encourage employment growth in the service sector, which
may be a source of more entry-level jobs. He

was skeptical
of supply-side

solutions to the plight of low-skilled workers,
saying that those who preach

“Train the workers and the
work will come”

are perpetuating “an industrial field of
dreams.” He urged the audience to focus on collective solu-
tions to the problem of declining prospects for individuals
at the hottom of the economic job structure. Rather than
rizing the spirit of American enterprise as “lean and
" Doyle insiste that *
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mea it is jus
an, it s just necessary.”
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disenfranchised from mainstream society. Policymakers are
perplexed by the fundamental question of the degree to
which people’s labor is rewarded, and they are limited in
their attempts to achieve social stability by absolute capital
mobility. They are also hindered by the current desire of the
public to “kill" government rather than to fix it. According
to Curry, the challenge confronting the Clinton administra-
tion is to promote an agenda of active public investment in
education, R&D, and other human capital in an environ-
ment of fiscal constraint to enhance the nation’s long-term
competitiveness.

Curry emphasized how language and the tone of public

discourse resonate through the policy-making process. He

stated that while leaders must maintai
“habits of thought.” Curry echoed the

urgent concern about a “fractured

n core values, they must

also identify and test

Clinton administration’s

social fabric.” He suggested that the nation is on the cusp of a

new public discourse that will render “all of the old categories
defunct, and the prize will go © the

job of helping to construct a new parona

person who does the best
| consensus.”
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increased trade, restructuring, and changes in the structure of
prices that have resulted in less inflation. These changes have
allowed increased competition and have made fuller employ-
ment possible. London noted that the Clinton administration

views good jobs as the key to increasing standards of living.

Session on the Political Economy of the NAIRU

Sylvia Nasar of The New York Times cited the active discourse
among academics and policymakers on the desire to strike a
delicate balance between robust economic and employment
growth and price stability. Given the straitjacket on fiscal pol-
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Bluestone cited data showing that 40 percent of U.S,.
households would have been eligible for the EITC in at
least one year during the 1980s.

Heidi Hartmann of the Institute for Women’s Policy
Research emphasized the growth of contingent jobs in the
United States and emphasized the increasing share of males
in the contingent work force. In addition to the widely
reported narrowing of the gender wage gap, Hartmann
implied that job stability of men and women may also be
converging over time. She indicated that there is little con-
sensus on the quality of jobs emerging from a demand-side
phenomenon of rising dependence on contingent work, inj.
tiated by employers anxious to protect permanent workers
and control costs.

Lawrence Karz of Harvard University presented g political
dichotomy associated with policy aimed at the low-wage
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Session on a Policy Agenda for Addressing
Labor Market Transformation

Dimitri B. Papadimitriou of the Institute suggested that
technological change and increasing competition have cre-

ated an economic fault line that runs through the

American workplace dividing the upward movement of

high-skilled workers from the stagnation facing unskilled

and low-skilled workers. This division seems to be aggravat-

ed by the relative instability of wages and insecurity of jobs

(as evidenced by rising levels of contingent work), opposi-

. against the
tion to increases in the minimum Wage, attacks ag

EITC, and pleas for reform of unemployment insurance.

Randall Eberts of the Upjohn Institute focused on regional
an

; icy formula-
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labor markets and the CNC:e described how his institution
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tion with implementatio orket research with the
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balances a wide range of lab ams and eight other state
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vented getting “from one point 0, eqal adjustment mecha-
Consequently, the efficacy of region est that it may take up
nisms is affected, and the findings SUg8

) flected in the
ctions to be re
to 10 years for labor market corr® Eberts also addressed the

. ies.
improvement of local economi® Iy disa dvantaged workers
difficulty of integrating economically he standard prescrip-
into the labor market. In addition © t d the need for men-
. tate

tions of education and training he s ncies, workplace cul-
toring, counseling, workplace com'peg

. ring-
ture assimilation, and lifelong le2

i ke
ic Advisers Spo
David Levine of the Council of Econorr:llnote high-perfor-
mainly on specific practices USefj to pmphasize integration
mance workplaces. These initiatives esharing (e.g- linking
. ion
of a skilled work force in informatio rk), a high degree of

e f wo! .
technology with the organization © pr ofit-sharing or

. H €.84
structural flexibility, and incentives ( lead to better labor-
employee stock ownership plans) that

al

management relations, greater job stability, and improved
firm performance. Levine believes that the promotion f)f
high-performance workplaces is a public policy matter in
the sense that it represents a more optimal allocation of
capital and labor. He proposed that government can be a
constructive agent by promoting the proliferation of high-
performance workplaces by providing incentives to firms
that demonstrate a genuine interest in adopting these
initiatives.

Robert Kuttner of The American Prospect suggested that in
the economy of 1995 employers need high-performance
workplaces with “very loyal, engaged, smart, yet auto-
nomous workers”; at the same time they are “prepared to
guarantee just about nothing” for those workers because the
alternative for workers is unemployment. He claimed that
unless the nation adopts a high-growth macroeconomic
strategy, it will have to settle for the full employment defi-
nition offered by proponents of the NAIRU. Given the
market-driven nature of the competitive economy, Kuttner
indicated that the traditional blend of training, wage subsi-
dies, and regional stabilization policies has been rendered
void, and the “benign social contract” offered by Anthony
Carnevale is “just not going to happen.” Kuttner implied
that the core obstacle for reconstructive labor market policy
is a moral inference “that if the market is working and is
yielding results that are progressively more unequal over
time,” it must be that increasing inequalities are the opti-
mal conditions. He insisted that those who make that infer-
ence have not proven the case that laissez-faire is better,
and yet that is the presumption of the present era. Instead,
he endorsed a very different recipe that involves a mixed
€conomy with constraints

on market forces that yields a
high growth rate,

more stability, and a better distribution.

A complete summary of the unemployment conference proceed-
ngs may be obtained by calling 914-758.7700, faxing 914-758-
e Jerome Levy Economics Institute, Bard

College, Annandale-on—Hudson, New York 12504-5000.
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Annual Financial Structure Conference
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Last year witnessed the passage of two major legislative bills
affecting the financial services industry—the Interstate
Banking Efficiency Act and the Community Development
Banking and Financial Institutions Act. The reform
momentum continues today with much financial services
legislation undergoing or awaiting congressional debae,
including repeal of the Glass-Steagall Act and the introdyc.
tion of the Financial Institutions Regulatory Relief Act.
Critical domestic and international financial events associ.
ated with once venerable financial institutions and nop.
financial organizations and usually involving derivatiyes
have also captured the attention of both the financig]

experts and the general public.

Against the backdrop of new banking laws, proposed legisla-
tion, the changing face of Congress, and the major financial
headlines, The Jerome Levy Economics Institute hosted its
fifth annual financial structure conference, “The UsS

Financial Structure in the Years Ahead: Domestic 5]

» o . . . )
International [ssues.” Financial scholars, journaliss, reg

, ulators,
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bankers convened from April 6 to 8 to discuss the important

issues and changes confronting the financial services industry
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Speakers at the conference were Martin Mayer, visiting

scholar of the Brookings Institution; Gary Stern, president
of the Federal Reserve Bank of Minneapolis; Eugene
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Annual Financial Structure Conference

Last year witnessed the passage of two major legislative bills
affecting the financial services industry—the Interstate
Banking Efficiency Act and the Community Development
Banking and Financial Institutions Act. The reform
momentum continues today with much financial services
legislation undergoing or awaiting congressional debate,
including repeal of the Glass-Steagall Act and the introduc-
tion of the Financial Institutions Regulatory Relief Act.
Critical domestic and international financial events associ-

ated with once venerable financial institutions and non-
nd usually involving derivatives
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Speakers at the conference were Martin Mayer, visiting
scholar of the Brookings Institution; Gary Stern, president
of the Federal Reserve Bank of Minneapolis; Eugene
Rotberg, former vice president and treasurer of the World
Bank; and Congressman Maurice Hinchey (D-N.Y.).
Congresswoman Marge Roukema (R-N.J.) provided a writ-

ten statement.

Discussion sessions focused on Glass-Steagall reform, the
globalization of financial markets and the transmission of
systemic risk, financial innovation and risk management,
current topics in the evolution of finance, and interstate
banking. The session on the evolution of finance provided a
forum in which David P. Apgar of the Office of the
Comptroller of the Currency introduced his proposal to
encourage the creation of a secondary market for small busi-
ness loans. The concluding session focused on establishing a
policy agenda for the Advisory Commission on Financial
Services. Highlights of the presentations and summaries of

the sessions appear below.

Martin Mayer on the Payments System

Mayer addressed the vulnerability of the payments system.
He stated that the Federal Reserve has been roused to take
an interest in the dangers of speculation because it per-
ceived in them a threat to the mechanisms that process
large dollar payments. He asserted that the Fed could con-
trol bank activity in derivatives by a simple expression of
doubt as to the enforceability of the contract. Instead,
Mayer claimed, the Fed has supported the big banks in their
derivatives ventures and has attempted to gain legislation
that makes the contract enforceable, thereby destroying the

supervisors' leverage.

Mayer also determined that the Fed is conflicted in its atti-
tude toward electronic funds transfer, because when viewed

as a business, the Fed is a check processor. Regulation E

governs electronic funds transfers through the banking sys-

tem. However, electronic banking is, ironically, a paper-
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gested that a

intrinsic reason to move all the paper. He sug
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much less check writing, and nationwide clearing mecha-
nisms have already been developed for other products, such

as credit cards.

Mayer raised some concerns about these trends. First, these

developments will accelerate the transaction velocity of

money. Second, they may involve social problems in the

form of lost jobs; they may also involve social benefits in

the form of facilitating payments not only for middle-class

and upper-class people, burt also for low-income individuals.

Third, the proliferation of aspects of the
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Gary Stern

inflation because low inflation will, in turn, contribute to
sustained economic growth and financial stability.” He
exp?ained that economies perform better in low inflation
environments because of the positive effects on real resource
alloc?altion and on financial stability. He added that financial
stability enhances an economy’s ability to absorb external
ThO.CkS, such as increases in energy prices, significant techno-
)oglcal »changes, or unexpected developments in the
cconomies of major trading partners. Real growth is affected

less by su ;
y such shocks with low inflation and a stable economy.
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Several major proposals Clinton 2 miniStfj\mn‘ the Senate
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Banking Committee chairm™ paker (R-La.); and the B
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he bills differ In the degree to

have

Representative Rich . o Leach (R-Towa)
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Ranking Committe¢ chs
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k

which commercial banks, investment banks, insurance com-
panies, and nonfinancial companies would be permitted to
engage in each other’s business. They also differ as to the
resulting regulatory structure. Robert J. Giuffra of the Senate
Banking Committee noted that Glass-Steagall reform was an
opportunity for real bipartisan cooperation between Congress
and the administration and he considered current prospects
for reform this year to be good.

Fred Struble of the Federal Reserve Boatrd of Governors
argued that the globalization of financial markets through
technological advances and financial innovation has
rendered the current legislative regime obsolete. Struble
asserted that Glass-Steagall repeal would increase access to
credit for small- and medium-sized businesses. T. Jefferson
Cunningham of the Hudson Chartered Bancorp observed
that it would be in the best interests of commercial firms to
own banks, but it would not be in the best interests of the
banking system.

William C. Hunter of the Federal Reserve Bank of Chicago
reviewed the scholarly literature and reported that most of
the evidence indicates that the benefits banks would derive
from increased diversification in their financial activities
would reduce overall risk. Hunter cited research that found
evidence supporting an endogenously determined bank
structure with the presence of firewalls between affiliates.
He noted that one should be cautious about the research’s
findings because it studied banking firms prior to the pas-
sage of Glass-Steagall and the industry today functions
within a framework of deposit insurance and institutions
that are too big to fail.

Struble discussed the bank-subsidiary arrangement and the
holding company—subsidiary arrangement as two alternatives
to the universal banking model, in which the securities busi-
ness is housed in the bank and run by the bank. Hyman P.
Minsky of the Institute observed that under the Glass-Steagall
regime, banking and financial systems were compartmental-
ized, and this arrangement would not change much under
most of the suggested reforms. Giuffra and others noted that
there were still questions regarding the resulting regulatory
structure and opportunities for cross-marketing. Cunningham
argued that banks ought to have the opportunity t leverage

their customer information base.
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technology, hiring outside labs to test their security, and
reissuing, upgrading, and recalling cards periodically.
However, at this point it seems likely that the next genera-
tion of prepaid cards—involving consumer-to-consumer
transactions through consumers’ hand-held card readers—

would be extremely vulnerable to illegal activity.

Session on the Expected Impact of
Interstate Banking

David L. Glass of the New York State Bankers Association
provided the background of the Interstate Banking
Efficiency Act of 1994, which eliminated former regional
and reciprocal interstate banking agreements by preempting
existing state laws by September of 1995. The act also
allows branching through de novo branching (starting a new
branch) or through the acquisition of a bank or branch.
States must “opt in” to interstate branching to permit
de novo branching and must “opt out” of interstate branch-
ing to prohibit branching through merger and acquisition.

]. Mark Leggett of Nationsbank Corporation argued that
there is no good rationale for a state to opt out. By opting
out, states are isolating themselves from the new banking
process and penalizing their interstate customers. However,
Peter M. Kravitz of the Independent Bankers Association of
America contended that proponents overlook the fact that
there are two different banking systems in the Unired
States—one made up of small banks and the other of large
banks—and that opting out may be a good decision for
states with more small banks. Paul A. Schosberg of

America’s Community Bankers countered that small banks

can benefit from interstate expansion as well as large banks.
He added that a successful interstate expansion strategy is

one way to lower funding costs.

Kravitz argued that interstate banking and branching will

create winners and losers among the states. John Mancuso

of Keycorp asserted that opt-out efforts would not work and
also remarked that substantial waste would be reduced for
multistate bank holding companies under a system of inter-

state banking and branching.
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from everybody else, it is hard to argue that only they can do
these things. The Swiss have just had more practice.

If other countries want to move deeper into direct democ-
racy, they should note how it is best done. Some subjects are
more amenable than others to the whole-people vote. Great
constitutional issues (“Do you want your country tobe partofa
federal Europe?”) and specific local decisions (“Shall we ex-
pand the town’s hospital or its high school thisyear?”) fall more
naturally into this category than arcane financial measures,
some of which even the Swiss treat with care. And asolid list of
signatures should be needed to bring any subject to the vote.

Nothing unconstitutional can of course be laid before the
people, though the people can change the constitution if they
wish. It is necessary to vote fairly frequently—the Swiss trudge
to the polls four times a year—if the yoters are to do their task
properly (which includes learning how to spot what the selfish

propagandist is up to, and correcting the voters’ own earlier
mistakes without too much delay). Aboveall, trudging to vote is
far better than just prodding a button, because it gives you
more time to think. The new electronics is an excellent way of
putting more information at the voters’ disposal, but it is not
the best way for those voters to express the conclusion they
come to. Much better, having digested the arguments for and
against, that they should walk calmly to the polling station.
Done with care, direct democracy works. The more political
responsibility ordinary people are given, the more responsibly
most of them will vote. This helps to produce something closer
to true government by the people. And that, after all, is the way
the logic of the 20th century points. If democrats have spent
much of the century telling fascists and communists that they
ought to trust the people, can democrats now tell the people
themselves that this trust operates only once every few years?
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ures, which still understate the problem, look terrifying. Last
week, raising its previous estimate, the government put bad
debts in the banking system at ¥40 trillion ($475 billion). That
is equivalent to 10% of the country’s GDP. Most analysts reckon
that the true figure is double that, or more. And the troubleis by
no means confined to the banks (see page 76).

In the years since Japan’s financial bubble burst, the prob-
lem has grown not better, but worse. For lack of growth, the toll
ofbad debt mounts; banks and insurers are obliged to sell mar-
ketable assets, including foreign ones, to meet their own obliga-
tions; this keeps the yen high, deepening the plight of Japanese
exporters, and turning more debts bad. The Tokyo stockmarket
is once more in sight of the point (14,000 on the Nikkei average)
at which, it is believed, many of the shares held by Japan’s
banks and insurers will be worth less than the institutions paid
for them. This could accelerate the forced selling of foreign as-
sets. In short, the abyss still looms.

The needed steps are for Japan, not its G7 partners, to take.
Monetary and fiscal policy must become more expansionary.
Equally important, the government must admit the scale of the
bad-debt problem—and prepare the public for the measures
that will be needed to deal with it. The worst banks must be
closed, their managers sacked and shareholders forced to take
the loss; depositors must be protected at taxpayers’ (large) ex-
pense. Only a thorough financial restructuring, with good as-
sets saved and bad ones written off, will suffice.

If Japan’s financial problems, and the needed remedies,are
essentially domestic, how can American policy be making
things worse? The answer is simple: the persistent threat that
small quarrels over trade will be allowed to escalate into €X-
changes of punitive trade sanctions is unsettling markets that
are already nervous. Bad news of this sort is the last thing any-
body needs—including Americans, whose interests would not
be served by the administration’s trade policy even if it "SU®
ceeded”. In his economic policy towards Japan, Mr Clinton 1§

dicing with disaster. And for what? —
4_._./J

NOMIST JUNE 17TH 1995

THE ECO

e 4 ea t E e+ sme =+ N Q)



: 19,
. 76 BUSINESS WEEK / JUNE

WHERE

U.S. ECONOMIC OUTLOOK

TO INVEST

The Sharp Slowdown
Should Stop Short of Recession

BUSINESS WEEK foresees growth of 2.5% in the next 12 months

f you want to make an omelette,

you have to break some eggs. The

Federal Reserve appears to ha\’_i

taken that truism to heart asf]r
attempts to engineer a soft landing 0
the U. 8. economy. ’

Midway throug%x 1995, the Feds goal

of slowing growth to a no: Pn}gﬁ
pace looks like a fait accomplt
cracked shells are everywhere: P2
are dropping. Consumers are 2 0 .
cauﬁougpAEd factories are qutﬂnf gilé,ts-
put in the face of excessive mvenr?gces-
A few indicators even smack of

sion, raising a crucial question: Is the
Fed serving up a delicacy for the mar-
kets or a dish that'll turn your stomach?

BUSINESS WEEK thinks the economie
outlook will favor both stocks and bonds.
On balance, we expect the economy to
grow 2.5% in the coming year, a shade
above the 2.3% average of the 20 fore-
casters we surveyed in late May and
early June (table).

We look for the slowdown to be
sharp but temporary, concen-
trated in the second and
third quarters. Many busi-

nesses are holding excessive invento-
ries, as the impact of the Fed’s past
rate hikes hits demand. Those extra
stockpiles must be worked down at the
expense of orders, output, and jobs.

A slower economy, howev- -
er, is sowing the seeds o -
of its own revi- L P

val. Falling long-term interest
rates will buoy housing and create
refinancing opportunities that will
free up household cash. Also, capi-
tal spending, while less robust this
year than last, will remain solid.
Exports will rebound—with the
Mexican crisis now abating—and
imports will slow. All this will pro-
vide key supports for growth.
STOCKED UP. “Slower growth is un-
likely to deteriorate into anything
like a recession and should prove
temporary,” says John D. Walter of
Dow Corning Corp. That sentiment
is widely shared by economists, main-
ly because inventories are about the
only imbalance in an otherwise
healthy economy. Over the past
year, businesses built up the_lr
stockpiles at the fastest pace In
a decade. When demand fell off in
the first quarter, inventories became
top-heavy. But inventory corrections
during an expansion are not unusu-
al. The last one occurred about
three years into the long 1982-90
upturn. Economic growth actually
turned negative for one quarter.
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The 1995 inventory realignment
.sk=ald"not take long. New control sys-
t#ms let businesses react faster to over-
stocking. Moreover, the imbalance be-
tween inventories and sales is heavily
concentrated in the auto industry. De-
troit’s already announced cutbacks
should have that problem in check by
the end of summer. Also, a lot of the ex-
cess retail inventories are imports,
which will shift the blow of fewer retail
orders to foreign manufacturers.

So what will the economy look like
after inventories are in better shape’
The best bet for the fourth quarter and
beyond is a pickup in growth—not to
exceed the “speed limit” of about 2.5%
in real gross domestic product that the
Fed believes will keep inflation reined
in. With current growth apparently
dropping well below that pace, the
chances are rising that the Fed's next
move will be to ease. ]

Some mild acceleration in inflation,
probably to about 3.5% by the end of
1995, up from 2.7% in 1994, seems 1K
ly, but the Fed has suggested it will
tolerate a small pickup as long a8 the
economy is slowing down. Moreovel; ef-
forts on Capitol Hill to balance the bud-
get are likely to exert some drag ;ﬁ
the economy beginning as early s fis
year 1996, which begins in October:
ROBUST EXPORTS. Keeping the econo™
chugging along will be capital spenfiln%
and exports. Businesses will contin™’”
to invest in high-tech equipment i %'
der to lift productivity—for reasiﬁe
apart from the ups and downsS of s
business cycle. Global compet}tloﬂ !

forcing efficiency. “The recent PX* 0, 5
productivity is permanent and not JIJSMi_
business-cycle phenomenon,” says Co.
chael Keran of Prudential Insuran® ney,
And because of increased efficIer
especially in manufacturing, -
compazﬁgs are in a much better poe!
tion to weather a slowdown. T0 be ming
profits are set to slow in the ot i
year from their stellar perfo
the past year, But with unit labor
exceptionally low, profitability will
less than in past cycles. dge will
This sharper competitive € gr goﬂd
also make the coming year anoth crisis
one for exporters. The Mex}"a;le first
dealt U. S. shipments a blow I rebound

quarter, but export growth will ds
in the second half of 1995. TH d&peﬁu’

on the expectation that CO“F‘n.el; receﬂt
rope’s recovery will maintail 114335t Asid
pace of 2.5% to 3% and that to W
and Latin America will contin%®
strongly. One worry is 2 ne‘m 4 temP®
recession in Japan, which €0
growth along the Pacific Rﬂg' econo®y’
A bigger boost to the U- 7P slowé
though, will come from the 2. dema”
down in imports, as domesti®

e

wanes. In consequence, the trade deficit
is set to improve—a plus for overall
growth.

But even with these solid supports
from Corporate America and the glo-
bal economy, consumers will still play
the crucial role in how the economy
pears up. Fed tightening has already
hit household spending hard. Over the
past year, outlays for consumer dur-
ables and housing are up only 3.2%,
down sharply from the 10.1% pace of a
year earlier. I

Even so, economists are cautiously
upbeat. Despite recent weakness, “we

Pyl

bond rally has also touched off a new
burst of refi madness: Home-mortgage
refinancings in late May were triple
their early-March volume, putting ex-
tra cash into people’s pockets.

FEELING SCRAMBLED. Consumers, how-
ever, will not spend with the same gus-
to as in 1994. Job jitters will cool the
jets of some shoppers. And households
took on a record $130 billion in new in-
stallment debt in the past year. Add in
higher monthly payments on adjustable-
rate mortgages caused by past rate
hikes, and some households will feel
mighty serambled by 1996.

AN A
3

WHAT ECON()MISTS ARE FORECASTING

=

L R. ENGLUND MMS Intern
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T

still believe consumers will m
more Iun at the malls,” says Maureen F.
Allyn at Scudder, Stevens & Clark Inc.
May's job drop was not the start of a
recession-like wave of payroll cuts. The
Jayoffs were linked to the inventory cor-
rection. Onee that imbalance has passed,
job and income growth will be sufficient
to support 5 moderate pace of buying.
A healthy consumer balance sheet is
another force that should prevent re-
cession. The yesidential real estate mar-
ket across mogt, of the country will stay
solid, supporting house prices. And the
rallies in hoth the stock and bond mar-
kets are hoogting consumer wealth. The

el

0 22 2523 |

22 24

S

slows markedly, it becomes vulnerable
to shqcks. This time is no different.
Anything that knocks the pins out from
under consumer confidence—from a sud-
den e-aswlation in U.S. involvement in
Bosnia to an additional plunge in the
dollar—could be enough to turn the
Fed’s would-be omelette into dog food.
That happened after the Iraqi invasion
of Kuwait in 1990. But barring the un-
knowable, BUSINESS WEEK is betting
that the Fed will prove to be a pretty
good chef.

By James C. Cooper and Kathleen
Madigan in New York
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JU.S. Trade Deficit ROsé ""arp"l"'in _I

Unexpec_t.ed Deterioration
Raises Prospect of Drop
In GDP for 2nd Quarter

By LuciNDA HARPER
e And RoBerT L. SiMIsoN
@/ Reporters of THE WALL STREET JOURNAL
WASHINGTON—The U.S. trade deficit
unexpectedly deteriorated in April, swell-
Ing to $11.37 billion from $9.79 billion in
March, the Commerce Department said.
The poor showing casts a bigger cloud
over th_e economy and prompted some
tfaconomlsts_to again lower their forecast
Or economic growth in the current quar-
ter,‘ ‘whlch ends next week.,
i The chance g)f negative second-quar-
et rgg?lss. ‘ciomestlc product rises as trade
i ofss' said Joseph Liro, chief econo-
S .G. Warburg & Co. in New York.
xoe Omestic product is the value of
T t;inc_l Services produced in the U.S.
i  Widening trade gap was attributed
i alllttl:t'ease In imports of computers,
Geclly 110 other consumer goods and 2
€ In exports of telecommunications

equi i
Quipment anqd Industrial supplies.

Al
acty }hoygh the trade surplus with Japan

ally Improved slightly — narrowing to

87 billion j : OV
month pegops Pl f1OMm $6.14 billion the

cars imports of new Japanese
was %Eethe U.S. grew to $2.4 billion. That
and g _Second-highest figure on record
Dresgooint thatis certain to put additional
keep 5 .. the Clinton administration t0
Japap tﬂugn stance in its battle to force
rﬁﬁpen Its markets to American-

as [h;lélt()s and auto parts. Washington
Tapaneg, oned to impose big tariffs Of

less ap luxury cars starting June
Mereq oy,¢ agreement with Japan is ham:
Cerman oy ook in Geneva. Importst?f
during g, moﬁﬁo increased significant!y
auto if-‘ Apri; surge in the dollar valéleeof
es » dutomotive parts an

strengtﬁgpﬁared chiefly tﬁ reflect thg
Germap g of the Japanese yen 20
Deople ianltark against the U.S. dolla{tl‘i
umakes he auto inqustry said. TH
.

the gojjap value of those €ars g0

- Althoypy, + i

impops o1 industrywide figures for U0
Motorg, "Sfen't available, both To¥oL:
Unit gp;© “@Panese importers. said t an
e NS of yehicles from pom

Marcy, ““clined siigntly in April
“The on nrs
appreciatiogfxgmat?n %gnontg the yé0.
OMAN. Movora <ni —‘Y"IE i
tlfa?:?li?]s fro ?a;:xidix:tA:oTillmﬂ. % 1eWe)
Honda couldn’t P*%
© but said its impor'? ‘o
Ned iy CF Parts for its ONIC /- iiarly,
the legqip April from March- n cafs

g im Germa efl
porters of fie Motor f

sur

NZ AG and Bayeris¢
» Said there wasn’t

| the bf; Jease Turn to Page A10. Column 3

S, Trade Deficit

growth .

| yery weak
I

TR

ﬁgﬂ«»‘«

. in April. The yen appreciated
gt}l%n;ér;t;l;t thepdollar between the end of
March and the end of April, while the mark
ap reciated 0.8%. . Y

«Even though the deficit with Japan

k a little, this report will shore up
Shﬂmrt for a tough line in trade negotia-
suppoy said Brian Horrigan, economist for
tlons.is Sayles in Boston. “This record
,";t will bring home to Washington and

. deflﬂounn.y that we still have not turned
the ggrnel' on trade. It is still a problem.”
theThe worsening trade picture added to

rrage of weak data about the health

R;;>se Sharply in April,
Hitting $11.37 Billion

Continued From Page A2
e economy and led several analysts to
?Ower their expectations of second-quarter

errill Lynch & Co. had assumed the
rade deficit Would improve in the second
uarter. NOW, it sees the. picture un-
hanged at best. As a result, Bruce Stein-
erg, Mertill Lynch's senior economist
xpects 8TOWthin the zero to 1% range this
uarter, down from the 1.5% to 2.0% range
pected before.

Many analysts were surprised at the
strength of IMports, considering the weak-
ening Of demand. Imports rose 1.0% to
¢75.35 billion in Aprjj " with weak sales,
jmports are likely to he gojng into stock-
piles, INCT€ASINg the progpects of slow

economlfi:( g'fomh. in the future as compa-
nies Work Off their eycess inventories and
pull back on Productiop, |
Other economic pews has painted a

on emﬁfum of economic perform-
ance. | - Maufactyring  sector has
Slow}f d iﬁ"'ﬂcamly, consumer spending is
we? r des ,tOUSmg sector continues to
gg{)se are pbleiglower mortgage rates and

o

Jto comeby. Mg harder and harder
ma?‘fﬁé‘*gﬁ%&;s {rade report also showed
the lﬂ!‘EEStsinlt I goods and services was
being kept iy . COMbined record started
n January 1992, The goods

o

deficit hit $16.5 billion in April, the third
highest on record. As usual the nation
posted a surplus in services — it rose to
$5.13 billion.

Mr. Horrigan pointed out that the lack-
lustqr economic conditions of many U.S.
trading partners will likely keep the trade
picture bleak. In Latin America, Argentina
and Venezuela are experiencing increas-
ing economic problems. And although the
U.S. narrowed its trade imbalance with

'Reglonal Trade Balances
_U.S. merchandise trade balances by
_region; in billions of U.S. dolfars, not

o 3.

seasonally adjusted

Fbafaiits

APRIL  MARCH  APRIL
S 1895 . 1985 - 1804
Japan  -$6.141 -$4.71  -$5.80
China. . - 1.071i-1.42 - 060
Canada - 184 -191 - 138
Westem  + 001  -034 +032
“Europe
Mexico. - 171 - 125 +017
NIGs*  + 059 +061 -031

*Newiy Industrialized codniries: Singanors, Hong Kong,
 Talwan, Southkorea .
Source: Commerce Departmentt

e et T e
financially unstable Mexico in April, the
U.S. is still headed for a record deficit with
the country—one with which it usually has
surpluses. Japan is also in a weak eco-
nomic position because of banks laden with
bad loans. )

“We can knock down trade barriers,
but if these countries don't grow, what
good will it do?" Mr. Horrigan asks.

Separately, the broadest measure of
trade — the current-account deficit — nar-
rowed in the first quarter to $40.50 billion
from $43.28 billion in the last quarter of
1994. The current account measures trade
in goods and services like the monthly
report, and it also tallies investment flows
and foreign aid.

All figures, except those for individual
countries, have been adjusted for normal
seasonal variations. _

—Robert L. Simison in Detroit contrib-
uted to this article.

ent's moati{l.v trade

Here are the Cornmerce Departm
tigures, in billions of dollars.

Total Imports .

|
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TAX REFORM

TAX REFORM IS GOMING, SURE.
BUT WHAT KIND?

Radically different systems vie for public and congressional support

TR 211 Sv A e NN .'," ';:I‘ ,'u_.:/;l"_',"r”.'.', ;

' 5N b
el

i

.

wo years ago, Richard K. Armey,
a backbench Republican congress-
man from Texas, launched an ef-
fort to rewrite the U.S. Tax Code.
He ordered his staff to run a review of
every deduction and credit and even
set up mini-debates with aides arguing
the pros and cons of each write-off. The
result of the exhaustive, yearlong re-
view: “We came up with the current
tax system,” chuckles former aide Ste-
phen Moore, now director of fiscal stud-
ies at the libertarian Cato Institute.
“We justified every single deduction.”

The exercise convinced a frustrated
Armey that tinkering would get him
nowhere. Real reform would require
nothing less than replacing the entire
code with a single low-rate flat tax—a
proposal first floated in 1981 by Hoover
Institution economists Robert E. Hall
and Alvin Rabushka.

Today, Armey is Majority Leader of
the House, and his flat-tax crusade rides
a crest of voter fury at the current sys-
tem. A growing band of Republicans—
and even a few Democrats—want to
destroy the tax law as we know it. “We
do not have to accept as a given that
the income tax will always be with us,”
says House Ways & Means Committee
Chairman Bill Archer (R-Tex.), who has
set tax reform hearings for June.

The campaign has struck such a pop-
ulist chord that a massive restructuring
of the tax laws seems inevitable. The is-
sue could become the economic center-
piece of the 1996 Presidential election.
And if a Republican captures the White
House, federal tax laws could undergo
their biggest rewrite in history. To GOP
strategists, cutting the budget is just
the first step toward downsizing gov-
ernment; overhauling the tax code 18
next. Even if President Clinton 1s I€-
elected, the political momentum is such
that the U.S. should see a major redo.

“For the past 15 years, all we've done
is tinker,” says Larry Langdon, tax vice-
president at Hewlett-Packard Co. ‘W‘f
need a fresh vision and a fresh start.
Agrees Senate Finance Committee

N
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Chairman Bob Packwood
(R-Ore.): “The mood is
there. The public is wait-
ing for this.”

While the anti-income
taxers agree on the prob-
lem, they are deeply split
over the solution. Each
vows to raise the same
amount of money as the
current income tax sys-
tem, but by very differ-
ent routes. Some, such as
Armey and Packwood, fa-
vor the flat tax. For indi-
viduals, it would tax all
wages and pensions at a
single flat rate t?ut ex-
clude investment income.
Business, meanwhile,
would pay tax on reve-
nues, less the cost of la-
bor and capital.

Under the ﬁat'tar‘f, as
well as the hybrid “Usa
Tax” designed by Senate
Budget ComBittee _C‘}:lim?é'-

ete V. Doment -
glalr\ldl)) and Senator Sam Nunn (D;(}.:Ta.a)sz
people would file tax returns mu h o
they do today. But the USA levy W ul
tax individuals only on what they z}lJlem:
rather than on what they earn.ef
vestment income would be t;a.x:dal erredsts.
Business would dgdu:lt all capital costs,
ages and salaries. ] ]
2:::;?; ngﬁw Other reformers, méli:g-
ing Presidential candidate Senator ‘L oo
ard Lugar (R-Ind.), back 2 natio o
tax. Levied only on retail pwscgzz o
would operate much like stateR S en-
es do. A fourth group, led by Rep
tative Sam M. Gibbons
(D-Fla.) and Senator Er-
nest F. Hollings (D-S.C.)

FLAT TAX

Top individ

il A AR
America’s Dueling Tax Plan
THE CURRENT INCOME TAX A'top rate of 39.6%, riddled
with loopholes, favors consumption and debt over savings.and’
equity. Taxes dividends: twice: Simple for;most individuals-but
agonizingly complex for business and anyone who.invests. . -...

practice filled with multiple rates and exemptions. Credited to i:
exports but imposed on imports. =i Wl o isra

business and individuals;, with ro deductions or credits. Re- ™
moves the tax code from investment decisions, favors neither -* " _ p

debt nor equity, capital nor labor. A big personal exemption im-" mists, who believe that
proves progressivity for working families, but the wealthy get ' "
the biggest benefit. Top rate about 20%. -~ - . .- = [/

USA TAX A hybrid that favors investment over consumption.
No tax is paid on savings and investment.but is levied-on < = 2
spending. Much like a VAT, except tax is paid annually rather

than on individual purchases. Personal tax works like an'IRA. _

ding on which tax-reform scheme U.S. lawmakers

% consumption taxes. Unlike
the current code, which
.- taxes income, these pro-
posed levies tax you on
- what you buy—not what
4Z you earn. With the sales
""" tax and the VAT, the levy
: is collected at the time of

Tax Plan

;I-A—L-IEE:A—BBED TAX An f?fegf al partofthe:tax systems of L% purchase. With the flat tax
most industrialized countries. Levied at each stage of produc--.... and the usa tax, you sim-
tion and built into the cost of goods. Simple in theory but.in ;.:; ply deduct savings and in-

1 vestments from your tax
- base, so that you're taxed
i only on what you spend.

i While these variations
are trivial to macroecono-

In its pure form, imposes tax at.a single. rate-for

" l‘/ﬁ

any consumption tax
would spur savings and
. investment, the differences
. are vast for taxpayers—
¢ and politicians. Exporters

. would reap a big windfall
&gfler iihe USA and VAT
ual rate is 40%, but workers ‘anvd _employem get B ' creg?{ fg:.czotg‘;sf ;’m?{f;eg
o overseas—a benefit not
..~ . provided by the flat tax.
In contrast, under Armey’s flat tax,
wages are deductible for business while
taxable to workers. But with the Nunn-
Domenici tax, companies lose deductions
for labor costs, while individuals are
taxed only on the wages they spend.
“The most interesting dividing line is
between labor-intensive and capital-in-
tensive businesses,” says Price Water-
house Partner Peter Merrill. “Repealing
the corporate income tax is not neutral
across industries at all.”
LOSERS. Overall, the flat tax would pro-
vide a generous tax cut for many indi-
viduals, but it would be
funded with a big tax hike
for nonfinancial corpora-
tions (page 86). Companies

to repair—rather than rep! e cur-
rent income tax. Senator Bill Bradley
(D-N.J.), an architeet of the 1986 Tax
Reform Act, would like to close loop-
holes and lower the top rate to below
30% from the current 39.6%. And Pres-
ident Clinton, worried about having to
defend the current system in his reelec-
tion campaign, is searching for an al-
ternative that aides say would boost
savings while preserving progressivity.

While Clinton talks repair, Republi-
cans vow an overhaul. To economists,
all the GOP variations are essentially

How They Stack Up

favors a European-style Depending © . ; : hooked on debt—real es-
value-added tax, which choose, individuals g‘lgpbusmessesiﬁ;uld recelve radically tate developers, home-
would be imposed at :;Ch arate tax b ﬁ}lilders, and some man-
stage of production, rather acturers—would lose
than just at final sale. THE |M|’AGT VARIES WIDELY AMONG COMPANIES... their most lucrative write-

The front-runner for - i CORR i yRMEY FLATTAX usaTx ; sxwr  Offs under all of the con-
the Gop Presidential nom- g msll’l,:"‘ § INCOME TX: oo™ 5% SAulllr&ptlon-based rewrites.
ination, Senate Majority  ¢1 MiLLION- : no one has yet fig-
Leader Bob Dole of Kan- — /0 picTURER $9.941 | $13899 $16,825 $19514 | $15336  ured how to tax Anancial
8as, and his chief rival, companies, such as banks
%enator Phil Gramm of SERVICE cuMPANY; 8,142 + 12,387 i 14995 ; 15086 : 21913 4q msg;'ance companies—
exas, both favor rewrit- / a possible deal-buster.
ing the tax code, but nei- puT INDIVIDUALS USUALLY PAY LESS tax'V’V'hatever their specific
i olan Dole and House ' WOOKE OUMRENT: __ MMEFATTR __{UATKers agres. o1 o goals
Speaker Newt Gingrich X LABILITY L i % ;1% : B% Income should be taxed
(R-Ga.) have dispatched FOUR $75,.000: $9,121 ¢ $6,155: $6,878 : $8,326 | $8,894 ﬂl;’s' onee, and the current
ok Kemp, 8 007 Lot s FAMILY OF 160.000% 28,4157 13296 14360 | 17988 30704 consumption, choeni “ho
orm stalwart, to desxgn a Rt Ry ' ) ) , endSl(limptlon should be
Doy nat thﬁnﬁﬁguigh%asn 300.000% 77,29 4,262147,283 | 57,177 77,205 nauinal“é‘;ﬁng“;hiat‘i' S

can pri -

Mganwhﬁe, some Demo- ——l inCOME  OATA. ECONOMIC POLICY CONSULTING GROUP, PRICE WATERHOUSE ggong the lowest in the

crats are devising their — .pgiudes busines Industrialized world. And

own less radieal proposals
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The flat tax ditches cherished deductions for
mortgage interest and charitable donations

economists believe stronger savings will

translate into increased

investment,

which in turn is key to future growth.

There is little doubt such economic
goals are important. But public support
for tax reform is being driven by some-
thing quite different—2a desire for sim-

plicity and a widespre
many payers are shafted
rent system. “First of all
the IRs,” says Gingrich
Grover G. Norquist, P
antitax Americans for TaX
a great idea to eliminate
and branch.”

A new poll for Anderse
reports that 59% of the
American public believes
it is too difficult to fill out
federal tax forms. A_‘X“d
even major cor’pﬂl‘_ﬁ“?l,c'“S
find the law mystlfyflng-
“Our existing system s0
overwhelmingly COmPI?)E
that it’s draining 2
trative resources 0%
taxpayer side and 0P
government side,
Lisa Norton, tax counsé
at Ingersoll-Rand Co.
BOON? Still, much 35 tc}lle?;
hate the curé‘er}tegg -
complexities, busines=..—
learned to Live with ltSO
or even profit from it. an
while reform may be e
economic boon fOr o
country as a whole, » .
transition ¢
ic industries, suc¢

Is radical refo
economists t

the
the

economist Lawrence o de W1

co
replacing the current

ings-enhancing gales
the nation’s stoc
by as much as

ment would sput
off: Living standar

ds WO
Cc
to 18%, he argues:

have been challenf:;e they

some reformers COPC= n]

antee major gamns- . pomé

2 " S
crease savings’ ask ¢
ve

onuld be 3goeal 8state-

ad belief that

by the cur-
people hate
flatly. Adds

resident of the

the IRS root

n Consulting

tailor-made for a public that is fed up
with often-incomprehensible rules and
overpriced accountants. Unlike the cur-
rent IRS maze, it’s nothing if not sim-
ple—add up what you make, take a big
standard deduction, multiply by the tax
rate, pay the tax, and get on with your
life. But there’s a price: ditching some
cherished tax breaks, including deduc-
tions for mortgage interest, state and lo-
cal taxes, and charitable contributions. “I
want to capture every penny of income
in the tax base and subject it to taxa-
tion only one time,” explains Armey.
“The taxpayer would get an honest tax
bill that’s simple and direct.”

Flat Tax: Boon or Bane?

According to an analysis by Price Wa-
terhouse—using 1991 return data—if
the flat rate was 19%, nonfinancial cor-
porations would pay one-third more in
overall taxes than under current law,
while individuals would pay about one-
third less. Income from sole proprietor-
ships, partnerships, and the like—now
taxed at the individual level—would be
reported on a separate business return.
The Nunn-Domenici tax scores high
for being fair and encouraging savings.
For business, the plan is similar to a
flat tax, except that wages are nonde-
ductible. This could hurt labor-intensive
companies, but they get a big break in
return: a full credit for all

Social Security taxes,

which now shrink the bot-

tom line. U.S. manufac-

INDIVIDUALS GET . WHILE CORPORATE turers, especially bi
, especially big ex-
A BIG BREAK... TAX BILLS JUMP porters, should like the
250 250 usa Tax. They would get
an immediate write-off for
200 200 :::::\fﬂ‘r‘ulﬂu capital investment. And
AT 23% goods sold overseas would
150 be exempt from U. S, tax-

es, while imports would be
taxed at the border, mak-
ing them more costly.

A BIG IRA. Nunn-Domeni-
ci’s individual tax essen-
tially creates one huge
IRA. People would take
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For business, Armey’s tax would be
levied on cash flow. Companies would
take total income, subtract capital and
labor costs, and pay a tax on the differ-
ence. They could immediately write off
all costs of producing goods, including
capital investment and wages. But the
cost of money—raised through debt or
equity financing—would not be deduect-
ible. Manufacturers that buy lots of new
equipment would benefit; companies that
are heavily debt-financed would suffer.

Exactly what Armey’s flat rate would
be is hotly debated. He publicly sets it
at 17% but concedes that won't raise
the same revenue as cwrrent law. The
Treasury Dept. figures the rate would
have to be about 23% for the tax to be
revenue-neutral, while flat-tax guru Hall
estimates 19%.

Regardless of which number you use,
corporations would take it on the chin.

they save and invest, and

pay tax on the difference.
Reinvested dividends and capital gains,
money deposited in savings accounts,
and investments in stocks or mutual
funds would be deducted. So would
some mortgage payments, charitable
contributions, and limited education
costs. And individuals would get a cred-
it for payroll taxes. The levy would re-
semble a sales tax, but people WO
pay annually or quarterly, rather than
every time they made a purchase. Wi~
ners and losers can be summed up Sif
ply, says Nunn: “Those who save will
pay less taxes than those who spend.

But the Nunn-Domenici tax is by 1O

means simple. And neither it nor the
flat tax would shutter the despised IRS-
That’s why some pols would dump the
income tax system entirely and replace
it with a sales tax. No more forms. .
more withholding. No more scram ling
for 1099s. And no more IRS.

P —
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Archer, who dismisses even Armey’s
flat tax as too timid, vows to “tear the
income tax out by its roots.”” He wants
to repeal the 16th amendment, W ch
established the federal income tax 2
Years ago, adopt some type of natior
sales tax, and scrap the tax agency- e
even hints that he would eventually ¢
Place the Social Security and Medicar®
Payroll taxes with a sales levy. Archers
top objectives: “Get the IrS out of our
individual lives” and exempt export®
om tax,
_So far, there are two sales taX i
Slons gaining currency—a retail 1evY
and a European-style var, which WO
be set at about 5%. It is paid at eve-?_’
stage of production and is usualy hII 5
den in the final price of a product: o
Europe, though, vats have becomé qu
complex and riddled with exceptio™S
The national sales tax would be Inllt
Posed only on the retail pUI'Cha'ser'hus
could be collected by the states: .
eliminating nearly all of the fede be
collection apparatus. It woul Bo be-
afiministratively simp]e——unless it th-
gins exempting food, medicine, and 'Oiorl
er essential purchases. Backers enﬂsn
a levy of around 20% on all goods 2
Services, even though such a helty & ..
hike could generate substantial S
shock among consumers. Archer Sa 3
the price jump would be offset h);re
sharp rise in take-home pay, sinc® . tar-
would be no income tax. But t0 hbeh ck
ians who support a sales tax, the 3 ople
effect is its great virtue, “T want PEh
cursing the government every time

e

go to the 7-Eleven to buy 2 grap

Slurpee,” says Cato’s Moore. curse
A lot of people, however, WO dIt’ s in-

the sales tax for another reason:

..

herently unfair to the poor, who con-
sume a much larger share of their in-
come than the rich. In fact, the vari-
ous consumption tax schemes are
distinguished by how they attempt to
achieve fairness.

The flat tax addresses the problem
with two rates: zero on roughly the first
$36,000 2 family of four earns, and about
90% on everything above that. Such a
scheme is great for those at the top
and bottom of the income ladder, but
Treasury figures that families earning
petween $20,000 and $50,000 would actu-
ally face a big decline in aftertax in-
come—about 4.5% under a 17% rate.
BIGGEST HURDLE. Nunn and Domenici
would maintain progressivity with mul-
tiple tax rates and with their payroll
ax credit. But they also pay a price: a
top rate of 40%—twice that of a flat

—and more complexity. Backers ofa
retail sales tax are mulling creative
ways to provide everyone with about a
$5,000 credit—such as sending a check
to every American with a Social Secur-
it number.

Solving the fajrmess problem, howev-
er, Pales compared to the challenge of
managing an orderly transition to an
entirely new tax code. “One of the
piggest urdles is how you get from

ere to there” says Charles W. Rau,

ho heads the tax department at MCI
Communications Corp. One example:
Many financially struggling companies,
guch 25 LTV Corp | have stayed afloat
py relying on old net operating losses,
which theY can carry over from year
to year: 110Se logses would disappear in
o consumPLOn tay and troubled compa-
nies won't easily give them up.
LikeW1se, there’s the shock to the

k&I want to
capture every

| penny of income
in the tax base
and subject it to
taxation only one
time. The taxpay-
er would get a

" 1 8E . 1
s | |)ill that's simple

and direct??

— RICHARD ARMEY

housing industry. This year, residential
housing is being subsidized to the tune
of $30 billion. Eliminate the deductions
for mortgage interest and state and lo-
cal property taxes, and the real estate
market could plunge into turmoil.

The National Association of Realtors
is already gearing up to do battle. It’s
begun forming alliances with commercial
developers, farmers, and other business
groups that rely heavily on debt finane-
ing. Another possible ally: state and lo-
cal governments, which would lose their
tax advantage for municipal bonds in a
world where all investment income is
treated alike.

The prospect of fierce resistance from
such powerful would-be losers convinces
some veterans of past tax battles that
the current income tax will never die.
Bradley, for one, thinks the eventual
outcome of the tax debate of the ’90s
will be a rerun of the '86 overhaul—
“lower rates and fewer loopholes.” But,
in truth, it's too soon to predict a firm
outcome. “Where we end up won't look
anything like the original ideas,” says
HP's Langdon.

Certainly, the drumbeat for tax re-
form keeps getting louder. At the very
least, the next Presidential election will
set the stage for another dramatic re-
form of the current income tax code.
And if the Gop takes the White House
in 1996, the next stage in the Republi-
can revolution may be a new federal
revenue system. The result: By the
turn of the century, the U.S. could well
become the world’s first industrialized
nation that won’t have an income tax to
kick around anymore,

By Howard Gleckman
in Washington
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Editorials

A FLAT TAX THAT AMERICA MIGHT BUY

et you can’t guess how much it costs Americans to file
their taxes. The tax code has become so complex (3,458
o i al Revenue Service gets

ages) and so intrusive (the Intern : -
Emgre zhan 1 billion Form 1099s annually to track interest, div-
idend d other forms of business income) that the cost of
e in billions of hours and billions of

i be meas _
zoilphaniidcfgdual Americans, including the self-employed

oda:}sl’;: owners of small pusinesses, spend about 2.1 billion
an

o their taxes, while big corporations
hoirs egc}; ye;.r__ggdbﬂ]jon hours—to pay their corporate in-
fale &t 108 cording to economists James L. Payne and
gom8 "TKES; ]?)(c:ﬂlar cost? About $57 billion for individuals and
Arthur %Ialli_or companies. Then, of course, there is the cost of
$17,5 bl!hfm the small army of government tax collectors—
maintaitng for 136,000 IRS and other federal agents.
$13.7 billion the d;«u:nbeat for a flat tax or some version of

No Wonefer tax is getting louder and Jouder in Washington.
2 consuIHPtiotT:‘ax system has serious problems. It does have a
et curZIEI;f compliance, but it is convoluted, opaque and open
- alation by special interests. Even the ongoing effort
to manipu L X with examples of special-interest lobbying.
to C.ut tmcesl-vr:,;,tives want a $500 children’s tax credit to bol-
Sﬂaﬂhcofn;;ﬂy investors and high-tech startups are pumping
ster the 7% %, < rate cat, Wall Street is championing an -
s, =, account, and there is even a tax credit for peo-
t:{p ivii‘fz:ig:pt All worthy causes, yet each one further com-
b ' ady arcane tax code and reduces the overall
plicates an alre

efficiency of the economy.

NO SMOKE AND MIRRORS
simplify- Simplifying the tax code accomplishes
Better to irst, it permits the markets to operate more
B t:iné wth and jobs—py removing government
Sensibly‘dboosomic decisions of businesseg and citizens. Income
od g d at the same rate no mgtter what its source,
g ta}:ie consumption would no longer be encouraged.
and 06D, o simplifeste” TEMOoves socia] engineering enacted
ool Slmps stem. Folitical choices heeome more trans-
e and ﬁ:ountabli. The true cost of government pro-
arent 29 clearer.
s bec'?mes :limpuﬁcation has breq a raft of PI'OPOS&IS,
The 1og™ ” others- The current, favorite appears to be
e-rate flat tax of Representative Richard K.
at would leVY_One 17% tay on businesses
R-Tex ith N0 d_eductlﬂlfs or creditg, Meanwhile,
Means Cha‘r_mif;l Bill Archey (R.Tex.) favors
tax, perhaps 1n the form of a valye-added tax,
A s 011 eachn:ut?nget;)f Production, Tren there is
which levies * | x USA co anPPOn tax designeq by Senate
ittee Chaum ete V. Domenici (R-N.M.)
Com™™ " \junn (D-Ga.). A legg radica] Dopmperstic
1986 Tax Reform, emo

es at the same tim;uld close loopholes

We favor a modified flat tax that would flatten the rate
structure into two or three rates and preserve deductions for
home mortgage interest contributions. Here’s our thinking:
Europe has had a vaT in place for decades, and it has become
a bureaucratic nightmare, with exemptions that reflect all
kinds of social-engineering policies—exactly what the U.S.
wants to reverse. Since America already has an income tax in-
frastructure in place that people are accustomed to, it’s more
efficient to streamline it, use it, and not build another one.

"That way is just simpler.

We also favor making one big political compromise with
economic efficiency by allowing deductions for mortgage
interest to stand. It is politically unrealistic to believe that
Congress would end this deduction for middle-class homeown-
ers. And estimates of the possible loss from fully eliminating
the deduction range as high as 15% to 20% of the value of
the nation’s homes. That adds up to a loss of up to $1 trillion
in householders’ net worth, the main source of personal sav-
ings. These amount to strong arguments for keeping the
mortgage deduction but capping the deductible amount of
the mortgage at $200,000. Totally eliminating the mortgage de-
duction would be highly deflationary, not only in terms of ac-
tual asset values but psychologically as well.

FOUND MONEY

The flat tax is also economically neutral, while consumption
taxes along the lines of the Nunn-Domenici bill favor invest-
ment. The tax system should favor nothing. Better to let
individuals and families decide how they want to spend their
earnings and let the markets determine investment flows.

Finally, by using two or three rates and exempting in-
comes of, say, up to $36,000 for a family of four, a flat tax can
be designed so that it doesn't fall too heavily on the poor. All
flatteners agree that the poor should be totally exempt. In the
1980s, former Representative Jack Kemp (R-N.Y.) and former
Senator Robert W. Kasten (D-Wis.) suggested a plan with two
brackets—20% on wages and salaries and 25% on other in-
come—that also preserved deductions for home mortgages
and charitable contributions. Senator Bill Bradley (D-N.J.) and
House Minority Leader Richard A. Gephardt (D-Mo.) came up
with a plan with three brackets: 14%, 26%, and 30%. Both
plans tried to lower the rates and broaden the tax base
while making the tax system more neutral than it is now.

The U.S. was headed in the right direction under Ronald
Reagan with the Tax Reform Act of 1986. Unfortunately,
policy reverted under both Republican and Democratic Ad-
ministrations. Tax simplification is an economic and social
benefit. It's a wonderful chance to do three things: promote
growth while cutting the government, permit individuals and
businesses to make economically clean decisions, and give
back to Americans billions of hours and tens of billions of dol-
lars that they would otherwise spend on preparing their tax-
es. Now, that’s a sweet springtime thought, isn't it?




| In Trade Talks, a Duel of Statistics:

" | e

Common Ground
‘IsHardto Find . |

By ANDREW POLLACK |

TOKYO, June 15 — Anyone who
Won,ders why Washington and Tokyo ||
can’t reach an agreement on auto- i
mobile trade should try to answer |
these three questions: !

L. The number of car models sold
by American auto makers in Japan
with the steering wheel on the right
side, which is the custom in Japan, is

(a) 59
(b) 22

2. America’s trade deficit with Ja-

pan in autos and auto parts is

(a) getting bigger

(b) getting smaller?

3. Imported cars account for

(a) only 4 percent of the Japa-
nese market, far less than the im-
ported share in other industrialized
nations

-(b) 8-12 percent of the Japanese
market, about the same as in other
industrialized nations?

The correct answers are a or b,
depending on whether one believes
the United States Government or the
Japanese Government. In other
words, the sides are worlds apart,
giving new meaning to the old saw
about ‘‘lies, damn lies and statis-
tics.”

In an effort
opinion, both
been issuing a
fact sheets and counter
in a duel that has no doubt kept
Jower-level bureaucrats 0n both
sides of the Pacific toiling over thenf‘
spreadsheets until the wee hours 0

the morning.

to influence world
Governments have -

blizzard of statistical
.fact sheets

each side

Needless to say, way ek |

presents the figures ina
best suits its case.

Take right-hand drive cars. Japan
argues that one reason s0 few Amer-
| jcan cars are sold here is that Dé-
troit simply does not make cars fOlt‘
the Japanese market. It argues t;l?n
there just two American cars sol . Iie
Japan with the steering wheel onher-
right side — the Chrysler Jeep C !
! okee and the Ford Probe. he
' “No way, cries Washington- .-
Government says there aré .59 rig 0
hand drive models offered 1N Japgs
by Detroit’s Big Three, and 1 e |
published a list of them. (I fac‘»ho,s
list contains 60 models, but W

counting?)

The discrepancy is that Japan
counts only cars made by the Big
Three in the United States. Washing-
ton, however, includes cars made by
General Motors and Ford Motor in
Europe as well as those made by
Mazda Motors in Japan that are sold
here by Ford” It does not matter
where the cars are made, Washing-
ton argues, as long as the models
with right-side drive are for sale in
Japan. :

But Washington's view of what
constitutes a car ‘“‘model” is consjd.
erably ‘more liberal than Japan’
Consider the Telstar’sold by pm.sd
and made by Mazda. %

Washington lists 16 versi
small car and counts eacst:Og:eogthe
right-hand drive model. There's ;Sha
Ford Telstar II (18i-Ef) and the Te].
star 11 (18i-E) and the Telstar EH'
(18i-X), for example, not to ment;
the popular Telstar I1 (20i-X), whioh

also comes in a four-wheel-drive ver

sion. There are also two
the Telstar TX 5, two versir::: glfs }?f
Telstar Sedan and seven varieti o
the Telstar Wagon. SEt,
What is the dilterenc
tween the Telstar II (IBi-E’f)S:gEI blf
(18i-E)? According to one Ford dt ¥
er, the E has an audio system e
elgctrically retractable side-v:‘im:l
mirrors, while the Ef does nmlelw
other words, not much of a diff .
ence if al] one cares about s wh'er"
s“'jI; the steering wheel is on, a2
en there is the question of iyer -
how. Many new cars aremsc?lfdjl:)st
foreign auto makers in Japan, Wasp
ington argues that importe.d c:rs-

- make up only 4 percent of the Japa-

23?3 nTarket; Japan says foreign
percemakers captured more than §
B Olf the .mark_et last year.,
S t?1 :ulat‘mg import market
impm:ts asUmted States calculates

a share of all vehicles

zgi]dm;':ml"apan. Japan, however,
ing commz Passenger cars, exclud-
cars arguinma'1 vehicles and mini-
ers (!jo not rgeg;at foreign auto mak-
segments. ly compete in those

Whatever ;
compare wi:}? € figure, how does this
orts account f(‘,’:her countries? Im-
" Detween 33 percent

m
::u;hgs pzig::,t"}n“‘le Unitedpztates
t .

palty, ¢ bercent g, B0 i
an bt At Proves that Ja-

an’s market ig
i e 5
Americans say, f €ctively closed,

Japan begs tq g;
held by importg h;ffg& The_share
arkets around er big car
from only 5 to 1o WOrld ranges

says, not 33 to 55 DErE:il;:‘;emn Japan

As for the other nations, Japan
excludes imports into the United
States from Canada and Mexico and
imports into one European country
from another, arguing that these oc-
cur within free trade areas. That
knocks down the share of the market
held by imported cars in France,
say, from the 38 percent calculated
by Washington to only 5 percent.

What about the big picture? Can
the two sides agree on that?

The question of whether the Unit-
ed States deficit in auto-related

t i -
oraae with Japan is getting bigger or
curr simply depends on which
Inec?(iy Is used to measure it.
tween Oi_lar terms, the difference be-
mobile mports and exports of auto-
lion la:t and parts rose to $36.7 bil-
1990, ;. S2F from $30.8 billion in
Shru.nk 13m Japanese yen, the deficit
od, maj 1'4 percent during that peri-
ex,por[.ln Y because Japan has been
States, By fewer cars to the United
stantiall ut because the yen has sub-
dollar E,’ risen in value against the
lars h; the deficit measured in dol-
as climbed substantially.

pa?tssfsgut?e huge imbalance in auto
and the { Ing into the United States
flowing ¢ rickle of American parts
that s or: J apan, Washington argues
Japan be ething must be amiss in
g Sll!'plus(;?,use the United States has
rest of the “?('::Iod‘parts trade with the

w ;
valysetllal'en{);t Quite, says Japan. Tokyo
parts tha Nited States imports more
tries, in:] tt €xports with most coun-
and Franelédmg Mexico, Germany
United State The overall surplus the
with Canades crows about is mainly
Big Three aﬁ Japan says, where the
pPlants thay “e]we several assembly
from the Unite%ysi';?gy with parts




Point, Counterpoint

ide of the dispute between the Urﬁtgad States and Ja_pan over
aESt%r:nSc;gve trade can rattle off trade statistics that support its case.

How can both sides' figures be right? Through subtle differences in
what they count and how they count it. Here are a few examples of

the antagonists’ contradictory spins. '

Japanese

N erican
N A View

i
§
i View 1
i

"AUTO/TRADEBALANCE

' es's deficit with The United States's deficit with
Japan in automobiles and parts
is shrinking in yen terms.

ited Stat
The United S biles and parts

erms.

Japan in autom
is grow[ng in dollar t

5 trillion yen ‘

$40 billion

4 .
: ;t
2 i
1

: _

‘90 '91 '92 '93 '94

cwss ARG Sren Gond NANT NN R0t AR DO NOIE DWGLE AN NG W :.

il - ; B , ’
Imports’ 1994n5?:éﬁ13:nvgegll?le i Isrgfg:ﬁ Ja?[?;n,sg?cﬁuﬁiﬁg
salesai:‘1 jiﬂiké' is tiny- 1 mini-cars, is about average.
car f Britain
ritai : France
L x Germany
Germany 9’ taly bt
Italy »: e
| Japan 0 20 30 40 50% 0 5 10 15%

| 0

The deficit with Japan is not

L= | States's deficit with g
The UN! jnconsistent withits . unusual; the United States runs
Japan = i other countries. > deficits with many countries.
Taiwan
sz Spain
¢ Singapore
“1 Mexico
7_ Germany
France
Brazil
China
1993
_ ; Italy figures.
§ ;
985 1990 1994 Millions $300 600 900
nese Ministry of |
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e
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Professor Barbara Jordan, Chair

U.S. Commission on Immigration Reform

On behalf of the Commission on Immigration Reform, I am pleased to summarize our
interim recommendations on legal imnﬁg'ratipn’reform Let me note that these
re!acomm endations were unanimously or near tnanimously adopted by our bipzrtisan

Commission.

The Cprumission has concluded that a properly regulated system of legal immigration

is in the|national interest of the United States, gy, a system enhances the benefits of

immigration while protecting against potentj,] harms,
F

L . h a well-
B Imeml grants admitted through a well-regyy|agag System strengthen the United States by

creating|econo increasing America’s scientific and cultural resources,
st';'eng m%Mg our ties Wimlqﬁlter o fulfilling humanitarian commitments, and
st.ippohng family ties and famﬂy values that are oo Necessary to build strong

‘ ities. Purther, our‘ IEHETAnt tradition demonstrates to the world that

and ethnic diversity aré Compatip|g 3 national civic unity in a democratic

)

mic opportunities,

|
commy

religioud
and free counfry-

1

| | that there are ¢
We redognize, howeVel, Osts ag wel] as benefits to legal i ioration.
o .ated Wlth . (0] eg melgf

Some Tf these costs . Immigrants on the localities to

| ' . disproportionatels,
which [iHley migrate disp Y large numbers, When immigrants are less
well eC,thcated and les

s skilled, they may Pose econg
vulnerahle of Americanss Pamcul; r'ly those Who ar
L — times utilizeé public Serviceg dispr

eldeﬂ)‘ immigrants-
Y

mic hardships for the most
@ unemployed or underemployed:

Oportionately, as in the case Of

[
|
|
|
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The Commission believes that the basic framework of our current immigration policy is

,ormms
sound. | Howe
this ffamework to ensure thqt admissions continue to serve our national interests.

ver, the Commission is also convinced that major reform is needed within

the Commission recommends a significant redefinition of priorities and a
feall c%ﬁon of existing admission numbers to fulfill more effectively the objectives of

ur i igration gystem.

"0 bel specific, the Commission recommends a tripartite immigration policy that
J%erm ts the entry of nuclear family members, professional and skilled workers, and

I'Ffug be

1F0,000 visas annually "
immigrants until the moreé than one million people in this category are admitted.

We propose core immigration levels of 550,000 per year, with an additional

for the admission of the spouses and minor children of legal

Th | mission further recommends that admission levels be authorized by Congress
e (0.

for a gpecified time period I
v Congress: The system we recommend should go into effect one year after
4

piassagi of new legisl

‘order to ensure regular periodic review and, if needed,
gon in order to permit a smooth transition.
! mily based immigration, the Commission emphasizes nuclear family.

ith fegard to fa
VV 15 Pziori*Y system.fhat eénsures that the closest family
minor children of citizens and legal immigrants and parents of

e efe—spou® exPediﬁouSIY as possible. It is not in the national interest of

the Uthited States f0F quclear fa57lies o be separated for extended periods, as oceurs

Uinder clirrent Jaw order® :ln::re the more expeditious admission of nuclear family
' that WO flave been used for the entry of other relatives

this higher priority.

Ir:iemb eys, the number®
STOU.ld be reallocated to
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The lorig waiting time for spouses and minor children is principally the result of the
1986 law that gave legal status to those who had been here illegally. This backlog,
unlikﬁe others in the immigration system, is a One-time phenomenon and not something
lkely| t¢ be recreated after backlog clearance. Earlier thjs year I testified before both
Housds pf Congress urging the completion of the work of the Immigration Reform and
Gontro] Act with regards to employer sanctions—,, adopt the tough policies needed to
Verify etmployment authorization. Now, I ask Congress 1o complete the other
ﬂmﬂl\ed work of IRCA—to bm_lg 02 Proper end the legalization program and to do
sr in 3 way that does not undermine the rest of oy,r legal immigration system.

| . ismmigrat
VTlith tegpect to skills based gr ation, the Commission remains convinced that
eIﬁon supports 2 national interest jn helping U.s, businesses compete in the

= globa] economy. This national inferest must pe balanced by an equally compelling

natiorja] interest in deve1°P".?g American workforce with the skills to compete.

at
:f;gj | ohich unskilled v'vorker? have fq, too few Opportunities opened to them, and
ix{ which welfare refor™ will require thousands more to find jobs, the Commission sees
n? justiffcation to the con.tmue;::iys *funskilleq foreign workers — unless the
tationals for their admission © : © Serveg 4 significant national interest, as does the
a‘%imis n of nuclear family MEDES ang Tefugees,
U!hde’ﬂ the Commission® recommEnations, then, Professionals with at least a




SENT BY: i 6=15-95 & B:58AMI ; 2026735354~ 814 758 1148i# 5
’ . 3 . .t . - R

baccalaureate degree and skilled, experienced workers would qualify. Unskilled

workers would not be admitted for employment purposes.

Most fqreign workers would be subject to a Jabor market test to ensure that American
‘T’DrkLrF do not face unfair competition. The labor market test we envision would work
on market princip les rather than tedious, lengthy ang costly bureaucratic procedures.
Emplpyrers would be required 0 make a substantia] finania] investment into a private
sectod ihitiative that would be dedicated to the edycation ang training of U.S. workers.

I

|

| i k
| el WOrKers w r
A smaller number of foreign ho serve particuar national interests would be

ép(em tlfrom the labor market test. For €Xample, executives and managers of
| ; the U.S. :

ifterniational businesses help the S. compete i 5 global economy. Immigrant
| rate a8 signiﬁcant Numbey ofi T

entrepreneurs gene : JObs in the U.S. when they invest in new
|

. dividuals of :
commercial enterprises- Incl . E.‘xh'ac’rdmau'y ability benefit the sciences, arts,
s and athleflcs.

Eaug‘a ion, busines

\
I

. s o]l analyZIng our sygta
Tpe Cpbmmission 13 _gh_u 4 Kol for tem'porary admissions auu vWill JLAVE

n'_;iore to

to firmh gonclusions, —
ar € apri
Commigsion believes that 2 §riculture gue

referred|to as a revisitin

Unanimously and strongl}’ b

| ent policy ang
R;Egaréiing refugee resettler™ Sliey humanitarjan admissions, the

: that the Up;
S Nited
c:Dmmiﬁsicm stroﬂgIy afis rged rethink States should continue its commitment 0
also U

Tesettll refugees. We & Of refugee priorities in the context of the

4
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post Cpld War era. We believe that 50,000 refugee admissions is an appropriate target,

following the transition period recommended by the Commission. However, our policy

must also be flexible enough to address the now unforeseen refugee crises that could

erge. If circumstances require additional resettlement, we should be able to exceed

e 50,000 limit with appropriate Congressional oversight.

'l!_et me

i

incorpgration

turn now to the issue of Americanization. That term earned a bad reputation
in the 1920s. Nevertheless, we find it the best way to describe what the

pelieves to be an essential part of immigration policy — the civic

hen used
ominission

of newcomers. The United States is the most successful multiethnic

ry. It has united immigrants and their descendants from all over the

rratioﬁ in histo
commitment to democratic ideals and constitutional principles.

world dround a

i e B most visible manifestation of Americanization.
Natuzalization is the

i length with Commissioner Meissner about her commitment t
e ent to
I have spoken at sO™
| D

~atyralization. sh
| Th b lities at INS. Iapplaud her resolve in this matter. She has reached out

- to get their assistance in preparing legal immigrants for
me use this platform to do the same. I urge private industry,
groups and individual volunteers to redouble their efforts to

o has been pushing this issue within the government since she took

|
on her responsi
tc‘? the|private secto
naturalization. Let

ct urcheg, community , o
lj:ovi te|English Janguage jnstruction and Civics education to immigrants. ] remind
de

il?'lmig'rants that they
Almer]J can civic culturé

have a resPonsibility as well—to embrace the common core of the
civic values and institutions.

| interest in naturalization th : :
; ater On than there is a capacity to act upon
'p“tt present, there i8 BF € pacity P
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this interest. Large backlogs must be overcome as quickly as possible so that the nation

can ber
|

f{ed1 1kihg proceSSiﬂg time and backlogs for naturalization must be a strategic goal of
the feds

must

|
ﬁo cong
fégar"a
immi

efit from the growing commitment of immigrants to become American citizens.

iral govemmenf—*msf the courts, and the Congress. At the same time, INS

intain rigorous standards in processing applications.

lude, and if I may, to answer some of the critics of immigration who are calling
1stic reduction in admissions — Cultural and religious diversity resulting from

tion does not pose & threat to the national interest as long as public policies
L requirement of civic unity. We have benefited from immigration throughout

|
meet

Im- hTt pry and I have every confidence we will continue to do so.
0 ’ ‘

|

1

0 answer your questions.,

i *fwou.Ld be PI'E’aS‘ed ¢
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|
. FACT SHEET
i CIR RECOMMENDATIONS ON LEGAL IMMIGRATION

dfene I|IRecommendations

The Commission recommands a tripartite immigration poli .

membeprg, professional and skilled workers, and refugepas.[cll',nt gizﬁfo?'fﬁéh&?:ﬁsﬁf o

to take s{eps to address the continued aftereffects of the 1986 Immigration Reform agg g?:tfo?:ntg{ l-?ss
ct that

rovided |legal status to formerly lllegal aliens [legalized aliens].

misslon proposes a core Immigration admissions level of 550,000 per year, to be divided a
H it L] ]

he Com
f?llow -
! e .
Nuclear family immigration
l Skill-based Immigration f:gg'ggg
l Refugees 5 0' 000
The Cgmpmission further rcgmmends that Congress authorize 150,000 visas
h d minor children of legal permanent residents who have beazﬂr&laal[tmc’;l:; ﬁcri‘lt'ﬂ[:ls‘t:;

of the gpguses and
time ag the backlog IS
T‘Iw Cgmpmission recqmmends that admission levels be authorized by Congress for a spacified ti
perlod (6.5, three to five yaar:) t'ln ordahr tolensu_re regular periodic review agld. if needeg cl!zsllenggr;e
Congress. Thes» racommendations should go into effect one year after enactment In order to ensxrs a
smooth tr nsition.

eliminated.

= NPcla amily [mmigration

! ds a prioritization of famlly relationshi ;
The Commission recommen L : 1ships to determine who will be i
' ily-based immigration, Wl’!‘“b?dmf‘t“wn numbers going to those who are of the hlghzg:nplt:iz?ity
extent thet ylsas are EV?: ?l ‘:.a G;Fhe demqnd In higher priorities is met should visas be '
lable to lower priorities. Fello ing this reasoning, the Commission further recommends:

: minor children of U.8, citizens should contin
' o |The spouses and N o e il irior ue to be admitted as the first
! 4. Alsotobeéd mitié this priority are the small number of adult chl

ptiority. Al n parents because of 2 meatal oy ohycica! Sisability. Idren dependent
zons should be admitted as the second priority. Bei

. Being mindful o i
ks Gfﬁglﬁiﬂts may pose for the U.S. ‘:ﬂxPBVegr if these Irfu;{:f?d;:loatlznnal'
malag?nissi oii 61 pa?e:&dsﬂfﬂﬁ'd and similar programs, the Commission
, - e contingent on a legal

Affidavit slgners (petitioners and/or coguarantors) sheogulc:yperacr:\ff?dr:?able

8. citi
negative lrnpacfz

that they indeed h :
fabla assuranca ! ave the capaclt to provi
i Xfe frilnianclal support to the Parent immigrants; and Y 10 provide what may be a lifetime
i f the :
| (2) Verifieble aif,ur?:::n?shou?;’::;?,?fa(zfgf,’ privately or through buying into Medicare
woath the arage for the Parent immigrants, ially fair price) of what may be lifetime
| ated to & ! i
® [THird priority stiou o arl1|10bcef of &dUI?O:!‘?Iladsrea "fi minor children of legal permanent residents
[LPRs], and the sméll 1 N dependent on LPR parents because of a mental
L prphysical disability-
ignt additlo _
;ha Cormission recommends suf:f:g‘ orles that r":;gll:‘mblar_s. on an interim basis, to eliminate the
ofat;klog infthe tamily admlssion "l?‘ aination of the ragy within the new immigration system. The addition
150,000 visas will permit e &% gular LPR beneficlary backlog within three years and
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the legaljzation beneficiary backlog In eight years.
'Tha Cpmmisslon recommends elimination of other family-based admission cataegories, includi
i » including:

dult, unmarried sons and daughters of U.S, citizens:

I ®
' . duit, married sons and daughters of U.S, citizens:
' e | Adult unmarrfdd sons and daughters of lagal permanent residents, and:

. o | Siblings of U.S. citizens.

!

The Commission recommends that the Department of State

rr)anneq tb ensure that all authorized family-based immigrant gnd%l:sr:g: lr:fzr\:::r':sllance systemina
The C ission further recommends that the INA be amended to address bgtte atll;e i cach year.
ptobler ¢f certain allens, by establishing that a person entitled to status at the tinl; © aging-out*

shall continue to be entitled to that status, notwithstanding his or her age. ® & petition is approved

SLdII-B sl:d Immigration

The Caminission recommends that the preferences for the admissi ¥

to reflect tWo ?ategoriifels: those subject to a labor mark‘:;t‘t?:sts.k\l«lr'htl:f‘hs \emdelmm}%rams be

nd those who, for significant, spacific policy reasons should be exempt fr o"r’fgucﬁx:'e:g to be
or

orgarjiz
the norm;|a

rnjarket test.

e |Ekempt workers should include those Individuals who

who hold no potentlal for undermining the Bmploymenﬁ; ?or:;?a :v.gl ag:gfrate economic growth and
rkers. The following-individuals should be exempt: emuneration of U.S.
1)(a) Indlviduals at the very top of their chosen field whose ext
; )(, aducation, business, and athletics is demonstrated by sustalm:;cc‘!“:"aart!iloﬁbal!l Ig ii':\tu‘le e,

laim and whos® ac_hle\geme?sts have been recognized In the fisld through ext emi?’l'ﬂatlc:mal
cumentation, of (®) tndlvldlf:lald \;tho have demonstrated the potentlal for extraordlnae

their chosen field through extensive documentation, including the tgstlr'xony of

in
adhlevement ognized experis.

nd executives of intemational bueinesses. Greaters
hat only bona fide internatlonal businesses benefit fri:fr;gttlf;lasl";Iascvlrlnc:St be putin

(@ Managers &
‘ pliace to ensure t

i (3 Enﬂ'epl'er'leu"s

nmber of Jobs for A
) of individuals ordained by a rejigi ,
imited number & " y a religious denomination i
i i llg.;gl oandfg? ;gfn{se:g: i;‘ém? r:groad during the twoa;‘:a?aﬂ}rel:nzee'gla‘::;
| » o N
Pfﬁced'"%m‘:?i%% - nprofit, religious organization in tﬁe'ml;zg %yma I’B.llglous denomination

having 8 on . |
n workers PRITE B e oy metod Statce on the basi of an ofer of
S nent employment 8N - ore neededy ose who have attained a baccalaursate or high

g or thos® an level. Ajl sué: 2lflfjobs that require a high level of spacific sk?llser
v the entry or jou T estlc fabor markst ers of employment will be conditioned on an
i ppropriate test of the €0 jse dieadvantagag p 0 engure that qualified American workers are not
| elng displaced of other# mption from thg | K"‘“ employment of Immigrants, unless that
! osition qualifies for an . abor market test as defined above. These
| afegories Include:
|
|

whose active investment in new co ' i
merican workers in the United Startne':.em‘al enterprises generate a significant

. ced degre
1) Professionals with advah 97883, Including profeesors and rasearchers who do not

2
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financial inve.

that the employer
vjolators.

¢ |The employer

® |nlthe case of &80

n certification
y prevent the €™ 9 t
. en
) er than in &";g;ggzed only ©

evel can be 8

eet the definitlon of “extraordinary;”

2) Professionals with baccalaureate degrees, and skill
f spaciallzed work experience. The admission of enwej’ecglrl;;r?e\zgg:alrgl:lnrgugiﬁ;gl\xox::::

ih particular should be strictly scrutinized to ensure that they will have no adverse effect
on

Imllarly qualified U.S. workers.

mission recommends the elimination of the admission of unskilled workers. We see itti
2 e

'he Co
stific%ti n for admitting unskilled foreign workers into an economy that must find job opportunitles f
portunttles for

f unskilled U.S. workers.

misslon believes that the following four elements
abor market test: are fundamental components of a timely and

strate the bona fide nesd for a foreign worker i

employer should be required to pay a substaﬂ?;?;ﬁg:fg";’gﬁ“ﬂvege” of U.8.
stme;ltdfgo ; ;‘;@r:?ol:';‘;afe s|ectc;:- initlative dedicaied to ir'u.:reatsinagst;:estimﬁal

of U.S. ' ample, through education an ini

and not the forelgn worker, pays the fee, penalﬂesd gﬁ:ﬁ:ﬁf&x :::: ©

0 demon
orkers, an

mpetitiveness

should demonstrate that it has engaged in appropriate attempts to find a qualified

e employer &
ing normal company recruitment procedures that mest minimal industry-wide

.S. worker usS
ndards.
must pay wages that are at least 5 parcent above the prevailing wage.

nent resident status so obtainad should be conditional for a two-year period.

° sulting perma
The re g would be removed at the end of that period if the foreign worker is stlll

employer at the same or higher love! and if the employer demonstrates

nditional status
@ B2ME K been paid
ge has paid. The foreign worker could obtain a waiver in situations

ployed by

iling wa
that the prevail clrcumstances, such as la
reva , ' yoffs, busl
; : o nﬂcl,p tod e Id b oy ness fallure, or untalr labor practices

e for market adju
ility and allow stments, the Commilgsion recommends that skill-
greater fle);r"ba fiscal year be carrled over to the next year's skill-based nu$bers. ® that el

not use

egerement

s that the United States should continue its commi
ission strong!y fz ements mitment to resettle

humanitari i
gy c'vf nitarian protection for the persecuted. The Commission

s one of €€ o imterim basis:

ds that, on 3
o mission qurmbere pe allocated each year to the entry of refugeas from overseas.
000 admi
g President m hori i iti
oncy, the ay authorize the admission of additional
%T&reg e rgency lcircum_stam:es. necessitating such action. The Corrrgi;:%:es
Sraency admissions with a two-house veto of the Prasidential action,

uations, any rafugee admissions In exc t

oy 3°"n the affirmative act of Congress. 3% of the 50,000 admiasian
ugh assessmant of the critari

a mqfo a used to admtit refu

mm.aﬂds | igoue spacific recommendations— which may includgee:\%;?f.;caﬂon of

isslon reco wi i
n n refugee resettlement in conjunction with the Commission's

l’eqamem miss!
the ,meme t. The Com a:l:‘; wheduled for the end of 1905.

m|recommsn
fe Ort oq‘ I m

datlon® n
migration

3
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grant Admissions

The Cdmmission believes that both immigrant and no .
of an integrated lmmlgrat:on system. Although we aren Lrgzlr%r:gn ts:g?lflisu:Slons e b gonsiderad as part
nonimmigrant issues until we have completed a comprehensive review “r;cgga ,':l:;'ﬁ',":;:: $°3t

® 8 Commission Intends to examine in dept .
sfudent systems and their relationships to ::r;:':ngﬁ?‘;m’,gmt temporary worker and foreign
on.
® e Commisslon bellevas that an agricuiture guestworker program, sometimes referred 1o as &
" re!

vised “bracero " program, Is not in the nati
tHat such a program would be a grisvous mil:tt;ak!nterest and unanimously and strongly agrees

The Unite States is one of the most successful m -
! ultle .
and thelr descandants fror all over the world around a"lﬁﬁ.',“?t“,,‘,’“ in history. It has united Immigrants
nstitutional principles. Naturalization is the most visible manlfeesrt‘;:ig: 2?80:‘::% ‘Jiieals and "
clvic incorporation.

applicatjons. A to
pald by hafturalization applicants to support the impbmei'::{l gzn;ttehis:gtnc:?nt resources out of the fees
rategic goal.
THe Comnrmission urges INS to:
— e |Sét a standard reasonable time frame for Processing naturalizag
on applications.
~ national’and co
* i Cnploye recrultssm Inthe roc:‘ munity-based organization . ell
employers] to & process of naturalization applicatis' both public and private, [22 ¥
ons.
® sure that there are adequate numbers of pgrgonn
fqlclently. &l to complete naturalization processing
° rad il cortinize the naturallzation appjie,
fieati re that their original §Av?,“°"s o! all Spaclal Agricultural Workers [SAW]

lications to assu

urges private Industry, ep,
rts to provide English !a::‘: > Community groups and individual valunteers

commlSSIOI\
-1
ge instruction and civics education to

o redouble their effo

ports targeted outregq
for n

misslon sUp h :
Com aturallzation, Programs aimeg at informing eligible immigrants

ut the requirements
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,Pa,nel ’s PrOPOSGlS to Sla,sh Imm"gratEOn' ,.

Spur Intensé Opposition of U.S. Business

DAVIDSON
1L STREET JOURNAL

" Staff Reporter of THE A Business leaders
' WASI{INGTON '—- . tjon commis-
blasted a federal 'mn:um%er of foreign
| 'sion’s plan to cut country, calling it
 workers allowed into oempetiﬁveness.
R T
’ rs U.S. -
number of foreigh l;;norance of how
nies can hire shoWS € 40 s global mar-
business op;r::ltes Lrd, National Associa-
{(i?)tﬁ o?allvcllanﬁfactufers senior vice presi

By JOE

dent. <sjon 0N Immigration Re-
The Commis: d umng}egal immigra-
form recomrt!rll?“ educnﬂt:)g t:le r;g(l)no%%r
i one- ,000, to 100,000.
<t)1f0 nbzziness ) viSaSh e:gorsed the propos-
President Clinton "7, .ot a balanced immi-
als, saying they " oyes the most of our
gration policy ting the American
diversity whltea can better compete in
work force SO conomy.”
the emerging gr‘épresenting the interna-
But thos€ S d,sagree:

tional competitcr eign Hires

“rax’ Seen on psetting 10 the business
Partipularll); to charge th;m for each
leaders iS al!{Jel_ tney mre._tT at lE;:e. or
“wtax’ as oppg';t ensure that qualified
labor’marketﬂfers aren't displaced by im-
erican :
Am the bona fide need for
d to increase competi-
r 8 orkers, an employer
eqﬁifed to pay a substantial
should be T vate-sector program for the
training of American

n ar ding 1o a fact sheet from the
workers: f,co'rhe amount of the fee hasn't

et been re, adds the commission’s
purthermo e, employer must pay (re-

' n wages that
formati%,, workers! W are at
lc?uited forbove the prevailing wage.”

east 57 8% i1 number of business visas

Reduci jly cut the number of foreign
't rea y
wouldDd

workers, because the current demand is
less than the available slots, according to
Susan Martin, the commission’s executive
director. ‘Allowing entry of 100,000 skill-
based immigrants actually represents a
10% increase from the acétual number
of visas used, she added. L

But Phyllis Eisen, a NAM spokes-
woman,: says that even if that figure is
true, it’s irrelevant., Many more small and
medium-size businesses are planning to
enter the global marketplace and will
need foreign workers. ‘‘We’re suppose to
be looking to the future, not backward,”
she said. .
Motorola Aide Opposes _

James Burge, corporate vice president
of Motorola Inc., said that company ‘‘sup-
ports efforts to prevent unscrupulous em-
ployers from undercutting U.S. wages and
working conditions by hiring foreign
workers at cheap rates.” But reducing

immigration and charging a fee for those .

hired, he said, *‘will serve no purpose other
than to obstruct our country’s economic
growth potential in a world market.”
President Clinton said the proposals
are consistent with his pro-family, pro-
work views and called the recommenda-
tions a “road map for the Congress to
consider.” The road between the plan and
congressional approval, however, prom-
ises to be a controversial one, as those
favoring a more open immigration policy,
including Asian-American and Hispanic
members of Congress, fight the commis-
's initiatives.
arren Leiden, a commission member
who dissented from many of the recom-
mendations, said the proposed fee is in
particular trouble. “It's hard for me to
believe the House of Representatives is
going to approve a tax like this,” he said.
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Maf ket &7 lace1moyd Norris

[apan’s banks need shoring up if

s stock market is to revive.

BT used to look like Japan had most of the money
M in the world and was doing a good job of
gathering up the rest. Now its financial mar-
ets are shaking because of fears the financial
abric of the country is unraveling.

Worries about the Japanese banking system —
till heavily burdened with bad loans that were
nade to real estate speculators during the boom
ears — have helped produce the latest plunge in
apanese stocks. Share prices are nearing, or in
ome cases have already fallen below, the levels
‘eached in 1992, when it appeared that the market
had reached bottom after a sharp fall.

Moreover, the selling is coming in part from
fapanese insurance companies, which need in-
lome to support the guaranteed returns they
romised to palicyholders and have decided that
hey are unwilling to wait for capital gains on
tocks. The average Japanese stock pays less
han 1 percent in annual dividends. Last week
brought word that the insurers sold more stocks
n the first five months of this year than in all of
994,

That the worries are coming years after the
apanese stock market bubble burst is a testa-
Iment to the belief that the Japanese Government
would somehow stem the pain in the Japanese
banking system. Those problems, however, have
festered, and the apparent lack of a Government
olution has been one cause of the latest decline.
The Government released a plan last week that
was meant to help the banks, but it was widely
digmissed as being ineffective.

The Nikkei index of 225 stocks, the best-known
indi¢ator of major Japanese companies, has fall-
en 7 percent in the last five trading sessions and is
down 25 percent since the end of 1994. At yester-
day’sclose of 14,813.46, it is only 3.5 percent above
the low of 14,309.41 reached in 1992. If it were to
break through that level, it would be trading at its

lowest levels since early 1986.
The Topix second section index, the leading

-

The Nikkei index
of 225 stocks,
monthly closes
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~ close.
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index of smaller Japanese companies, fell just 6
percent over the five sessions, but it is down 32
percent for the year and has fallen through its
1992 low. At yesterday’s close of 1,457.44, it was at
its lowest level since Dec. 28, 1983.

For American holders of Japanese stocks, of
course, some of the pain has been eliminated by
the soaring yen. Measured in dollars, the Nikkei is
down only 11 percent since the end of last year,
and it remains well above its 1992 levels.

The short-term question confronting Tokyo is
whether the Government will risk public anger
and bail out banks that are in deep trouble but —
thanks to their failure to write down bad loans

made during the years of Japan’s bubble — have

not reflected that reality on their financial state-
ments. Some argue that the Government is trying
to prepare the public gradually for that, but
investors do not seem to be impressed by such
gradualism.

At the same time, Japanese investors are wor-
ried about the ability of the country’s industry to
make money with the yen as high as it is against
the dollar. ‘““There is simply no ability in the

export sector to generate earnings,” said Steven
Nagourney, global strategist at Lehman Broth-
ers. “What we have been going through is a
realization that there is no excess earnings power
in Japan,” in large part because of the currency
factor.

Robert Barbera, the chief economist of Capital
Investments International, a New York advisory
firm, argues that the stock market is also reflect-
ing the impending decline of the country’s huge
trade surplus. Much of it, he says, is now coming
from the export of capital equipment to allow
production to' be shifted to other countries with
lower costs. And, he adds, there are signs that
imports are finally beginning to penetrate the
country as protectionist walls break down in
some areas.

During the boom years, the stock market bene-
fited from the interlocking relationships among|
companies, banks and insurance companies, all o
which tended to own stock in one another. That
helped to establish and protect various corporate
relationships, including the close ties between
auto parts suppliers and auto companies that]
have lately enraged the United States.

But it also meant that the real equity — share
held by outsiders — was relatively low in corpo
rate Japan. Even when prices rose to unbeliev
able heights, Japanese companies were relativel
restrained in selling new equity issues.

During the post-1992 revival, the Governmen
intervened to effectively block most issuance o
new shares, trying to avoid increasing the suppl
of stock when there was limited demand. It alsg
forced large investments in Japanese stocks b
public pension funds. Those investments now loo
like losers.

Bank stocks in recent days have fallen less tha
the market as a whole, and the Topix bank stoc
index is still above the lows it reached in Marc
But that could change. Although the situatio
varies from bank to bank, it is a widely quote
rule of thumb in Tokyo that a fall of the Nikkei 22
below 14,000 would leave many banks with inadg
quate capital as the value of their shareholding
declined. It will be interesting to see if the Go
ernment is able to come up with more vigorou
action if that happens.
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'Sharp Decline in Job Stability Is F oun(ﬂ

By G- PASCAL ZACHARY
Staff Reporter of THE WM;- STREET JOURNAL
bilit declined sharply during
the{ggOSs ,t :ccor)t’iing to a new federal study,
contradicting spate of recent economic
studies that found little change in the
length of employee tenure with the same

emg‘l:g ‘;‘;u dy, by the National Commission
or Employment POlicy. & E77orment ad-

: Fanel. ound that employees with
xlsttl)g‘ * job stability, defined as only one

S ! g’ob changes in a 10-year period,
or n A ged grom 67% in the 1970s to 52% in
de“fgsos e el.-qentage of employees
the Y weak” stability, defined as those
with D ers at least three times
changi ag 10-ye period, doubled to 24%
duri™® the 1980s- Th study is to be re-
leased toda¥-_ .4 a decline, when others

. VtY’h')II‘ t?eldd:‘ I used are better for this
didn’ ? ar 155 e, said Stephen Rose, the
e

mist.
Mr. Rosé &

jbuted his findings to the
‘ 0 datd collected by the Univer-
reliance 0% . an's panel Study on Income
sity of Ilv(l:; Mlcmrgna;n panel surveys
pynamics: e over Many years, Qther
the sam_etgeop o have published papers on
econorm_sIi ty over the &asft two years, have
job stabi e vey daPo :;lom' the Census
relied 0P curref“ tg ation  Survey,
Bureﬁugoe o't track the same respon-
whic -
. job stability i i
dents- onof10 11ty is crucial to
The guesgwnwar dhm°§£ilty of workers,
evaluat"‘g rkers W 0 Switch jobs fre-
her voluntarll)_’ ornot — are
ee wage declines ang wil
jme accumulating pension
| e"iﬁ%"g'aﬁg declining sta-
penefitS: g bY oY hass layoffs
bility, Uellgrs, MAY BHain why those
cent Y%y well-P2sINg jobs lack con-
L5 0slack ¢

. re
$ith reasona

P—— —

In New Study, Contradicting Prior Data

fidence about their future — because they |
expect an interruption in their work lives.

Some other economists criticized Mr.
Rose’s findings, saying that while his
approach was innovative his measures of
stability may understate longevity.

After reviewing the study, David Neu-
mark, an economics professor at Michigan
State Univerisity. found that Mr. Rose’s
measures were ‘‘'Teal sensitive to short job
tenure and less sensitive to longer tenure,”
because they don't make any distinction
between employees with 10 years tenure
and those with, say, 12 years.

The study also finds the biggest decline
in stability for men in their prime-working
years. The finding is consistent with ear-
lier studies that, while finding overall job
stability steady, have reported a drop in
the stability of male employees.

Mr. Rose’s findings don't ‘“‘cast any
fundamental doubt on my work,” said
Henry Farber, a professor of industrial
relations at Princeton University who re-
leased a study in February that showed no
overall decline in job stabitity.

Mr. Rose contended that other econo-
mists are to0 sanguine in their assessment
of job stability and criticized their reliance
on Census Bureau survey data. He noted
that respondents have a natural impulse to
play down turbulence in their lives and
that the crucial question about job stability
in the Census Bureau survey was altered
during the 1980s, a shift that might account
for an inflated degree of stability.

.&'T,'}gﬁtcf‘é? ,lt“{;“ bias,” Mr. Farber
said, n't think that’s dri
Cosults.” t's driving my

 — e ——————————
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FINANCE AND ECO: IOMICS

The cost of inflation

No sensible policy-maker questions the view that inflation is a bad thing—
not in public, anyway. Since financial markets are always listening, any
thinking aloud on the subject is likely to be punished. Despite this, the evi-

dence that inflation hurts economies

CONOMISTS have spent a lot of ef-
fort trying to measure the effect of in-
flation on economic growth. Many gov-
ernments would be grateful for clear

evidence that it slows growth a lot: this™

would make it easier for them to justify
the usually painful policies that are
needed to bring inflation down. But the
evidence, such as it is, is none t00 clear.
Theory points confidently to the view
that inflation (especially the unantici-
pated kind) hampers growth. It inevitably
causes uncertainty about future prices;
this in turn will affect decisions about
spending, saving and investment, caus-
ing resources to be misallocated. Inflation
has other costs too. It may cause substan-

is far from overwhelming

~ECONOMICS: FO€cUs:.., |
sor of economics from Harvar,

visiting the Bank. Reporters géecl?xggntg)e,
largest measure of discomfiture for the au-
thorities wrote (incorrectly) that the arti-
cle proved inflation to be harmless. In a
week when th_e.gpvemment and the Bank
were being cntnqsed for their handling of
interest-rate policy (see page 55), this was
an unwelcome extra embarrassment.

3ov;:mall is harmless?

r Barro’s study takes care to avoi
standard pitfalls. One of these isﬁglscl‘ut)l:t%
ter:ln.cyfflu_:al connection between growth
and Infiation: both tend to rise in booms

ity that causation may not run directly
from inflation to growth. Instead, each
may be jointly influenced by some other
variable, or causation could run in theop-
positedirection, from growthto inflation.
He explores these channels of cause and
effect by using “instrumental variables™—
a statistical technique that looks for
changes in inflation caused by factorsout-
side the moriel, and acke whot affect these
“exogenous” changes have on growth.

Mr Barro duly crunches his num-
bers—and finds that an increase in infla-
tion of one percentage point reduces the
rate of economic growth by between 0.02
and 0.03 of a percentage point each year.
This may not be “harmless”, but nor is it
exactly earth-shattering. On these estl-
mates, a country with an inflation rate of
100% a year is sacrificing between twoand
three percentage points of economic
growth:a huge amount. Buta countrythat
reduced its inflation rate from, say, 7% to

tial redistributions of income an and fall in slumps, |
wealth—notably from savers to borrow" . s. In an analysis that ex i ise byonlyalitt]

N - risebyonlya little
ers. And if it discourages saving in this amines the connection between growth 2% would sce 1™ growtdl‘l £ ay 3(Zentage
likely to suffer all the more. . Splat : S po 1 - .md nds a (temporary) loss of

However, the statistical evidence 1S Intlation and Lo costly-—it Cema that took
less clear-cut. A scatter-plot of inflation 12 TCgrowth, 156050 | output and Jobs—goverr{metllts i\ld be
againstgrowth for a range of countries i3 " g' ?""mf: n“mgesnsf;lﬁ;shirmt price
meaningless jumble (see chart). It is al- w0 Spain warglr‘xlg?oﬁ:::(t):o ;ighg
ways possible to draw a crude line:0% New [ ———1—< o ) is hosts
best-fit through such data: depending g | S Sy Possibly out of countssy o l:,ﬁ:; up-
sensitively on the choice of period; it ol (o | “olpne Mr Barro is careful in his S5

y > OF PC that 3 | Pemat’— TG “The magnitudes . . . arenot that large . - -
wpu]gl slope downwards (indicating " g | Awwmia, 0 QFinland Oves lorg periods, however, an appar-
high inflation is bad for growth) or “ff £ swiﬁw entl smagll change,in the average gro
wards (indicating the opposite). BY jtse ¢ § Sty S ate-has dramatic effects on standards of
information on inflation and grovy'ﬂllﬁl Sge_ z | Follnay, ﬁlbfx’::egm" Japas living.” His estimates are “more_than
gests nt(l)'n straxghﬁ!-:vhard cortllr::c‘;'oes ion S mbourg enough to justify the Bank of England’s ?
tween the two. Which poses D) - J . bility.”

A - . rice stal llty' . 5
whether governments and ﬁr;anC'al mar 2 g kee?-ggg‘;is;: ;cﬁnts maybetterjustify the |
kets take inflation too senousdy. ote that o d ==y |  Bank's keen interest. One is that Mr Bar- ;

Before deciding that they do, It Source: IMF Per person, anual aversge 10's estimates are at the low end of the :
faw information on inﬂatxongpd;u:; ig- een | range established in previous work. Other
is no use at all. The Scé“g;s lt;gat affect  and inflation year t . reputable studies, using rival methodolo- :
nores the many other fac sk of  Scurethelong Y year, this may ob-  gies and data-sets, have produced estl-

mates of the effect of inflation on gro

Mr Barro dealer‘tel’m relationship (ifany).
that are five and ten times greater than Mr

growth and/or inflation. The .
flation ang grg With this by looking at in-

. th
econometrics is to strip away these.2

e v

factors so that the true connection: ¥ <5 30 years over a single peri ,

between the two can be seer eﬁd'eﬁ;t more tha;nﬁlc())rg 260 to 199°’g cop::g:g:é: Barﬁfﬁember also that the authorities’

say, this stripping is extremely : other ext, to ¢, Countries, rich and poor. mandate to fight inflation Wwas nPt .
ere s no end to the list of facfo’?t’)ly tors that affe 2ke account of the other fac- granted by a bunch of economists but, In i

than inflation, that might pla sixs have flation ag juct Browth, Mr Barro positsin-  just aboutyeverycountrywhereeleCtOfates !

said to affect growth (and whi single variables 5t one of many explanatory Jhaveasa by voters. Inflation is unpopu- |

to be filtered out). There 15 no “cdift  growth. Ty IS statistical model of lar. Thi s + mainly, if at all because ;

h e oth of lar. This is no that it hinders economic

educationg] o oS are initial incomes,

1 ople believe
tancy; aggr Zttt:mment and life expec- peop

growth. Rather, inflation is disliked in its

right” way to do thiS"’atheréo(r)iﬁxsingly
hy few politicians -

rent ways, producing 2

wide range of estimates- wed  governm Gonent and e ' '
i rﬁogt recent estima™® oy aﬁ:;thol’ exes tg ° Spending on educzg‘iegg'?,g,: OW'tl S,ghﬁ,f,}ﬁgsu?esg days by Promismg
attention in Britain in @ W&Y gf,g and’s the exten o T¢ some price distortiZ)ns me s:tgt on it—and ano et reason why
probably regrets. The Bank ?f n ricle  Craticrighye. . € rule of law and demo: Mr Barro’s findings call for no urgent e
new Quarterly Bulletin carr.les.;i profes— r Ban:)mvestment;and fertility. appraisal of any sensible governments
2 Lober arr. 2 diStmgWSh/'\als0 allows for the possibil- egcl))nomic aims.
78 THE £CONOMIST MAY 13TH 1995



18/05 '95 13:03  ‘B01753 830788 LTANHOPE ADMIN [@oo1
: 1001/015

Swan House
Madei

adeira Walk Telephone: 01753 830707
Fax: 01753 8307338

Windsor

Berkshire SL4 1EU

England (International Code: 44)
FACSIMILE TRANSMISSION

To: Anwar Shaikh From: Jon Craclnell
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Dear Mr. Shaikh

much ind_eed for replying so fully and quickly to my phone calls on Tuesday. I
ciate the nmet}losu took to explain how you arrived at the productivity and wage
o and the U-S. As it happens I also have a copy of the World Bark's World
also struck by the fact that the US data finish in 1987. A few morths ago I
i plotted the US data over _the yearlsi from 1977 to 1987, in order to compare them with data on
manufuctunng 131'0duGTII‘“"}"dS“E;J ed by the Bureau of Labor Statistics at the Department of

Labor. T was surprised 0 ﬁI:) i ahinver gence between the two series, (as I assumed that the World
Bank would simply be re-pubis th g data from the US government). When I asked the BLS what
gference, they sent me some information on the way in which the National

accounted for the
ar .
Income and Product Accounts are calculated, and there seems to be a different approach used n

the two sets of figures

Thank you very
very much appre
figures for Mexic
Tables, and I was

ot B %2 3&2&1 (1)3;,3 I discovered the full range of productivity indicators
ohich they P B el sect):) (e.g. for the business sector as a whole, the non-farm
business sector, e » the decline in r, non-financial corporations etc). 1 was trying to find
a good fit between aﬂa. ovar the period lreal weekly wages of "production and non-5pervisory
workers" (some 19.2% © ¢ the brod _9_73 to _1993), and increases in productivity. [ came to

ne © Productivity indicators fitted perfectly with the production and

conversati
blish for t

i t 1o
the concluston tha gyl _ -
ron-Superviso'y i Ga;:gthlzt, f:; L woulﬂ_i be defensible to use either the measure for the
whole business sector bl 1n0n-ﬁnanc:1al corporations. The respective increases in
productivity over the yets © 1993 are 23.2% or 28.4%.
thle

latiOHShiP between real wages and productivity is di d in the Economic
.o of the Te : productivity is discussed in the kcono
Thz? qchtzt?tute'S rece boqkiéh‘;&m of _WorkmgAmerica. I have attached some pages from
Policy Ins ages which I thought might be of interest to you.

their chapter o7

th best wishe®
N




Repeal of Alternative Minimum Tax

Stirs Big Business Backers, Opponents

By LuciNpA HARPER ;
w. STREET JOURNAL
Sta{{lﬁgii?lrlt\le(r}%{)?ic;r;;rations weren't

) h e hefty tax breaks they
satisfled with (:gublicans' Contract With

in the R S
Za::erliléa so they lobbjed and got one
more —'an exemption from paying any

tax'(le‘ilt":itrmflt;cus is the alternative mini-
mum tax, created in 1986 to make sure ail
companies pay some corporate income
tax, no matter how many deductions or
credits they claim. Firms that invest
heavily in capital equipment have !ong
disliked this requirement. They say: the
AMT puts extra bu(;i:';fff’s" em by limit-
i jation write-0llS.

Ing .?@‘;”Sfé?é‘ struck by how many compa-
nies said: ‘If you really want to do some-

thing for big pusiness, repeal the AMT,’ »

i Fleischer, spokesman for Con-
;gasuslrsn::Bill Archer, who added its re.

ublican contract after
peal tf’iatlh eta)l(i etl;reaks had been intro-
he entie toX Senate acton. ™
aits Se! n.
me'gl‘(;ll:zs?a%cn?sal:‘rlnfair," says AlliedSig_nal
Inc. Chief Executive Lawrence Bossidy,
wre oapalizes steel comPpanies and thoge
It pelrlleaVY capital equipment. Hgnce,
glléll']e is strong support for Its repeal.”
To Fight ‘Corporate Freeloaders’
ONot everyone agrees: tThe alterna-
. was created amidst outrage from
tive tax oups Who said that profitapje
citizen grs should pay some federal tayeg
compa}“ethe many available deductions
n l{he y technically owed none. Robert
meant director of Citizens for Tay
Mclntyre, = eader of the fight, says e
Justice a helped elimlr‘l‘ate no-tax corpg.
AMT hasloadersn who engage in a pleth-
rate (f,ge‘écono mically wasteful tax-ayojq.
ora of €O .,
ance activities:" - uyrr :vorks; Most
35% regular corpo,
companies P the?r profits, mim:'g rat;
ed by SUCh (ax dedyctjong
. Alternatively, compgpje
» minimum tax on profit o
must pay a;vithollt some of the deductions,
ig higher .
sg;f income i often high o,
jar taxable 1DCOME becayge’ge
than regUs . o offs, for example, apq ap-
n ¥ ickly under AMT proyigio,
q js that investmepg in
eara tion and developmem must

mining eXP oy over 10 YEars rather typ,

s explain why affecteq
the Tepealeq,

Thomas Usher, chief operating officer of
USX Corp., says the tax is ‘“‘pernicious,”’
“harmful” and puts manufacturing firms
at a “severe competitive disadvantage.”

But the Internal Revenue Service says
only a few companies actually pay the
AMT. According to its figures, the AMT
affected only 28,000 corporations a year
between 1987 and 1991 — about 1.2% of all
corporate filers.

Despite this small number, repealing
the alternative minimum tax would be
expensive for the U.S. government. Trea-
sury assistant secretary for tax policy
Leslie B. Samuels estimates that in the
year 2005, when repeal would take full
effect if passed into law, 76,000 companies
could then avoid taxes. These companies
represent 18% of all corporate assets, ac-
cording to the Treasury.

For example, in 1992 Texas Utilities
paid $19.6 million in federal income taxes
on more than $1 billion in profit. Without
the AMT, the utility company would have
actually received a tax rebate of $18 mil-
lion, Mr. McIntyre says.

Packwood’s Rationale

Even Senator Bob Packwood, chairman
of the Senate Finance Committee, has
reservations about repealing the minimum
tax requirement. ““We cannot return to the
days where people of immense wealth pay
no taxes at all,” he says.

Hank Gutman, partner at King &
Spalding and former chief of staff of
the Joint Committee on Taxation, says the
problem is that the U.S. tax system allows
companies to zero out at all. “'The code
should be made so that everyone pays a tax
without an AMT,” he says.

Still, others say the AMT is the best
thing available to make sure prqﬁtqble
firms pay something. ““The basic principle
for which it was established is valid to-
day,” says Yale law school professor Mi-
chael Graetz, “even though there may be

problems with it.” |
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By LOUIS UCHITELLE

- For all the advantage-to exporters in
this country, the sharp decline of the
" dollar in recent months is beginning to
hurt American companies in their ef-
“forts to éxpand abroad. It also threat-
ens to reverse the gains they have
made against foreign competitors in
the last decade.

‘Companies looking to raise their
presence abroad through acquisitions
. .are finding the price increasingly pro-
hibitive. Consider the Wall Street finan-
cier Sanford 1. Weill's ill-fated bid for
the brokerage arm of Barings P.L.C.,
the insolvent British investment bank.
Mr. Weill traveled to London in March
to negotiate the acquisition, only to
watch as “‘the value of our bid fell by 4
percent in a single week.” The Dutch
firm ING, bidding in strong guilders,
won.

Or consider Stephen R. Hardis, vice
chairman of the Eaton Corporation of
Cleveland, who reluctantly canceled an
expansion strategy that American
multinationals have pursued for years.
Eaton wanted to buy a big German

company to manufacture its electrical
controls and auto parts. But the falling

" dollar madesucha purchase to0 costly.

nwe will have to expand in Germany
slowly, through exports,” Mr. Hardis
said. ““That is far less effective than
having a local presence.”

Closer to home, some voices are
warning that the enfeeblement of the
dollar might undo much of the cost-
cutting that has been the guiding princi-
ple of corporate America for more than

a decade. .

Stephen S. Roach, chief economist at
Morgan Stanley & Company, thinks
1995 could be as much a turning point
for corporate America as 1985. In that
year, the resurgent dollar peaked at
more than 3 marks and 250 yen, crimp-
ing American sales overseas. Finding
themselves underpriced by their Euro-
pean and Japanese competitors, Amer-
ican companies stepped up a Te-
structuring binge — cutting costs,
shifting production abroad and hold-
ing back wages.

Today, with the dollar at 1.39.
marks and about 83 yen, the situa-
tion may be reversing itself, Mr.
Roach warned. The dollar’'s batter-
ing is lulling corporate managers
“into a false sense of complacency
that allows them to take their eye off
the ball in the global contest for
market share,” he said.

“Under the protective umbrella of
a weak dollar,”” Mr. Roach added,
“there’s the chance that businesses
could finally become lax in granting
wage increases to increasingly dis-
gruntled and overworked labor
forces. Such a trend would be partic-
ularly disconcerting, since so many
union contracts are up for renegotla-

tion this year.”

The falling dollar has raised that
very thought in the mind of Joseph
Uehlein, an A.F.L.-C.L.O. official. “It
is becoming a very good reason to
demand wage increases in contract
talks this year, gspecially in view of
the concessions that were granted in
the name of making companies
more competitive,” he said.

With the exception of its surge in
the &arly 1980's, the dollar has been
gradually falling for decades against
the yen and the mark, the world’s
two other most powerful currencies.
But no one anticipated the latest
plunge, to so low a level. The conven-
tional wisdom still holds that a weak
dollar can help the American econ-
omy by making American goods

— o~ —

| gfg | .ThéWoé_s of a Weak Dollar

+P7What’s Good for Exporters Isn’t Good for Everyone

more affordable for foreigners,
spurring exports.

The dollar's weakness has indeed
.increased sales abroad for Ameri-
can manufacturers. What's more,
the nation’s big multinationals have
found ways to insulate themselves
from currency swings. Over the last
decade, many have set up or expand-
ed operations abroad, and now their
new foreign revenues offset the de-
cline in the dollar. A thousand yen

‘Exports are rising
but that won’t last,’
says a company
president.

earned by Motorola’s operations in
Japan, for example, were worth $10
in January and $12 yesterday.,

What is getting less attention are
the negatives. For example, as for-
eign-currency fees to register pat-
ents overseas have risen, some com-
panies have cut back. They have
reduced the number of countries
where they pay for such protection
to keep their products from being
illegally copled and sold, said
George Gottlieb, a patent attorney.

“My clients are pruning their portfo-

lios,” he said.

Even people who should be rejoic-
ing at the export opportunities are
gloomy. The Will-Burt Company, an
Orrville, Ohio, maker of vehicle
parts, Is too small to set up its own
manufacturing plants overseas. But

exports to Europe of its rotating
lights for emergency vehicles are
booming as the low dollar makes
them cheaper in other currencies,

- Will-Burt is also getting more orders

from Caterpillar Inc. because the
American heavy-equipment mak-
er's overseas sales are rising as it
takes customers away from its big
Japanese rival, Komatsu.

Yet far from exulting, Harry E.
Featherstone, Will-Burt's president
Is nervous. “Exports are rising but
that won't last,” he said. “I've been
in manufacturing 45 years, and 1
have finally learned that when the
dollar falls, something goes wrong,
This opportunity for more exports is
going to turn out to be temporary
even if the dollar stays down.” '

Other companies, having spread
their operations abroad to. protect
tpemselves from currency fluctua-
tions, are now reluctant to shift them
back home to take advantage of the
weak dollar. Intel and AT&T, for
example, buy parts from Japanese
suppliers that might now be made
more inexpensively in the United
States. But neither company plans to
switch to domestic production.

“1f the dollar stays weak, there
will be some migrating of production
back to the United States, but only on
the margin,” said Lawrence Seifert,
AT&T's vice president for global
manufacturing. *“We - have. been
through this currency problem so
much that we are more or less de-
ployed globally, “and" that will not
change.”

Even so, many economists think
the dollar should rebound. “You cap.
not sustain a situation in which g3
yen, the dollar’s value today, will buy

mﬁ_‘_—-——___
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twice as much in Tokyo — twice as
much coffee, for example — as a

single dollar will buy in New York,” "

said Milton Friedman, the Nobel lau-
reate in economic sciences. By his

reckoning, a dollar’s true value is -

more than 150 yen, and therefore
raust inevitably return to that level,
last reached in 1990. b

“The dollar is not weak,”’ Mr.
Friedman said. “It is just that the
Japanese and Germans are out of
line.”

The latest plunge of nearly 20 per-
cent against the yen and 12 percent
against the mark is sorely testing
such an assumption. The dollar is
showing no signs of recovering to its
1994 levels. And Paul A. Volcker, the
former chairman of the Federal Re-
serve System whose anti-inflation-
ary efforts reversed the dollar’s de-

cline in the early 1980's, wonders if it

will.

«We have dug ourselves a kind of
hole that we can no longer easily get
out of because the implicit confi-
dence that everyone had in the dol-
lar, which has been amazing, has
eroded and it Is a real challenge to
restore it,”” Mr. Volcker said, “'If you
think American leadership is impor-
tant, that erosion is a negative.”

Mr. Volcker and other experts tick
off reasons why they think the dollar
won't recover. People overseas have
accumulated hundreds of billions of
dollars, particularly since the 1980’s,
and the outflow is worsening, reduc-
ing the dollar’s allure. Most of the
imbalance results from the chronic

trade deficit.

More recently, another big exodus
of dollars has begun. Mutual funds,
insurance companies, speculators

' |
‘The Japanese and
Germans are out of
line,’ says Milton
Friedman.

]

-

]

and pension funds, which once con-

fined their activities largely to the
United States, are investing billions
in foreign stocks and bonds.

The cold war, previously a major
reason to-hold dollars, is gone. The

Japanese, once enthusiastic invest-
ors in America, are trying to liqui-
date holdings and convert their dol-

" lars to yen, to rescue a struggling

economy b&ck home. And American
interest rates, which used to be
much higher than rates in Japan and
Europe, are closer now, so the-incen-
tive for foreigners to invest in Amer-
jcan securities is diminished.

“you have all this money out
there, in reluctant hands, and $1 bil-

'lion more going out every business

day,” Mr. Volcker said, “and some-
times there are people out there who
will buy that many dollars and some-
times there aren’t. 1t gives a con-
stant weak tinge to the dollar.”

-——/__—____.‘-—'—————4_———————_—'——————_':
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f[n the War of Po]itics,‘ Medicare Spending Has Becorne

By DAVID E. ROSENBAUM

. .WASHINGTON, May 1 — Republi-
cans and Democrats are at war
again over Medicare.

The back and forth of the last few
days has largely been political posi-
< tioning. But it shrouds

some serious. substan-
; AN‘;WSI tive decisions facing the
: Analysis - president and Congress
. that could significantly
affect the medical Insurance avail-
“able to 40 million elderly and dis-
.abled Americans.

To separate the facts from the
‘political claims and counterclaims,
{t is important to keep these points in
‘mind:

. GAs a practical matter, the Fed-
-eral budget cannot be balanced in
seven years, as the Republicans
promise, without deep cuts in pro-
jected spending for Medicare.
“ gcuts of this magnitude would
raise the cost of health insurance to
millions of retirees (read *‘voters’)

r reduce the services available to
hem.

gThe Medicare trust fund that fi-
pances hospital bills is again in dan-
-ger of running out of money. The
problem has recurred periodically
aver the last quarter century, and

Presidents and Congress have man-

aged to resolve it without undermin-
ing the program.

gDemocrats have scored political-
ly in the last few weeks with their
argument that the Republicans’
Medicare plan would pay for tax
-cuts for the wealthy. The proposal by
Senator Bob Dole and Speaker Newt
.Gingrich to remove Medicare from
-the debate over the budget is largely
an effort to gain more solid political
footing.

Take these points one by one.

BALANCED BUDGET. Along with
Medicaid, the health program for the

poor, Medicare is the fastest grow- -

ing part of the Federal budget. It will
cost $176 billion this year and, unless
changes are made, $286 billion in the
year 2000, a 62 percent rise.

The Republicans in Congress have
promised not to touch Social Securi-
ty or lower the military budget, and
interest on the national debt must be
paid. Medicare is nearly 25 percent
of everything that is left, and the
fraction is growing every year.

In trying to write a balanced budg-
et by 2002, Republican leaders have
talked about reducing Medicare
spending an average of $35 billion to.

Vying for the high
ground with a vast
number of votes at -
stake.

$45 billion a year over the next seven
years, although they have not said
what steps they would to achieve
that saving. This is one-quarter to
one-third of the total saving required
if the budget is to be balanced with-
out raising taxes.-

“‘Realistically, there is no way to
come close to balancing the budget
without cutting Medicare,” said
Stanley E. Collender, director of
Federal budget policy at Price Wa-
terhouse, the accounting firm.

PAINFUL CUTS. Trying to show
that reducing projected spending for
Medicare would not require a great
deal of sacrifice, Republicans have

made t‘um main arguments. The first
is that easy savings could be accom-
plished by placing Medicare benefi-
ciaries in the kind of cost-efficient
managed care programs now used
by a majority of American workers.
The second is that under the Repub-
lican plans, spending would continue
torise; only the rate of growth would
be restricted.

Most independent analysts of the
situation take issue with both argu-
ments and say that limiting Medi-
care spending would inevitably re-
sult in higher costs or reduced bene-
fits for the elderly.

In the case of managed care, little
evidence exists to suggest that quick
savings could be dchieved in an eld-
erly population requiring much
more expensive medical treatment
than people of working age.

Robert D. Reischauer, the former
director of the Congressional Budget
Office and now a senior fellow at the
Brookings Institution, made the
point this way: “There is some hope
that managed care might save mon-
ey, but not in the next few years.
Managed care involves structural
changes that take time to imple-
ment, and it requires a marketing
campaign to convince beneficiaries
that it is in their interest. That will
take a long time."”

Mr. Reischauer’s analyses of
health costs were eagerly embraced
by Republicans last year when he
calculated that the Clinton health
plan would cost much more than the
Administration had estimated.

As for restricting only the rate of
growth in spending, the rising Medi-
care costs now being projected re-
flect not an expansion of the pro-
gram but rather overall inflation in
health costs and an increase in the

size of the population entitled to
benefits under the program.

An analogy can be seen in the
military budget. The Pentagon spent
the same amount — $282 billion — in
1987, before the end of the cold war,
and in 1994, but no one seriously
argues that the military budget has
not been cut. By last year, for exam-
ple, the number of troops had de-
clined to 1.6 million from 2.2 million
and the number of Navy fighting
ships to 387 from 568.

TRUST FUND. In an effort to shift
the emphasis away from the idea of
cutting Medicare to balance the
budget, Republicans have begun to
argue that savings are needed to
keep the system from going bank-
rupt,

Unlike doctor bills, which are cov-
ered by general tax revenues and
premiums paid by the elderly, hospi-
tal bills covered by Medicare are
financed by a 2.9 percent payroll tax
divided equally between employers
and employees. This money goes
into a part of the budget called the
Health Insurance Trust Fund, and
by law, this is the only money that is
to be used to pay those Medicare
expenses.

For years, the fund has run a
surplus. The extra money has been
used to buy Government securities,
thus reducing the amount the Treas-
ury was forced to borrow in the
private economy. But beginning next
year, the tax revenues and interest
received on the securities will be less
than the amount paid out for health
care. By 2002, the fund’'s trustees
estimate, the fund will have run dry.

A similar problem arose several
times in the 1970’s and 1980's, and
each time the politicians kept the

|m—

A contest with
financial
repercussions for
millions.

fund solvent for several more years
by raising taxes or cutting expenses.
In 1993, as part of President Clin-
ton’s deficit-reduction legislation,
Congress abolished the income ceil-
ing above which workers owed no
Medicare payroll tax and increased
the amount of Social Security bene-
fits that are subject to income taxes.
This money was earmarked for the
Medicare trust fund. All Republi-
cans voted against that bill. Now,
Republicans in the House have voted
to repeal the additional tax on Social
Security payments, and Republican
Senators have vowed to follow suit.

SEPARATE MEDICARE FROM THE
BUDGET. Last week, Mr. Gingrich, a
Georgia Republican, said: “We have
decided that we're taking Medicare
into a separate box. Every penny
saved in Medicare should go to Medi-
care. It should not be entangled in
the budget debate.”

“He did not explain what he meant,
but here is a guess: The Republicans
will adopt new budget rules setting
Medicare ‘‘off budget,”’ just as So-
cial Security is, and asserting that no
cuts in Medicare could be used for
anything but to shore up the trust
fund. As a practical matter, this has
little meaning. When the deficit is
calculated, off-budget @ items are
counted the same as others. Thus,




the Latest Battlefield

the huge surplus in the Social Securi-
ty trust fund is used now to make the
deficit appear lower than it would
otherwise be and can be used by
Republicans to show a balanced
budget.

The Republicans will still have to
propose large cuts in projected
spending for Medicare if they hope
tp balance the budget. But as a politi-
cal matter, the Republicans could
gain an advantage, since every dol-
lar cut from Medicare that goes to-
ward balancing the budget will also
count toward making the trust fund
solvent, a goal the Republicans hope
voters will see as worthy.

If, as seems likely, the Adminis-
tration refuses to go along, the Re-
publicans can accuse the President
of endangering one of the Govern-
ment’s most popular programs.
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- A Coalition Pushes ‘Hong Kong on the Potomac,’|
ax Can Savethe Nation’s Capital’

~ Or'Howa Flas T

. By JoHN J. FiaLxa )
- Staff Reporter of Tug WALL STREET JOURNAL
. WASHINGTON — They call it “l:long
Kong on the Potomac.” The idea is to
reinvigorate the sagging economy of the
nation’s capital by turning it into a “‘radi-
cal enterprise zone,” exempting its 580,000
- citizens from most federal taxes and, thus,
making business flourish.

momentum. Jack Kemp,
enterprise  guru,
predicts the experi-
ment-which would
use a Hong Kong-
style flat tax— ¥
}.vould provetobea §

down payment for
prosperity “in
America,” and he
has wired together
a coalition that runs
the gamut from the
city'’s mayor, Mar-
ion Barry, to Newt

e Republican

Ging'l'ich, the = 3 %4

Speaker  of the J Kemp

Hollse. {a_c————"’ .ty
But Washington is a most peculiar ¢!

f
and, over the years, it has had a Way. 9
thwarting eXD8¥imenm. President Johi‘éi?lr:
battled poverty here and lost. Pres
Nixon vowed to make the district 2 rime
In his war on crime, only to €€
Statistics go the wrong way, spuf"“%,acx
flight of white and middle-ciass "',
ﬁmu}es into the suburbs, which be’0
aryland an inia. -
Moreover,d l&iggrlnost ambitious :xrf:f?y
ments, “Hong Kong' comes witht would
price tag. The federal govemme';enue it
forgo some $1.5 billion in tax ré
normally collects in Washing!ork cin to
+ because the district WOUld %' yes,
finance itself through its incresT
the federal government WOl lion t0 help
pay its annual fee of $660 mtli}l 1
support the city. But that 50 ¢
$840 million gap, probably 3% °,,udge

I
able gulf at a time when the fede? o
is shrinking and when ma:s
Congress see the district

has gattiered 7 go0dHeal of political -

ps- Al

fiscal waste and festering urban b;oblems

" they'd rather not deal with,

“After we pay for an $800 million
enterprise zone for the district, we'll put a
down payment on the Brooklyn Bridge,”
said Rep. Jack Kingston .(R., Ga.), a
member of the House Appropriations sub-
committee that oversees the federal city.

«jt’s Doable’
pespite its slim chances of being en-
acted in its present form, the plan’s advo-
cates are still bullish. “There are a lot of
es ahead,” notes Mr. Kemp, *“but it's
doable, and I like the idea of taking a
jiability and turning it into an asset.”
There are a lot of liabilities ahead. This
month, President Clinton will appoint a
five-member outside control board to over-
see the district’s finances. It will have the
power to restrain Mayor Barry's budgets,
impose staff cuts and review labor agree-
ments. Between the board and the mayor,
the focus will be to erase the city's esti-
mated $722 million budget deficit over four
ars. : :
ye Noneof this is going to be easy, because
at the moment the district is a kind of fiscal
of mirrors. According to Congress’s
General Accounting Office, a chronic lack
of proper record keeping has made it
difficult to know exactly how much the city
owes to outside vendors and contractors. A
of GAO accountants is probing a
small mountain of unpaid bills, including
Medicaid bills, some of which-have lan-
shed for years,

Labyrinthine Payroll System
Another mystery, according to the
GAO. 1S how many people the district
employs. A labyrinthine payroll system,
which pays different people out of different
ts of money, has proved almost impene-
trable to outside investigators.

Finally, there is no agreement with |

CONETESS OD how to pay the bills for this
fiscal Year. Under congressional limits,
the district can’t spend more than $3.25
billion a year, byt in faet several depart-
ments, including Corrections and Police
departments, are gireaqy approaching
their ahnual limits on overtime pay. One

‘'vestigators, is that it appears that district
. countants to keep expenses off the books to

complicating factor here, accoi‘&iné‘it') 'in-
officials have been encouraging their ac-

appease Congress. - o
Once the financial bleeding is located
and contained, the plan’s backers say, the
creation of an enterprise zone would be the B2
next step, a way to increase income, J
property values and the city’s slumping §
bond rating to the point where- further
deficits wouldn't be created. As Mr. Kemp [
envisions it, Washington will showcase g+
supply-side nostrums he has been pushing
for years. E:

Flat Tax of 16%
His plan calls for the district to replace &
its progressive personal income tax witha %
flat 16% tax rate, exempting those making x
under $20,000. Corporations would be taxed B
at a flat 16%. Then property taxes and 3
assessments would be frozen for five 3
years, providing incentives to fix existing %
homes and buildings. 3
The theory is that new business and §
new residents seeking the lower tax status
will come into the district and more money &
will be spent. “I have followed the Hong
Kong model for some time,” explains Mr.
Kemp, asserting that a flat tax is the key to
the Asian city’s roaring economy.
(According to Kathy Dempsey, spokes-
woman for the Hong Kong Economic and
Trade Office here, 60% of Hong Kong wage
earners don't pay income tax. On the
average, those in the higher income
brackets pay about 7% on a sliding scale.
The city gains most of its tax revenue from
levying a flat 15% tax on business profits
and from auctioning scarce land in the
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" tightly ‘packed city of 6.1 million resi- ‘
" dents.) ‘

Another part of Mr. Kemp's plan 1S
borfowed from the Czech Republic. *“There
will be a very substantial increase in
‘property value in the district, and we want
people who are poor and don’t own prop-
erty to share in that,” explains one of Mr.
Kemp's main-advisers, Russell G. Rgden—
baugh, a member of the U.S. Civil Rights
Commission. .

Mr. Redenbaugh would give poorer
residents shares in a fund, formed from
surplus district -
property, aban-
doned buildings and
public housing proj-
ects, allowing them
a ‘way to benefit
from the expected

increase in property
. Derived

ech government
dcizstrihuted former
state property, it is
a way, he says, to
“give an asset to
people who might
not otherwise have

sperity.” _
pm\ﬂll)hile Mr. Kemp has taken theaéegdﬂl]g
selling ‘‘Hong Kong on the Potorr(;rding o
basic notion is home-grown. Acc
Mr. Redenbaugh, it began seC0 e
ago during 2 civil Rights
hearing when Mayor Barry woirr:l
the impact would be of reduc g den.
nating the district's federa_l ta Dhat, an

“Jack saw the transcript 0 bouf e
then he and I began talking oai :
recalls Mr. Redenbaugh,
investment officer of

a Philadelphia-based investment

ment firm. —
Earlier this year, a8 Conc‘i;r;ll egrfl ‘.

the district'’s financial PT v Mr. G-

Kemp introduced MT. Ba

e future

4 stake in th

Beiler Inc-»
& manage-

ver

grich, and interest in the idea blossomed.

" An aide to the speaker said Mr. Gingrich
" may try to involve the entire Congress in
" fashioning a plan to revive the nation’s

capital as part of a national debt owed to

the city's founder: George Washington.
“This is all going to happen really rap-
idly,” the aide said. . -

It can't hagpen soon enough for Kevin
P. Chavous, 2 member of the district’s
City Council whose ward is among the
city's poorest, located along the border
with Maryland's Prince Georges County, .
where much of the ward's business has
fled. “It's an extremely intriguing idea

.and I think it's something that citizens in

Washington are entitled to. We’re the only
city in America that doesn’t have a state
government as an anchor, When we lose
our middle class, it doesn’t continue to help
us through the state. It goes somewhere
else.” .

. Jesse Jackson Remains Aloof

.Eleanor Holmes Norton, istrict’
voteless delegate to the Houg;.? g;sstrggzrs;
deeply involved in the coalition and has
authored 2 bill to end federa] taxes
here. Jack Kemp “has been my best and
most valuableally,” she says Byt the Rey
Jesse Jackson, the district's electeq
“shadoW, OF NOIVoting, senator, remains
aloof. He feels that Meggrs. Kemp and

ingrich need more consultations with
nim before they do anything. «ppis just
exposes hoW fundamentally unyorabie it
is livl;lsg under congressiona] occupation,”
he s8Y>: '

The body of legal cha |
regulations that make up "?I%?lsg &glrilgtg:

e Potomac” will pro
theat deal of maSsl;gibabiy undergo a

M arylatr;]d and Virginig,
As the New heaq of ypo

co!nmllt{teeug;?t OVersees the d}ilsot;l'l?}cet’sS l;.t;

fairs, Republican Rep, Thomas M. Davis

addewal)
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Clinton Gets Bank Backing i
On Fair-Lending Revision |

By a WALL STREET JOURNAL Staff Reporter :
_WASPHNGT(_JN — Three major banks .

and a large_savmgs institution said they

backed a Clinton administration revision

of a fair-lending law, highlighting a split ‘|-

between big and small financial institu-
tions over requirements to lend to poor’
neighborhoods. =
, Chemical Banking Corp., BankAmer-
ica Corp., NationsBank. Corp. and the
Home Savings of America unit of H.F.
Ahmanson & Co. joined with community
activist groups to back the revisions,
announced two weeks ago. .
Under the rules, big banks will have to
report small-business loans according to
geographic regions, allowing regulators
to scrutinize whether they lend enough in
low-income areas. But they won't be
required to report the race and gender of
their small-business loan customers.
Some other banks are supporting Re-
publican-backed legislation that would
broadly exempt small banks from fair-
lending law provisions. *

I of Virginia’s Fairfax County worries’
about radical change in the tax system. “If
you make D.C. tax-free, all you will do is
move the poor to the suburbs and subur-
banites go into the city. I don't know
if it does anything for the poor of the city
except to move them around.”

Still, he admits, “You've got to do
something different in the district,” be-
cause in its present crippled economic
state lt.acts as a drag on the whole region's
economy. Mr. Davis likes the idea of a
Semi-Hong Kong on the Potomac, a place
Where the taxes are gradually flattened
but not enough to get his constituents to
think about packing. “I think there are
X?ﬁalmns of the thing that we can look

G

e




V3T~ Aprrl 29 ‘a6

JL

Whither Stocks if Fed Lifts Rates to Defend the Dollar?:

ABREAST

OF THE

MARKET

By DAVE KANSAS
Staff Reporter of THE WALL STREET JOURNAL

As stock prices dance to new highs,
here’s a grim thought: What would happen
to stocks if the Federal Reserve launched a
full-blown effort to rescue the dollar by
raising interest rates?

Certainly few analysts expect such an
effort. The Fed remains focused on domes-
tic concerns, and the dollar's weakness
isn’t on its radar screen. But pressure
beyond the Fed's walls is mounting.

Last week, high-ranking European and
Japanese officials complained again about
the dollar's worsening health. Even Ger-
man Chancellor Helmut Kohl weighed in
withh some heavy criticism of U.S. mone-
tary policy. Most of these international
officials want the U.S. to raise rates to
pratect the dollar, and they will make
themselves heard at tomorrow's Group of
Seven meeting of economic leaders in
Washington. G-7 nations are the U.S.,
Japan, Britain, Germany, France, Italy
and Canada.

“If the Fed did move to defend the
dollar by raising rates, it would be a very
unpleasant surprise for the stock market,”
says Walter C. Revis, market strategist for
Principal Financial Securities Corp. in Chi-
cago. “Right now, the economic data
seems to indicate there's no need for
tightening, but it's really more of a toss-up

than the market thinks."” He notes that Fed

Chairman Alan Greenspan “‘hasn’t really
indicated how serious he thinks the situa-

. tion with the dollar is.”

Indeed, the complacency in the stock
market surrounding the current interest-
rate outlook echoes the same calm that
preceded the Fed's interest-rate increase
back in February 1994. That Fed move sent
stock prices sprawling, with the Dow Jones
Industrial Average falling nearly 10% in
three months before recovering.

The current political climate, however,
complicates any Fed movement. President
Clinton’s re-election may hinge on an
expanding economy into 1996, and an
increase in short-term rates would signifi-

cantly damp the economy'’s already-slow-

ing expansion.

Moreover, Mr. Greenspan's term as
chairman of the Fed expires at the end of
this year, and he is reportedly interested in
serving another term. Though the Fed is
theoretically apolitical, most Fed watchers
believe Mr. Greenspan wouldn't want to
alienate President Clinton with a sudden
rate increase to save the dollar—if it meant
risking a recession.

“For the Fed to change the tone in the

currency markets, they would need to .

tighten monetary policy to a degree that it
would frighten speculators into thinking
we're serious enough about defending the
dollar that we would risk a possible reces-
sion,” says James Griffin, chief economist
at Aeltus Investment Management in Hart-
ford, Conn. “‘Facing that kind of choice, I
think the chances are less than 50-50 that
the Fed would raise rates with the economy

The Fed Surprised Us?

""" ral Average

Daily valu of the Dow Janes
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slowing, unless we see a more serious
crisis develop.”

And if the dollar keeps dropping, espe-
cially against the yen, an interesting crisis
could emerge. According to. some econo-
mists, if the dollar falls to 70 yen, about
another 14%, the Japanese gross-domestic
product then will equal the U.S. GDP in
dollar terms.

“That's just an indication how insane
the currency markets have become," says
David Hale, an economist at Kemper Fi-
nancial Services in Chicago. “And I think
once we reach that level, it could represent

& turning point, where the U.S. reconsiders

its policy toward the dollar.”

Mr. Hale recalls the reaction when the
Tokyo stock market capitalization ex-
ceer_led‘ th? D{ew York Stock Exchange
capitalization in 1990. *“That prompted a lot

p/ﬂje ¢

wand’

2edi
of intense reaction ‘here, and I thinky;
if their economy suddenly became largeg 4
in dollar terms that would also prompt a lQt .y
of reaction,” he says. 199 %5
While most money managers say it i§g;q
unlikely the Fed will move any time soon tf;yq -
raise rates in defense of the dollar, some;4: -
think it likely that such a move could come,ya * *
later this year. The Fed’s next policy-maks, ;) - - -
ing committee meeting is May 23. bt .
“It's almost impossible that they'll do it 4z i
in the second quarter, but I could see them;gq « +*
edging in that direction in the thirdasy = -
or fourth quarter,” says Kenneth Woods, gopy 4
money manager at Asset Preservationpg. -
in Atlanta. “That kind of move would helpggf ©
the dollar, but I don’t think bonds or stocksyyo  :
would find it very easy going.” ATl S
If the Fed sits back, and the dollaxioit
continues to fall, Mr, Woods expects thabgs. . i3
large companies with significant overseasyay = |-
exposure will continue to benefit. Thosesqe = |-
companies, such.as Coca-Cola, Internagw - |-
tional Business Machines, Procter & Gamma .-
ble and Caterpillar, all components of the{ . -
industrial average, have pertormeaﬂ S
strongly in the past several months, help:3
ing push the average to record levels.

“These big stocks are doing extreme%
well, and a big part of that is their foreign- ™.
currency exposure,” says Mr. Woods.
““But those stocks are getting a little rich._‘: g
and If you think about what could happen
with interest rates, it makes you a litt]i'?‘“a
wheezy.” it
A few strategists argue that a rate righ’ 1©
shouldn’t even be considered as part 0'1’53"'Zl
dollar defense. They note that the dollar -t
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Is Seen Growing
By 27%in 1995

Think Tank Says Deficit
Will Reach $200 Billion,
Staying There for Years

ECONOMY
By HELENE COOPER

Staff Reﬁorter of THE WALL STREET JOURNAL

WASHINGTON — Just days after U.S.
trade officials were encouraged by Febru-
ary’s narrowing of the trade deficit, a
leading economic think tank predicts the
widest measure of the trade gap will
balloon 27% to $200 billion this year.

Even more ominous, William Cline, the
economist with the Institute for Interna-
tional Economics who prepared the fore-
cast, predicts that the current account
deficit will remain at the $200 billion level
for several years. His findings, to be
released today, indicate that the dollar’s
recent decline is rooted in the growing
trade deficit and isn’t merely a whim of

1 financial markets.

While many economists have predicted
an increase in the trade deficit in the next

I Tracking the Economy is on page A4. J

year, few believe it will expand to $200
billion, and many expect it to begin shrink-
ing next year.

Mr. Cline concludes that the U.S. is
traveling down a dangerous path that
could lead to an economic downfall. C.
Fred Bergsten, director of the private
institute, points to Mexico as an example
of the egonomic peril of a big trade deficit.
Mexico’s peso crisis largely has been
plamed on that country’s massive trade
det,iclt, which approached 8% of the coun-
try’s gross domestic product — the total
value of goods and services produced
thel";_; l_1ln December.

1th such a yawning gap, investors
fea!ed Mexico wouldn’t be gb{)e to pay for
its IMports or pay back its debts without
devaluing its currency and begging for
help. As the peso drops, the value of
foreigners’ Mexican holdings declines, too.
Investors bolted, fearing the worst.
_ In the U.S., the current account deficit
is about 2.3% of GDP. Mr. Cline’s report
forecasts the current account deficit in 1995
will equal about 2.6% of U.S. GDP — no-
where near Mexico's league but still well

above the 1% to 1.5% economists say they’'d
like to see. W )
3
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“When ‘you let your trade deficit go up
like this, you're really setting your econ-

omy up for a collapse,” Mr. Bergsten said. -

The current account includes trade in

goods and services, investment income |

and government grants. The U.S. current
deficit soared in 1994 to $155.7 billion from
$103.9 billion in 1993. PEE
Because Mr. Bergsten is a Democrat
and talks with Clinton administration offi-
cials, his views sometimes move currency
markets even if he isn’t in sync with
administration policy. Mr. Bergsten said

that another 10% drop in the dollar against ¥

a wide array of currencies is needed before

‘the trade deficit will drop significantly, but

that the dollar shouldn’t decline any more
against the Japanese yen. Were it not for
the recent fall of the dollar which made
American exports cheaper abroad, the
U.S. current account was headed toward
an even bigger deficit of $250 billion by
1997, the report said. .

What this means, Mr. Bergsten said, is
that it would be a mistake for the U.S. to
intervene forcefully to boost the dollar.
Instead, he advised, federal policymakers
should cut the federal budget deficit as.a
way to shrink the trade deficit. .

There is one bright spot in the report:

The dollar’s decline, Mr. Cline says,
has been much smaller than generally
recognized. Although the dollar has fallen
by 17.5% against the Japanese yen and 13%
against the German mark since 1994,
it is only down about 7% against the
currencies of other industrialized nations,
and is down even less on a trade-weighted
basis that includes currencies of develop-
ing countries.

Mr. Cline's analysis finds that a further
decline of the dollar against the Japanese

yen would be unwarranted, but that the |

dollar needs to fall against a broader set of
currencies, including those of the newly
industrialized countries of Asia.
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*;*l ‘WASHINGTON — The Federal Home

-said. ,
. ol 'This wouldn’t matter except that resale

' li’la‘x"!l‘heR
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tion, a shift of $1 bil
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t{ . ByJounConnor
; Special to THE WALL STREET JOURNAL

Loan Bank System, soon to be the object of
congressional “modernization” efforts, is
éngaged in an intramural squabble over
e _allocation of a $300 million-a-year
1,it owes to service thrift-bailout bonds.
of,Fhe bank system, comprising 12 re-
onal home loan banks, is a govern-
nt-sponsored enterprise created in 1932
,grovxde low-cost loans, called advances,
y qmortgage lenders. Once confined to
fts, its 5,400 members now include

» credit unions and insurance compa-

m?:ﬁrh.e Federal Home Loan Bank of San
incisco last year increased its activity in
ansactions known as resale, or reverse-
repurchase agreements more than four--
fout, with outstanding agreements climb-
o $10.7 billion at the end of 1994, from
;5 billion at the end of 1993, according t0
internal Federal Housing Finance
fgdrd memo. The board regulates the
system.
Resales Skyrocketing
g Whileitsresale-agreement activity was
keting to account for 77% of the
¢em’s outstanding volume of such
transactions at the end of 1994, the San
cisco bank’s advances to member
nstitutions fell in 1994 to below the sys-
tiifs average, the Finance Board memo

ments don’t count — and advances
3o & in calculating part of the allocation
ameng the district banks to cover the
gystem’s obligation to pay $300 million
ear t0 Service $30 billion of bonds
sold by the Resolution Funding Corp., an
aff-budget entity created by Congress in
to fund part of the thrift-industry
cue operation.

15:The decline in advance growth by
e, San Francisco bank will cause it to
ay, less this year toward the Refcorp
ggmrtfall," and other banks to pay more,
the Finance Board memo said. It said San
cisco’s share of the Refcorp shortfall

ent will be reduced by 5% in 1995.
efcorp payment formula requires
all district panks first to contribute 20% of
greir net income to the Refcorp _pqyment. I
the:total 1S less than $300 million, as it
aiways has peen, the shortfall is allocated
the banks in proportion t0 each
pank’s sharé of the average advances t0
insured by the Savings ASSO-

ance Fund.

g Regulators to Reclassify

19 . to an Indianapolis FHL Bar_lk

afal csci?srd:;rslsgumin a shortfall of $80 mil-

lion an ’system—level advances of $100 mil-
’ jion from advances to

————

Banks Squabble -

The Indianapolis bank, backed
other district banks, wants regll)lsl'at;ggsr
to reclassify resale agreements as agd-
vances for the purpose of calculating the
Refcorp shortfall payment, the Finance
Board memo said. Other banks are known
to be in sympathy with this position. The
issue is under study, a Finance ﬁoard
e S, o
jlliam m, chief oper -
ficer. of the San F‘ranciscop baa;ltli(ngs:it;i
the resale surge is “market-driven” and
not a dodge to cut the bank’s share of the
Refcorp b;ll, Resale transactions aren’t
advances in disguise and aren’t made at
the expense of advances, he insisted. In a
resale or reverse-repurchase agreement a
arty — in this case an FHL bank — Jengds
funds toa customer in exchange for securi-
ties, agreeing toresell the securities to the
customer at a future date. A repurchase
agreement, Or Tepo, is the same transac-
tion from the customer’s perspective

Jonathan West, general counsel of

the Indianapolis bank, said the heavy”
use of resale agreements and declin-"

* | ing advances by a‘given bank effec-"l

tively shifts Refcorp costs to other banks, '
and that resale agreements are the “fulic;
tional equivalent’* of advances under exist--
ing legal opinions. But Mr. Hamm of the .
San Francisco bank has said interest rates .
on repos are significantly lower than
the rates on advances, because of supply
;n:i demand conditions in the credit mar-
et.

The dust-up comes as Congress pre-
pares to modernize the Home Loan Bank\
System. The focal point is a bill recently!
introduced by Rep. Richard Baker (R..}
Lz_l.). chairman of the House subcommittee “
with jurisdiction over the system. Rep. \
Baker plans to hold hearings and to mark ;
up a bill in May. His bill would allocate
Refcorp payments among the regional
banks in proportion to the average mini-
mum level of capital they would be re-
quired to maintain under the measure. The
proposed minimum-capital standards are
comparable to those for the Federal Na-
tional Mortgage Association and the Fed-
eral Home Loan Mortgage Corp.
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Date: Fri, 7 Apr 1995 16:22:11 -0400 (EDT)
From: David Kettler <kettler@bard.edu>

To: shaikh@levy.bard.edu _

Su?jgp': saving you more time

Dear Anwar,

' hich I
I am transcribing my NYC notes from last week's research foray (w

want to discuss gome time) and found the following scanty abstract Ofd
Manning Marable's longwinded talk. This, 1 suppose, is what we misse
when he stiffed the Levy:

Manning Marable, "Changing the Liberal Agenda"

. ; i for race/gender b d

White males reject remedies ; ase
inegialicins i% principle even though affirmative action
in fact excludes poor-

i figures shows white 1
Breakdown of 1994 election ‘ male
backlasgntg reform. Prefigured by 1968 Nixon victory and
1980 Reagan revolution. Oféglgitiﬁg 1n Goldwater

i : i 1 €Se movements

Candldac ng d wave ) buil - ,
Supporteg byhégny instltutlon?itiisgches. The political
Right enjoys a hegemony of PO al ideas and analysis.

e challenge co slacks: CLl Hights noven
conditioned by liberal COT-/p . ny Policie —
leadership has failed to T2 - oW % bacii

Program which has created £ even implementos
affirmative action, was n° ented.

ent was
ral

The old

s Notably

Vhile the group was asS hich Marable was listeds

5] ' i ted
Went up to the only blacwaited for pj Peakers' table and said I wan

; el _ aLe
;gnshake his hand, havind ¥ ¢ he was notln vain at Bard. The pleas

that
in,

ined ' Marable, p :s sunior, and
I addressed explain€ rable's pa : + but his junior, atr ..
he wassiﬁere EO read M@ Paper, since Marable could not fit 1
h, greatness. Dav?




Date: Fri, 7 Apr 1995 16:36:43 -0400 (EDT)
From: David Kettler <kettler@bard.edu>

To: shaikh@levy.bard.edu
Subjecdt: wasting your time

put I am too much of a pedant not to send you the

The joke is over,
attached second page of Marable notes, which I had misplaced:

Note worsening income disparities: even white women, who
are main peneficiarlés of affirmative action remain at

$.70 for every white man's dollar.

ce of legal and political assaults on

set-asides and taxbreaks, 1n conjunction with affirmative
us new alliance between anti-affirmative

action. Dangero i :
action and anti-tax groups in California. "Racial and
gender preference" programs strongly opposed in public
opinion polls.

political importan

S whether it is egoggh to defenq affirmative
action as it oxists. Search for_altergaFlve designs to
e stigma of rewarding inferior ability. For
escaPle_ ccholarships for top 10% graduating every high
exampl " If some schools poorer, best cannot do anything

schoo” - nong the best 1% their schools. Also
pbut berships for first-in-family-to-university and to
sgﬂgiits from families with incomes under $35000.
s

. itics to defend old liberal reforms:
Not effGCtlZetﬁg;e distru?tfu} of reverse discrimination
needhtiemig to be social justice coalition.
if the

Quest
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DATE: MarCh 14, 1995 Frank P. Doyle

Edward L. Hutton
Lord Harold Lever
TO: Institute Scholars and Staff Hyman Minsky
Franco Modigliani
. R Senator Daniel Partrick
FROM: Sanjay Mongia . Moynihan

Jane Bryant Quinn
Henry Rosovsky
SIIBJECT: Wor kShop on Full Employment Eugene Rotberg
Paula Stern
James Tobin
William Julius Wilson

As you know, the next workshop on fyll employment is scheduled for Friday, March
17. 1 hope that all of you will be able to join us for another thought-provoking

session.

avid Ladipo and Oren Levin-Waldman agreed to summarize the two
Joyment workshops, They have articulated the themes of the past
ntified the salient points that may be worthy of further

ur meeting on Friday. I would like to take this opportunity to
for their efforts,

At my request, D
previous full emp
discussions and ide
consideration during ©
thank David and Oren

Levy Institute Unemployment Workshops

Session One - Cyclical Unemployment
hop's participants was an antagonism to the neoclassical
f the works 1p . . g
Common to all 0 yment. As described by Hy Minsky, Willem Thorbecke and

: Il employment. ‘ _
%::ﬁ:gn\‘;h:;;nﬁlﬂlis perspective 18 characterized by a fanatical and dangerous belief in

a world of "general equilibriumm -

_ e labor matket s treated as just another market: if the
;’;gggagﬁlfgo‘?zz;};ﬁed .is greftfl:ethm the quantity of labor demanded, then
inemployed workers will "price ismSelves back into the market by lowering their
Wage 4 y ds until nequilibm® Testored. Once at this equilibrium point,
emands an only COme at the expense of inflation. This trade-off

inc . en
tak;esa::s al: :lr;l;;ﬁi";aphica] form 1n the shape of the famous Phillips Curve.
ablic polic)’ are self-evident. If the economy constitutes a self-

The implications for ) "
mplications P rice system, then any “exogenous" attempt to increase

regulating, equilibrating: P

Le-on-Huds . i
B 7\""‘”“_]‘]|L on-Hudson, New York 12504-5000 = 914/738-7700 Fax 914/758-1149

Bard College. Blithewood ™




employment (e.g. government fiscal or monetary .
. measures to 1
only come at the expense of inflation. ncrease output) will

Nevertheless the empirical evidence in favor of the inflation-unemy i
far frc?m over?vheluung. Anwar Shaikh pointed out that the post gg)srné)egtcgade-off °
experience points to the "normal” Phillips Curve pattern of higher unemployment
mgnallmg less inflationary pressure. But the experience in the ten years preceding
1975 points to the very opposite: higher unemployment is generally associated with
less inflationary pressur ?-’ While from the micro perspective, George McCarthy
reported that in hl.s.stUdleS of human migration in the United States, wage levels are
remarkably insensitive to labor supply movements. ,

Both Sha.tikh and McCarthy's observations reinforced Hy Minsky's judgement on
neoclassical theory: a theory based on the notion of equilibrium which ignores
I.(eynes' famous proposition that "“it is in the disequilibrium that we live out our
!1ves." A proposition that used to command some respect. Charles Whalen noted that
in the wake Of the Great Depression, economists developed a synthesis of classical and
Keynesian 1{151ghts:."the key was in recognizing that time played a role.
Countercyclical policy was justified because although in theory the system might
eventually get to full employment, it wasn't there yet and good government action
could help to speed along the natural market tendencies.

ective of this Keynesian stance on unemployment, many of the participants
adqpted .the view espoused by Oren Levin-Waldman, namely that
an mflatlop-un.en-‘lp]Oyment trade-off, then so what? Why not live
inflation if it means fewer people unemployed.

But irresp
at the workshop

even if there is
with a little bit more

This is the response of the NAIRU (the non-accelerating inflation rate of
unemployment) cult. The members of the NAIRU school of thought share the
neoclassical view that unemployment can only be reduced when inflation "fools"
workers into supplying Mo labor at the same real wage. Thus, while Keynesians
argue that there need 1" necessarily be any trade off between inflation and
unemployment, NAIRU adherer;ts argue that we cannot--whatever the cost in terms of
unemployment—-allovs_f thefe to VS' a trade off lest we get eaten by the insatiable dragon
of ever-accelerating inflation- tyﬂ‘:“e Godley responded poignantly to this debate by
proclaiming: "I coml’]e‘tely re]e; te proposition that any addition to employment
above some econometnca}ly ;S ;‘ta ed number will inevitably cause inflation to rise to
infinity, at a time W signl tccannmunbers of reasonabl){ gualjﬁed people are willing
to work for a decent wage by tain Ot do so. The proposition is not anyone's

'finding’; it is a ProPe " of c@ o n:Conom]sts‘ models and is there because it has
been put there. And ‘¢ is obvious Nonsense”.

following propositions:

There was consensus OV the
¢ should be the gainful employment of all who desire it"

"Full employme?
(Anwar Shaikh)




We "do NOT accept that the so called NAIRU or any definitions of the
'natural' rate of unemployment can or should be identified with full
employment as defined above" (Wynne Godley)

The curfent rate of u.nerr.lployment in the United States is deemed to be
substantially (and unjustifiably) in excess of full employment on the above

definition (Jay Levy)

We should be wary of the deification of "the” unemployment figure. The goal
is not that of determining whether the figure is 6% or 5% or 4%. "The goal is

to move it downwards!" (Jay and David Levy).

But does the advocacy of these propositions represent a Quixotic undertaking? Wynne
Godley certainly gave the impression of someone well versed in the art of tilting at
windmills, forcefully reminding the workshop's participants that the "political
establishment" is ex!remely hostile to such views and is wedded to economic theories
which deny the reality of involuntary unemployment at the same time as they ensure
its very perpetuation. Similar sentiments were expressed by Willem Thorbecke in his
observations on the power of bond market participants, who have an incentive to argue
for a high 'natural’ rate .Of unemployment in order to avoid any risk of monetary
policy being too expansionary and re-igniting inflation. Thorbecke noted that Alan
Greenspan's seven interest rate rises over the last year strongly give the impression
that the Fed is siding with the banks and the bond market, avoiding any chance of

major reductions in unemployment.

was more OP?TfﬁSﬁC, believing that while the financial interests might
be heartened by the Fed's policies, chief executives in the industrial and non-financial
services sector are not at all convinced by Greenspan's deflationary policies and it is
to these individuals that we should look for support in advocating a full employment
agenda. 1 believe that the {m}ted response by the administration in reference to the
Foderal Reserve's policies 18 11 sharp. contrast to the vocal and sharp criticism of the
Fed expressed by th¢ National Association of Manufacturers and the Chamber of
Commerce. Focusing the debatczh solllely on inflation 'and the role of the central bank is
to miss the distinction petween the “financial” constituency and the "main street"

business constituency-

Charles Whalen

Session TWO - Technolﬂgical Unemployment

As defined by HY Minskys the eft('iect of technological change is to decrease the

number of workers Nn€® ed 10 .prc;Ouce > given output f”ithi“ a particular industry: in

the currently fashionable termino® gﬂzl » Process innovations lead to displaced workers.
focus the discussion in terms of policies that would

David Levy would prefer 10 ”
avid and .
generate opportunities- O-ﬂzl?nﬂation. Hy acknowledge that high demand for labor

would implicitly lead o P™




In demand and supply terms, there are only two ways to prevent process innovations
leading to unenaploymwn e{ﬂler the demand for labor goes up in other industries (i.e.
product innovations lead to job creation), or the supply of labor increases (i.e., worke;-s

reduce their price).

With regard to labor demand, Wynne Godley noted that the dominant economic and
political ideology has emasculated government of all its demand managing and growth
stimulating propertics. The central function of NAIRU and all the other icons of
neoclassical "equilibrium” theory is that of convincing people that the government
should not interfere vyith the demand side of the economy. The result is that "it limits
the task of things whl_ch you can do about employment to what I call being beastly to
the unemployed-makmg their experience particularly disagreeable by reducing the

g benefits etc.”. "The political meaning of this is that we can't

minimum wage, cuttin .
approach economic policy at all in the way that was so successful before 1974 and is

still the way in which I believe...and which is the right way to get unemployment
down...That is, we can, and have to, run economic policy in a way that ensures that

we have moderate, well-balanced growth."

Anwar Shaikh reinforced Godley's remarks by noting that between 1965 and 1991, the

rise in OECD unemplosfment was clearly correlated with the fall in growth rates.

nthe relevant policy debate is about sow growth rates are to be raised, which

related to the dt?bate about why growth disappeared in the first

place.” For Shaikh, a policy position in favor of (more or less) full employment must
theoretical and practical foundation and yet most existing

be linked to a sound theo .
ly in economics, have proved inadequate in this respect.

foundations, particularly 1
Nevertheless "we are privileged to have at the Levy Institute, distinguished scholars

such as Hyman Minsky and Wynne Godley, whose frameworks have proven their
worth in practice and we need to make more systematic use of these foundations!”

Hence
in turn is closely

er noted that even when there is growth, the effect on the labor
market is dependent upon social and'political institutions, and in particular on the
echanisms of the society. He noted that of all the OECD countries,

redistributive m
Mexico has the Jlowest unemployment rate:

Wynne Godley

\If people cannot £et PrOPer jobs they scramble along, in Mexico and the Third
World and just do the ﬂ";St th.ey can not to starve. It is only in a completely
meaningless sense that the:e.tls no, or very little, unemployment in Mexico.

But just for the.reasm;icoa i: imakes no sense to say that there is next to no
unemploymen Me o alie d ,:vbec_omE Of' desperate importance to keep track
of the plight of ¢ ey has o orking poor,’ a vast category of Ameritan
workers whose Pa)"i oy \;V been falling absolutely for about ten years. If
the trend continue® an Xmeriu arly if the economy (and therefore. the average
real income Of 2 oth® ?cally d:ans) continues to rise, the result could be as
distressing and 25 poht ngerous as if unemployment were higher than it
actually is."




ZJobs
Jobs Lyate

1 . 14 Million More
Almos ed in 1994

Were Employ
T him Had Been Thought

a—

gpERICK ROSE
By FREDEC -

STREET JOURNAL
stoff Repﬂﬁgr‘g THE: bor Dep_ar:tme_rg
ewr;:';lt%g employment hismgﬁlge\:glrl!?egdlat
r i nyp
s of how ma e
gﬁé(:mgggogf the year: and where they
worked. ult: ynannounced and
i r's resuit- 4 econo-
et ‘beyond @ S0 ll,nc'ﬁféfizogd data-
umr;sts with access © s Bureau of Labor
ks, the depa .4 that there were
Sebistt ntf,nrg:.mm je employed in

<ot of Co]umbi& than

important trends
says David
at Salomon
be published

ward. New G
5,400 1:}051?10115,0r %%,
Jost 1,100 jobs, :

In the Califor™™ ted, chal® by
which had been eemplo entsc ate las;
ureof coninu"E 7 opdl* gore 7
;lr:?at:] ?ol:)z;téoof modest jast
boost, California e
was thought to hav
instead of rising 1.27
to have done.

ap
ged gctiﬂn

i
:
¢
:

Subtle Changes

More striking are subtle changes within
California, Mr. Hensley says. As now
updated, the southern part of the state
shows employment growth while the north-
ern part — which was believed to be in far
better shape—shows a flatter line.

Employment in the Los Angeles-Long
Beach metropolitan area, which received
the largest single revision of any urban
area, is now seen as having grown 1% last
year after losing 2.4% in 1993. Orange
County, after upward adjustment, gained
1.5% in employment in 1994 compared with
a 0.8% loss a year earlier.

By contrast, Northern California,
where adjustments were smaller, saw
losses or little growth last year. Employ-
ment fell 1.1% last year in San Jose County,
the heart of Silicon Valley, compared with
g‘r 0.9% gain a year earlier. In the San
lasainmsco area, the job count slumped 0.8%
i year after a 0.1% loss in 1993. And in
m:niitgrlgultural region of Fresno, employ-
ik gained only 0.2% last year, compared
i a 2.2% gain a year earlier. “This

Yy defies the conventional wisdom
about California,” Mr. Hensley says.

Benchmark Numbers

The basis of th isi i

: ese revisions is
a{mual recount taken from state um:fl:3
Eoc:larr]r?ei!;t-msurance tax records. The re-

used to -

om0 create so-called bench-
The changes made this
create the March 1994
new benchmark numpe
to recalculate last year’s employment data

aggtwi‘il be used for future estimates until
next year's benchrnarking exercise.

month technically
bepchmark. These
IS, in turn, are used

r nonfarm employment.

Y A similar exercise is used to benchmark
national employment numbers, which are
separately calculated rather than being
summed from individual state data. Al-
though the 1994 national adjustment hasn’t
been officially announced, it’s expected to
be an increase of about 600,000, says Mark
Zamdi, chief economist at Regional Finan-
cial Associates, an economic consulting
firm in West Chester, Pa.

- Even though, in the regional and metro-
politan series, employment levels were
revised downward in two states, the newly

" _adjusted numbers show that employment

grew last year in all 50 states and the
District of Columbia. It was the first time
since 1988 that every state in the U.s..
added jobs. |

“That's really extraordinary,” Says
Mr. Hensley. But the economist cautions
against a view that the nationasa whole is
growing equally. Indeed, he says, some
areas appear to be peaking.

The leading candidate for the “_peak-
ing” category is the Rocky Mountain re-
gion, says Mr. Hensley, where an out-
standing 5.4% employment gain last year
actually represents a slide from a 5.9%
increase in 1993. Mr. Hensley considers
this an important loss of momentum'that
may reflect, in part, a slowing outmigra:
tion of population and economic activity
from California. And, he warns, the €
gion’s economy is strongly linked to rea
estate and construction activity, which 10
turn is vulnerable to rising interest rates:

P e



‘Torrid’ Phoenix Eases

Focusing on Phoenix, forinstance, Mr.
Hensley says the metropolitan region’s
“torrid’’. employment growth, though
boosted in the revisions to 6.6% last year,

represents a slip from 6.7% a year earlier.

In booming Las Vegas, where 29,800
jobs were added in the revisions, the
year-to-year employment growth peaked
at 13.5% in September, slid to 10.8% in
December, and was a still-extraordinary
9.8% in January. That, says Mr. Hensley,
suggests the boom is slowing.

In some cases, while employment
growth Suggests gains in momentum,
those gains are relatively small and other
factors raise warning flags, says Mr.
Hensley, repeating past doubts about the
industrial Midwest states, for instance.
Although Ohio, Indiana and Ilinois all got
strong employment revisions and employ-
ment in the Midwest as a whole gained
2.5% last year compared with 2.1% the year
before, Mr. Hensley says the economic
activity there will probably slow later this
year. v
_"“The Midwest has been the prime bene-
ficiary of export growth and demand for
capital goods,” Mr. Hensley says. “That's
precisely why the region is at risk as the
accumulative effects of [Federal Reserve|
tightening of interest rates take hold.”
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Al THE BOOM in the temporary-help busi- | 1
ness might stow, but not by much. i

| Emp‘oyment growth for temporary I
| » | workers will fall to the mid-teens later this | T
| year from 2 year-over-year average of 21% | T
in 1994, predicts Judith Scott of Robert W. | ¢

& Co., Milwaukee. Touting temp help | 1

wgrowth industry of the 1980s,” the | ¢

ities analyst notes that even that} ¢

slower pace would far outstrip almost every |
other industry.

The growth 1S bad news for workers who | ¢
want permanen; jobs with benefits. Astudy | ¢
py two economists at the Federal Reserve | !

ank of Chicago finds blue-collar temps earn ¢
34% less than tull-timers, while white-collar 1
s make 2% more than their full-time | 1
ounterparts. Economists also find that the | ¢
mcreased use of temps in manufacturing |
means that the decline 1D manufacturing | £
jobs in 1992 and 1993 might have been | &
(

overstated by as much as 50%.

1S WELFARE REFORM scaring people
pack into the work force?

to 74,000 last year from 98,000 in 1987, and
only part of that is due to a strong economy.
e state has a pilot project in two counties
that limits cash benefits to 24 months. For
next year, Governor Tommy Thompson pro-
oses to eliminate the state’s share of gen-
eral assistance, paid mostly to single males.
Koss Corp., the speaker maker in Mil-
waukee that had. trouble getting full-time
roduction workers last year, says 28 of 30
tgmp{)l‘al'y workers recently accepted full-
time jobs that start just above the minimum
wage but include benefits. "“Uncle Sam has
peen 2 pretty tough competitor for a long
t“}';‘e‘;auiays Michael Koss, president. But
Ma 00, akee County figures 40% of the
5,00 t‘; s people who stand to lose general
assls ,,‘T‘;Z:rq disabled in some way.

many e just ag'en’t going to be that

dge beginning jobs that pay a living

"' says Robert Magill, a professor at

the l.’nivmit 9 ton
social 1€Plfarél{ of Wisconsin’s school of

o ee me e




oS> 3l ks
0 I>

1 Jobless Claims Up 3,555\
\ In Latest Week Survey

o m——

By a WALL STREET JOURNAL Staff Reporter

WASHINGTON—Initial claims for state
unemployment insurance rosé 3,000 in the
week ended March 18 to 2 seasonally
adj:llsted 346,000, the Labor Department
said.

Initial claims have risen for three con-
secutive weeks—the first time claims have
risen three weeks in a row since April 1994,
the Labor Department said. i

In the week ended March 11, a total of
2,548,000 people were receiving state un-
.| employment benefits, up 48,000 from 2
revised 2,500,000 million the previous
week. The number of people receiving
unemployment benefits as a percentage of
those covered by unemployment insurance
was unchanged at 2.3% in the week ended
March 11.

—

—
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DoFickle Markets
Now Make Policy?

‘____f_lLDfrw E.SANGER .

WASHINGTON

paying off the short-term bonds
try sold with abandon last year
e new set of priorities,” said e;
ijstration official. ‘“‘Forget ev-
learned about how to help

the name of
that the coun
«1t is a whol
Clinton Admin
erything you

S veevi Ny

gE doriino theory is alive and wor- > :
oI o Vietmam e eSO L
nesia with it. The wlzgﬁ Ziﬂ?léhfhlge\svﬁgig .;‘\r‘r‘lletl,';ce; wga;lotds

land or Malaysia or Indo

of the economic age is Mexico, and

question, and one we disc
uss a lot,” said

Vietna/®™®
the insurgents are prandishing not AK-4T's
and 8€0108Y but “hot money.”’ That is what Treasury Secretary Robert E ]
v — ol Steet calls the billions of dollars that onetime co-chairman of Gold' Rubin, the
investorimove in and out of countries in  whohas played this game fro man Sachs,
k of trying to the table. “It is tempting mr:;;"?}‘l Stides of
at mar-

kets don’t care about the social consid
iaera-

minutes-\nd suddenly the tas
flow before it
tions, about schools or inc
ome dispariti
ities.

direct OF \joast contain that

topples tf ext domino is remaking the: :
cogc(i)ugt Oeerican foreign policy- But’l think the truth is a little qif
traders and § rarely seen before, bond Don t get mgat l;'vrung, we're not talki:; S
ing policy, ra! currency markets are driv- investors with a conscience. Byt th A
g policy, | than reacting to it. For the to get their money back, so the ey want
ested in all the financial piECesyb?;[‘e imer'

) also in

r us
evidence, V> K at the faxes that that : i
what this will do to social g

nd political

have bee & § d in recent weeks be
tween officials §&¢€ inr 1 o i
and the leaderie Treasury Department stability: And in the end, I'm ot
Brazil. In MexiCgh exico, Argentina an priorities are 8o dlff.erptm-" Sure the
o president Erigse, Treasury D ficials uwnethet il Rubin is right or ot
py conclusion thath zedillo 10 the unhap- since the exico debacle you capnor ever
recession — sendifgh ad to spar a de€p through Wall Street Without r iativalk tors are drivi S. forei i
cards to upwards Wrest rates on credit Latin American leaders trying tI;Plng over Investd ving UJ.S. foreign policy. Austerity measu
imports to a near hi cent, pringing ;nvaftors ;Sczr;nwsat;?;ﬂ ;)tﬂ]]ions ba‘éﬁm;mce res backed by Washington make it hard for these M Stepha
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Treasury, Congress Disagree How Much
'GOP’s Gains-Tax Cut Benefits the Rich

B2

By LuciNpa HARPER
Staff Reporter of THE WALL STREET JOURNAL

WASHINGTQN — Scorekeepers at the
Treasury and those in Congress have qui-
etly changed the way they measure who
are the biggest peneficiaries of cuts in the
capital-gains tax. ,

The result: The Treasury’s changes
make the Republican tax-cut bill look
extremely generous to the rich. Changes
py the congressional Joint Committee on
Taxation make the same tax cuts look less
generous {0 the wealthy.

Each side defends its new approach
ith arguments that some academic econ-

! ists support. But outsiders versed in the
om ne but politically significant issues
arcat e appearance is one of partisan
say - “This should be based on inde-
anghng:  bartisan, professional judg-

dent, nonpar
pen " says Michael Graetz, a former
mem'administration Treasury official who
Bush. a Yale Law School tax professor.
now 18 nen you switch the way you do
“But WHE . o people less confidence that
things. it E1VeS P
js the case. n Treasury estimates that

the R ican- .
rgvlslfé gr}:s Com?:ll)iutlt)é?i::) :ﬁg cut, proportionately, would go to those with

n ) Ppeiad incomes between $30,000 and $75,000.
use way mericans with incomes 'S oo » !
Ho fol'bA nearly 10%; no othas What's going on? Treasury and con-
o0 s200, ould geta bigger break The  ETESSional technicians have aiways mea-

wi

a W : sured tax changes differenti d capital-
al meclass Taxation, now over.  SUf a8 TonLy» and capi

’"?ﬁt e mm"“l’-e ;J:S’ says the very :a:]l; gains tax cuts have always been particu-
Joi by Republi * the over $200,000 class 3 larly thorny. Indeed, Democrats have
seen 1 would giv than 3%; the biggest tay ~ Successfully used Joint Committee distri-
ax bi oak of less bution tables to paint proposals to cut the

tax br capit_al-gains tax as a boon to the wealthy.
President Bush never managed to over-
come this objection. But the last time
Capital-gains taxes were at issue, the Trea-
Sury and the Joint Committee took the -
Please Turn to Page A10, Column 4
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Treasury, GOPJDis};te Ar=nount
Gains-T'ax Cut Benefits the Rich

.. Continyed From Page A2
opposite positions from the ones they now
advocate,

Corporate Tax Cuts
Complicating this year's disagree-
ments are the big-business tax breaks
undEF consideration. The Treasury, as it
has in the past, figures these into its
analysis. The Joint Committee doesn'’t.
Calculating who benefits from a corpo-
rate tax cut has always been difficult. Is it
shareholders or worker; or consumers?
For years, the congressional tax techni-
cians couldn’t decide. Then, in June 1993,
they concluded the corporate tax is ultj-
mately paid by the owners of capital, angd
published that conclUsion in a pamphlet,
But that'sfotthe way they're looking 3
his proposed e_tax_cut
E{'ney ignore the 'corporate tax breaks alto
ether in analyzing how the tax breaks are
—buted. ‘1 don't believe we're
distributed- smart
enough to figure out who pays a corporate
fax,” Says Kenneth Kies, who was ap-
inted to oversee the Joint Committee by
po new Republican leadership. The com-
ittee 1S responsible for all revenye ang
m ¢ributional analyses of tax bills,
dis Some outside tax economists strongly
> e, “Ignoring the corporate tay s
dlsﬁglr 2 loony thing 0 do,” says Haryey
clearly heads the economics depart-
Rﬂsen’t Princeton University and was
ment 2 'g top tax economist in the

asu z
Tre nistration-

ha jer issue 1S measuring jyst

e “f‘,f;gr}i.%m cutting cap}tal-g,vainsjtax
o bené ;he past, CONETessional estimy.
rates- In 4 only at assets that investorg

s 00ke bt anyhow—even if capitg).
to d have o didn’t change. The Treg-

; x ra ¢ in the Bush years, strepy,.
gal at leas nat“’as the Wrong approach,
Sllgb‘r argued ;“ gssets sold — those that
ou at

I‘l[:l ve been

sold anyhow and thoge
-

that were sold because the tax bite was
reduced. This approach makes the capital-
gains tax break look much less like a sop
for the wealthy.

Examples of the Two Approaches

Suppose a pers it
on the sale of stock. Under the/Current t

rate of 28%, the investor would pay $14.000
In (axe5, f the tax rate were Ut inTallu2s
the GOP proposes, the tax bill would fall to
$T.000Under the Treasury's current ap-
proach, the investor just saved $7,000 In
taxes.

Congressional estimators, reversing a
posifion they have held for more than a

decade, go one step further. Th_glﬁmmmn
the taxes that djﬁulﬂibc paid because

investors are likely to sell more stock

lmmﬁ
The same investor would, say, report $80,-
[ “profit m'sséﬁﬁﬁ the

000 in profits, n st the ,000
taxpayer would have had anyhow. With a
new lower tax rate, the tax bill wou1'd
be $11,200 (14% of $80,000). The investor's
tofal tax cut is then only $2,800 ($14,000
minus $11,200).

Mr. Kies says the change was made
by his predecessor, John Buckley, who was
named by Democrats; other committee

staffers confirm that. Mr. Kies says the
cmmgm
Congress to understand. ‘ .
though the Treasury’s analysis Is
done by career government employe_esl,’tﬁg
decisions are made by political appointees.
Eric Toder, head of tax analysis for the
Treasury, acknowledges that the depart-
ment has changed its approach. “We be-
€ve the me we are using now best
represents the distributional effects of
cutting the capital-gains tax,” Mr. Toder
says. He notes this isn’t the first time the

Treasury has made a change; the Clinton
Treasury approach now matches the one

used in the Reagan years, he says.

Some economists and tax experts say
there are merits to each approach. *“These
are both reasenable approaches, they are
just answering different questions,” says
Princeton's Mr. Rosen.

But in the current politically charged
atmosphere, the motives of both sides are
often suspect. Yale’s Mr. Graetz saysina
coming piece in the Columbia Law Review
that the only solution is to abandon the
distribution tables altogether because they
are “false and potentially misleading.”

—_—
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‘\\“Foreign Investmentin U.S. Surged 1111994

ChinaIs Replaced as Lead Ré(?ipieflt,;'E cofty Is

By FreD R. BLEAKLEY

Staff Reporter of THE WALL STREET JOURNAL

The U.S. received more investment
from foreign firms than any other country
last year, supplanting China as the leading
investment destination. _

The preliminary findings.by the United
Nations found that total foreign direct
investment both in developed and develop-
ing countries hit $204 billion last year, up
from $193 billion in 1933. Of the total, $41
billion was invested in the U.S., nearly
double the $21 billion invested 1n %
Direct investment includes a(_:qulsltlons
and the formation of new buinesses Qrf'
plants. It doesn’t include the purchase 0
securities such as stocks or bonds. - p

Analysts said foreign firms ﬂocl&;a1
pack to the U.S. last year due to the
improving economy, the passage of tnti
North American Free Trade Agreeme :
with Canada and Mexico, the looqemngc;
regulations and ‘‘the generalt f(;,';arllmgt t:isaié
with all the corp_oyate restru'r:‘ gaysg'Robert
a more competitive place,

Hormats, vice chairman of Goldman,

Sachs (International) & Co.
Role of Weaker Dollar

Economists also NO
ness of the dollar again
currencies, especially ;
yen, also made it lt;SS texg?ﬁswe
companies to manufactur .
to exl;aurt t the U.S. market. Further
100k at other countries and mos
fiscal imbalances, more regu
berances and more inflation.
mats said.

Some of the largest deals 1ast yEEL vtvi?:ﬁ
foreign purchases of U.S. ph rmacet’ .
companies. Smithkline Beecham drug
$2.93 billion for the over-the-counter = o>
business of Sterling winthrop
Eastman Kodak Co. unit. n

This year is likely to ShOW an For-
larger investment flow into thé U.S. 2%,
eign direct investment *‘is on a0 up
says Richard Eberhart, an official W1
international division of the | m
Department. Already, the pacé!
last year's, because many deals ney
nounced in 1994 are just closing no%: T'cal
include the acquisition of DOW Chemlc
Co. subsidiary Marion Merrell DO mﬁi:
a Kansas City, Mo., pharmaceu,“?al con
pany, by Hoechst AG for $7.2 billion: a
the 20% acquisition of Sprint  for
France Telecom and Deutsche Teleco™
$4.2 billion.

Desi S to No. 2 in fm..eig'n
espite China’s fall §34 billion it

” Mr_ Hor-

garnered from arounq the sorld- wasimpte

Cited

| =

[ Foreign Firms Put U.S. Back on Tup....

| Foreign direct inves1ment in each country, in billions |:
- | Japan

- | European Union

While U.S. Firms Gain in Asia
Share of foreigp direct investment in Asia
: 1903

u.s.

than 20% ahead of th i

: he previous year and
e o v 152, Chnes
: ; ltalism — and projec-
tions that its Population will increg,sej by

one-third, to 1.6 billion, by 2050 — have |
dedirect invest- -

servedasa -
ent magnet tg utsi

Total foreign g . ;
: 1 direct investment in de-
lopin
veloping couniries otaled $80 billion, twice
average betwer, 991 and six times the
€en 1982 and 1986. The U.N.

. dollar figures arep:t adjusted for infla-

¢

tion.

Developi ]
action is gmsg.collntnes are “where the
transnati;)nalalﬁ Karl Sauvant, chief of
United Natiougoégwatioﬁ research at the
pevelopment ip Ge‘:]f:‘f:nce on Trade and

strong Showip .
dsTarsigs g by U.S. Firms

ital i NVestors were putting more
tal i

gﬁgiinuegt?ourl: U.S., American investors
side the U.S. Fake huge investments out-
U.S. companies0 I the third straight year,
investors beyop Were the world's largest
ing $56 billion ad their own shores, invest-
with $58 billiop Aroungd the world compared
place as the le;" 1993, The U.S. had lostits
Japan in the latd international investor to
title in 199 4 e 1980s, but regained the
— $ U.S. companies poured

monéy into the newly emerging Asian
markets, especially China.

Mr. Sauvant says the growth of foreign
direct investment to the developing world
stems from liberalization of investment
laws and advances in telecommunications
and transportation that allow companies to

- manage integrated production world-wide.

“They can make parts in different coun-
tries, assemble them in another country
and then serid them elsewhere,” M. Sau-
vant says. In addition, as more and more
companies set up manufacturing opera-

p—

tions abroad, “competition makes you do

the same,” he says.

Many of the largest corporate investors
in Asian countries are from other Asian
countries, the U.N. research shows. That
is helping to make the area more of a
regional powerhouse and give it an in-

" creasing share of the world investment

flows.
Whlle foreign direct investment in
Latin American and Caribbean countries

‘has jumped from an average of about $6

billion a year in the early 1980s to an
estimated $22.1 billion in 1994, its share of
the world total has dipped a bit, to 10.8%.
On the other hand, Asian countries (ex-
cluding Japan) accounted for 26.5% of the

Please Turn to Page A8, Column 2
- V .



Tavestment in U.S.
By Overseas Firms |,
Nearly Doubled in '94 ’

" . Continued From Page 42
" world total, up from 9.8% in the early

1980s. -
Executives at U.S. firms say they will
continue to prefer Asian investments in the
ears ahead. In a recent survey of large i.
companies planning international expan- |
sions, Deloite Touche Tohmatsu Interna-
tional found that 37% cited Asia and 27%
cited Western Europe as the markets |
where they would concentrate. '
A study last fall by Ernst & Young
International Ltd. found that U.S. compa-
pies’ investments in Asia and the Pacific
jon are in the form of joint ventures
with Asian companies rather than acquisi-
tions of existing gperations. In-the rest
of the world, however, acquisitions were
the favored investment vehicle by U.S.
firms. The top industries they favored for
jnvestments were chemicals, pharmaceu-
ticals, food, beverage electronics, electri-
al and industrial machinery (including
computers,) the stugy said. ‘ |
As for the factors that draw U.S. firms -
to forelgn Countrie the Bureau of Busi-
" pess Research at American International
Collegé in Springfield, Mass., reported
earlier this month that political stability
was MOre IMportapt than stability of a
country s CUITency o whether the country
nolds free genera| gjections, Also, “con-
trary t0 POBULAr bejjer tne wage structure
of the l‘l”“"tf"y IS rejatively unimportant,” |
the cgduego‘; tﬁ""“‘ It rated the availability
and S loca] work force well above |
wage sordti:ture in importance. .
A Egotz the U7, N.'s latest count, for |
1993, ents 1o alue of foreign direct
I 00 parent for-000 foreign affiliates by
38'ﬁ]iates had ¢ [otaled $2.1trillion-The
af $5.8 trillion in sales in

1992, which Was sl. ey
world-wide exDOrtsl trillion more than the

29




. TS’alanced-Budget Measure Threatened
By Rift Over Best Way to Cut Deficit

By CHRISTOPHER GEORGES
Staff Reporter of THE WALL STREET JOURNAL
WASHINGTON—With a scheduled vote
on the balanced-budget amendment fast

approaching, one basic quarrel threatens :

its passage.

The outcome could determine whether
the deficit is reduced exclusively by spend-

ing cuts or by both spending cuts and tax
increases. It could also help decide
whether the greatest burden of wiping out
the deficit will fall on upper-income Ameri-
cans or on the poor and middle classes.
Of the two versions of the amendment
now working their way through Congress,
one — featured as part of the Republican
“‘Contract With America’ — would require
a three-fifths majority vote in both houses

of Congress to pass tax increases. How-

ever, spending cuts would require only a
simple majority. .

That tax-limiting version passed the
House Judiciary Committee earlier this
week by a 20-13 vote is on its way to
the floor for final vote. But the Clinton
administration, which opposes the tax-lim-
iting bill, fired back yesterday with a study
predicting that the states would forfeit
more than $240 billion of federal aid
in 2002 if that version becomes law.

Without the three-fifths provision, its
supporters say, Congress would be
tempted to balance the budget simply by
raising taxes, rather than by making hard
choices to spend less.

“Without it, we end up with an impera-
tive to raise taxes,” says Louisiana Demo-
crat Rep. Billy Tauzin, a co-sponsor of the
tax-limitation version. *I don’t think the
people would look too kindly on that.”

But opponents of the three-fifths provi-
sion are just as quick to invoke the will of
the people. A three-fifths provision, they
counter, would lay most costs of the
amendment on the middle class and poor,
who constitute the bulk of the population.

That's because those Americans get
most of their benefits directly from govern-
ment programs, ranging from food stamps
to Medicare. Upper-income Americans, on
the other hand, get most of their benefits
via tax breaks, such as deductions for
property tax and charitable contribu-
tions.

_The three-fifths provision would re-
quire a supermajority to eliminate or cur-
tail these benefits, as well as to raise
taxes.

Of course, middle-income Americans
also enjoy many tax breaks. But accord:
ing to an analysis by the congressional
Joint Tax Committee of nine popular ones.
the richest 10% of taxpayers get 46%
of total benefits. Meanwhile, the bottom
two-thirds of federal income tax payers
receive only 26% of all benefits. The breaks
studied by the committee included deduc:
tions for mortgage interest, property taxes
and medical expenses.

|

“If Congress is serious about cutting
the deficit fairly, they’d stay away from

this proposal,” says Iris Lav of the Center ,

on Budget and Policy Priorities, an advo-
cacy group.

To dramatize the effects of balancing
the budget through spending cuts only, the
administration yesterday released its pre-
dictions about what the amendment’s
state-by-state impact would be. It showed,
as expected, that larger states such as

California, New York, Texas and Florida |

would be hit hardest, with each losing
at least $12 billion in aid. Most cuts, it
assumed, would come from federal spend-
ing on health care and welfare.

While budget experts agreed with the
administration’s broad conclusions — that
the states would be hit hard by overall
cutbacks — they questioned the Treasury's
ability to predict the state-by-state impact.
It's ‘too soon to tell, they said, which

- programs would be cut and by how much.

Economists also noted that the Trea-

sury analysis failed to account for possible
economic benefits of a balanced budget,
such as lower interest rates.

Even S0, supporters of the three-fifths
rule don’t deny that the provision could cut
more heavily into programs aimed at the
poor; they embrace it. “Spending on the
poor has not helped the lower class; it
created it,” 53YS Milton Friedman, an
economist at the Hoover Institution and an
advocate of the supermajority rule.

But opponents of the three-fifths provi-
sion add another argument: Fiscal policy
shouldn’t be a constitutional issue, “The
Constitution has never contained any bias
with respect to either spending or taxes,”

Henry Aaron, a budget expert at the
Brookings Institution. “Why it should now
has never been fully explained,”

No one, of course, can predict how
Congress Will act in the future, but one
example Of NOW a supermajority rule
might be used comes from California.
There, the State constitution requires a
two-thirds majority vote in the Legistature
to raise taxes. As a result, legislators have
found it much easier to redyce spending
than to increase revenues,

In recent years, the state government,
faced with multibillion-dollar deficits,
slashed spending deeply but made only a
token effort to pare tax breaks. For fiscal

ears 1992-93 and _1!{93-94, California cut
spending by $5.6 billion as part of an $18
pillion deficit reduction. Over the same
period, cuts in tax breaks totaled only $600
million, or 3% of the budget reduction.

Back in Washington, the two sides are
digging in. “Iwill not accept anything that
does not have a tax-limitation provision,” |
House sponsor Joe Barton, a Texas Repub-
lican said- '

) !

'Hit Hardest

- States that Treasury says would suffer
“Jargest cuts from projected federal aid
nder balanced-bug!get amendment
i - CUTS*
. STATE (i Bifons)
Galifornia = $28.03
" New York L 19.24
Texas 14.93
.Lﬂqﬁdai 12.44
Pennsylvania 11.61
IHinols 10.11
“Ohio 8.83
-Michigan 7.47
7.38
713

Gt o spending proftd o yer

NOtEASSumes , o0 cuts in defense épehdiqg_
-or.Social Security and rio tax increases.
‘Excludes: possible economic benefits of hal-
. anced budget, such as lower interest rates.
Source: U.S. Treasury .
~




Global Capital Crunch
Is Beginning to Punish

| Some Weak Economies

But the Effects Are Felt
From Asia to Sweden

Money Seeks Safest Harbors

By MICHAEL R. SESIT
Staff Reporter of TuE WALL STREET '{OURNf\Ll
LONDON — The global financid
squeeze is on, and many developing cOU"
tries are feeling the crush. ;
With most economies either expandine
| or starting to pick up steam, demand fF
. capital is ballooning faster than investors
can supply it. Able to be choosy, investo™s
are becoming more selective about Wi¢
world markets they want to be in OF not b
in. That's why markets in_many develoP:
ing countries — and in a few develoP®
ones—are being clobbered. isk
~Tnvestors are demanding a highe’ rut"
premium, and we have a crowding ©

Mexican Markets Rebound
The peso rose 1.06% and Mexican ﬂwc[::
finished the day higher, in part bec2}
of comments by President Clinto? :i be
|| ereater US. financial support would
available if necessary. See article
page A6. In other developments:

1
8 Some speculators say ‘Brady PO" d
market may be near the bottom, cl.
B Buyers of American deposi
ceipts get a lesson in risk, CL. ers
B Peso devaluation forces auto mak
to alter production plans, A10.

00
| Spreading like a virus in a cro\f’dedsrnlfﬂ"t
says Wolfhard Graetz, chief inVe o in

officer for Bank J. Vontobel Co. Gr ot
Zurich. “If you have an e idem:1 75
“E&Kﬂs.m;aﬂ‘_ec_e_,l_rst. I \&L‘)ﬁ)e,"
they wi| dig, buf they will sufferWit much

strong organisms will get through now 1
l}] better. That is what is happening

financial markets.” . which
Havj ereed from a year d
most of t v

traders world-wide hav conﬂer”8d
Usk-averse. They are more nd 1ess
about nations with too mucmﬁtﬁ:mw
forgiving of nations with PO 5ap oint-
policies. The targets of their &
Ment—or wrath, in some €as S;uth Euro-
America, Sweden and seveWts
Fw!ries. Asia’s emerBi’e ey most
1ave also heen hit this year, bUt® icims of
Ef them are considered more ficies'
Our sentiment than of poor P°

-

' Mexican Crisis Was the Spark.

While the widespread problems — large
budget and current-account deficits and
over-reliance on foreign capital — have
long been evident, “Mexico was the wake-
up call,” says James Lister-Cheese, an
international economist at Independent
Strategy, a London consulting firm.

On Dec. 20, Mexico sent shock waves
through global markets when it unexpect-
edly devalued its peso 15%. One day later,
it let the currency float. The resulting 39%
drop in the currency roiled the Mexican
stock and bond markets and triggered
huge losses in foreign — especially Ameri-
can—investors’ portfolios. Since Jan. 1, the
Mexico City Bolsa is down 29%, measured
in U.S. dollars. '

Spreading Ripples
But the_reverberations spread much

| further, as stock markets from_Buenos

Aires to Bombay tumbled, local bond mar-
kets crumbled, and currencies fell. In

Latin America, Brazil's Stock market nas
plunged 26% since the start of the year,
measured in U.S. dollars, and Argentina
and Peru are down 19%. Shaken by the
Chechen conflict, investors are dumping
Russian debt securities, too.

Suddenly, investors have been alerted
to the problems that many emerging and
the peripheral industrial countries will

have servicing their debfs.

‘‘Mexico symbolizes the trend that in
1995 there is going to be a clear differentia-
tion between those countries which will put
in place the right macro- and micro-eco-
nomic policies and those that don’t,” Mr.
Lister-Cheese says. “Clearly, Mexico's
balance-of-payments imbalance is indica-
tive of the wrong policies and has led
foreign investors to speculate whether
there are other countries which will fall in
that trap.”

Drawing More Distinctions

He adds that people are beginning to
appraise risk differently. Instead of throw-
ing money blindly at all emerging mar-
kets, they are realizing that some emerg-
i il " while others
grow. “And it's not just the emerging
markets that are feeling the brunt,” he

notes, “but@t_més_e_illlitm"ﬂ_muﬂtries
which are percéived as high risks because
of their big fiscal imbalances: Sweden,
Italy,Canada, Spain.”

The current malaise had its roots early
in the decade, when sluggish growth in the
U.S. and recessions in Europe and Japan
sent investors hunting for higher returns
in the world’s emerging stock and bond
markets. From 1990 to the end of 1993, U.S.
investors alone purchased a net $127 billion
of stocks in 10 Asian and nine Latin
American stock markets, according to the

Securities Industry Association.
They were well rewarded. In 1993, for

' instance, the Philippines market surged

133%, measured in U.S. dollars, while stock
markets in Hong Kong, Indonesia, Malay-

+ sia, Thailand and Brazil roughly doubled
in value. The world's _best-performing”

stock market was Poland, up a stapgering
718% in dollar terfns. Turkey was next at
214%. Zimbabwe soared 123%.

But “‘starting in 1994, we had strong
Please Turn to Page A6, Column |
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Dollar Darwinism: Capital Crun.ch
Weak Economies!

Beginsto Punish

Continued From First Page

growth in the U.S,, a recovery in Europe
and a bottoming-out of the recession in
Japan, fueling credit-demand growth in
the i ial world,” says Marc Faber,
who heads his own money-management
and advisory firm in Hong Kong. “‘AS 2
result, liquidity conditions began to
tighten.™—u—__ _ _—
15 it myerging vord's problem was (2}

i mo

. L became more and mor!
dependent on forgign capital, The emers-
{)ﬂg Countries” current-account deficits — &
road measure of trade in goods an
Services and financial flows, such as debt
Payments to foreigners—were growing- _
ere wasn't enough capital to L
23?109; Everything. And that brought about
m?eso-mf, among different emerging econo-
sk atin America, Asia, Eastern EU-
il er. Faber says, “When the first
Was a -oroblem in Mexico emerged, there
outflow CPital outflow from Mexico,” a0
i “;_that Within days “became a crisis
amonn idence and a “sobering-up perio
realizgt'em?rgmgjmarket investors. The
indus i 1S beginning to sink in that the
= lalized nations with their still-very-
B¢ budget deficits don't have a suffi-

cient Savings pool to fj -
! i every
Where in the world.” i

Rosy World Outlook

Overall, nevertheless, he and others
ii}gfhothehwor[d €conomic outlook is roesy-
pros ugh the U.S, economy is expected t0
reco{rlt 15 still growing strongly. Europe’s
& €ry appears to be mych more solid
] an many forecasters had expected, and
Vél.pa" 15 showing signs of rebounding-
Vith the opening of China and economic
liberalization in India - the world's twO
most populous countries — as well as the

D

¢

' ther believes. He adds that maintaining

collapse of communism, “l}ardly ever be-
fore has the global economic outlook been
as positive as now,” Mr. Faber says.

But, he warns, ‘“There’s always a bot-
tleneck somewhere; the only constraining
factor to this wonderful outlook for eco-
nomic growth in the next five years is the

ity of capital.”
Scagglt¥ar thil; year, investment that is
Jeaving the beleaguered developing coun-
tries and Europe’s weaklings is flowing to
countries that show they can maintain low
inflation and control their budget deficits,
mainly Germany and Japan.

world stock maz-

at’s more, L 3
ts are regaini or. “‘In the competi-
fiin for funds, the developed world’s econ-

; ! unfavorable as they had
Omies-'ilgls tAz;sne M. Tatlock, president of
b‘?enéiary Trust Co. International in New
Fld':( “One reason you are getting all this
Jot ure in emerging markets is that a lot

res:ople who didn't like the developed
2 p[d and didn't believe you'd see good
W ings and growth in Europe and Japan
g‘giow becoming more favorably inclined

egions.”

‘0W35351;2?§§§e,g3ames M. Connors, the
. ornational head Of futures and options
'“tet:rc Ltd.. a London-based trz ling and
at ¥ firm, is betting that Lie Nikke

C ajor st - he |
index of 225 I8N nge will rocket 23% to

Tokyo Stock d of June.

24.08%Mgmmu: He notes that
in each of the

Vi int :
n]tt;fes Slg\g’;nlclllquarter of the following year.
in

< nplitical. ‘‘Now that Japan has

The Og‘fg :)S g?l its financial industry more

eeS ingﬁ:itutions‘.l expect to see in-

to U. | hmerican investment in their

crease rlln says.Japan last year had the

mark?tst') t‘_* erforming major stock mar-

world's bes Pn of 8.3% in yen and of 21.4%

ket »g:lt:’eg ignatil}”ars' according to the Dow

mea +nck Index.
jones World stock

past three years, the index |
ne fourth quarter and highs '

' To some observers, global political in-
stability is as responsible for roiling finan-
cial markets as the reverberations from
the peso’s plunge. Although Norbert Wal-
ther, chief economist for Deutsche Bank
AG in Frankfurt, doesn’t view the situation
as irreparable, he complains: “In broad
political terms, we haye one SUDETPOWET

ft, and that supe isn’

a world leader. And no other country or
organization is taking up this role.”

The German economist argues tha i
much of the onus rests with the U.S. “It
involves the U.S. president getting backon
the international stage, showing he cares
about international institutions such as the
World Trade Organization, expressing;
concern about Europe and settling the U.S.:
dispute with Japan,” he contends. Noting|
the seemingly endless war in Bosnia,.
Russia’s invasion of Chechnya and strife;
elsewhere in the former Soviet Union, he
adds: “Europe even doesn’t take care of its
front yard or its back yard.”

The Need in Europe

If President Clinton does move to re-
solve some of the problems, the dollar
might rise, especially against the yen, and
Japan’s economy might recover from the
strong yen's devastating effects, Dr. Wal-

healthy world securities markets requires
that Japanese investors renew their appe-
tite for foreign stocks and bonds. There are
recent signs they have begun to do so. i

_ Dr. Walther also says Europe needs a
strong leader to champion the stalled push
for European integration. *‘That person is
(German Chancellor Helmut] Kohl, but for
domestic reasons he doesn’t seem that
interested in that right now,” he says. “It
frightens me, because it shows that even a
country like Germany doesn't understand
the importance of European integration or
freedom and wealth.” If Japan and the
West don’t get their acts together, Dr.
Walther fears, “we may end up with
something that is closer to protectionism
than the rule of law.”

Meanwhile, the tumult in Latin Ameri-
can markets is stirring fears that foreign
investors might bolt Asia’s emerging mar-
kets. Brokers say foreigners figure promi-
nently among the investors that have
driven Hong Kong's stock market down
8.2% in dollar terms this year.

Unfounded rumors have begun rattling
Southeast Asian markets. Gossip that
Hong Kong and China's credit ratings
were about to be downgraded as well as |
rumors that Chinese leader Deng Xiaoping
had been hospitalized contributed to Hong
Kong's 2% fall yesterday. Other specula-
tion focused on the vulnerability of the
Hong Kong dollar in the face of a large
outflow of foreign funds from Hong Kong
investments. Similar rumors, inspired by
Mexico's devaluation, have washed
through the currency and equity markets
of other Asian countries. ]

In Eastern Europe, Russia’s messy 1I-
vasion of Chechnya is prompting many
investors to unload everything from Rus-
sian debt to Czech stocks. *‘Mexico and i1
devaluation is the lead story,” says Rich-
ard Segal, a Bank of America economist in

| London. “But Russia and its Chechen

i Crisis is close behind."”
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Prices of government and other bonds
issued by Central and East European coun-
tries have plummeted in the past week,
with prices tumbling 4% to 6% in the past
few days alone. Since Dec. 10 — before
Mexico devalued the peso and the Chechen
war began — Russia’s dollar-denominated
bonds have declined nearly 40%. That
makes them the worst-performing assets
in the world over the past month, accord-
ing to Robin Hubbard of Paribas Capital
Markets Ltd. in London.

Some Opportunities Spotted

Some traders say the shock waves could
continue for at least a few more weeks as
some frighténed American mutual-fund
investors, already badly burned in 1994,
might cut and run from emerging markets.
Even though many professional portfolio
managers are exiting, some see opportuni-
ties in the emerging-market debacle. “I
will invest, especially in Latin America
where we will have bargains again,” Von-
tobel’s Mr. Graetz says.

He already is contemplating buying
shares in Telefonos de Mexico, the commu-
nications giant whose American deposi-
tory receipts yesterday closed $2 higher at
$35.375 each but are still near their 12-

. month lows. “The key to successful invest-

ing in emerging markets is to buy them
when nobody wants them and to sell when
everyone 1§ prepared to give you his last
shirt for some equity in Latin America,

. Africa or wherever,” Mr. Graetz says.

Yesterday, signs of tranquillity began

to return to some Latin American securi-

ties markets. “There’s a sense of calm that
while the problems may not be over, the
worst — the panic selling and forced liqui-
dations — has stopped,” said the head of
emerging-market debt trading at a big
wall Street firm. “Bottom fishers have
started to appear; junk-bond specialists
began crawling in last week.”

But more storms could still develop.
«Next 10 liquidity, we have a lack of
confidence in the ability of governments to

ay back their debt,” Mr. Graetz says.
“Jt's apparent in Sweden, in Southern
gurope and in Latin America.”

—Glenn Whitney in London and Mat-
thew Geiger in Kuala Lumpur, Malaysia,
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to lift the wages of all working Amer--
icans,” a senior Administration offi-
cial said. He ranked its importance
with the President’s recent tax cut
proposals for middle-income fam-
ilies.

For all the political controversy
surrounding the minimum wage,
economists who study the issue have
managed to agree on several key
findings. These agreements help to
explain why the minimum wage de-
bate, as Mr. Gephardt put it, has
become ‘‘a metaphor for the differ-
ences between Democrats and Re-
publicans.” .

Contrary to popular wisdom, for
example, economists have found
that only one-third of the roughly
four million minimum-wage earners
are teen-agers. The rest are adults
over 25, a significant number of
whom — some say as many as 45
percent — provide nearly half of
their families’ incomes, Raising the
minimum by 75 cents ap hour, the
amount under discussion in the Ad-
ministration, would bring a gain in
living standards, but only for those
who do not lose their jobs,

Economists have also found that
raising the minimum wage produces
a net gain in total income, That is,
the total income growth for minj.
mum-wage workers who keep theijr
jobs exceeds the income |og¢ by
those who lose theirs.

The gains in income, for some
economists and politicians, can thys
outweigh the loss in jobs. “If your
objective is to make work pay well
enough so that it takes fewer wage
earners in a family to keep the fam.

ily out of poverty, then raising the

minimum wage is a worthy goal,”
said Henry J. Aaron, an economist a¢
the Brookings Institution.

That is a goal mentioned by Aq.
ministration officials. But for many
Republicans and for Finis Welch,
labor economist at Texas A & M Uni-
versity, saving jobs should be the
higher priority. “We are in effect
telling unskilled people that if they
are not worth the wages we set, they
cannot work,” said Mr. Welch, whg
added that he believed most employ-
ers would do little to train low-skilleq
workers so they could become more
valuable and eventually worth the
higher minimum wage.

But Mr. Welch and other ecopg-
mists agree that a higher minimum
wage tends to lure people out of
idleness and into jobs by making
work more valuable than, say, the
alternative of government welfare
programs. As a result, the cost of
low-income workers shifts a bit to
business from the public sector.




Finally, there is agreement that a
higher minimum wage has a ripple

effect, pushing up wages for those
ts above the old

earning up to 50 cen
minimum. More than 85 million
workers, or nearly 5 percent of the

workforce, receive wages within 50-
cents of the minimum, which rose to.
$4.25 in 1991 from $3.8

reason, among several, that business
regularly opposes increases in the
minimum wage.

Yet the pri
against raising t
— job losses —is
ful an argument as it once was.:A

st studies concluded
more of all mini-
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he minimum wage
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that 1 percent or
mum wage workers I
for each 10 percent in i

e most recent

minimum wage. D s at less than.
0,000 peopleif’

studies put the job

1 percent, or roughly 4
Congress were to incre
rent minimum by 75 cents,

nearly 18 percent.
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Some studies go even f :
Princeton University :crotl;gn'!\m
David Card and Alan Krueger g
tend that there is little eviden’cgqm
any job loss at all from increas."n[
the minimum wage. Mr. Kryue .
recently became chief ecm-mxmstg o
the Labor Department, where L 5
an adviser to Robert B. Rejch ? o
Secretary of Labor and a prim':igla'?

Estimates of job .
losses from higher
minimum pay are
reduced. =

advgcate within the Clinton Admin;si
tration of lifting wages at the low end

of the job ladder.
By contrast, Professor Welch at

Texas A & M insists that the tradi-
tional view about job loss is still’
correct. His new study, done with
two colleagues, Donald Deere of Tex-
as A& M and Kevin M. Murphy -of
the University of Chicago, was magle
public last Sunday at the annual
meeting of the American Econontic
Association in Washington. It esti-
Mated that each 10 percent rise in
the minimum wage between 1989
and 199] produced job losses of 3t
least 1 percent of all minimum wage
workers, or roughly 60,000 people if
the minimum is raised by 75 cents.
_ Alone among the most recent stuq-
les, said Charles Brown, a Universi:
ty of Michigan labor economist, “the
Welch findings go back to an older
thesis that there was a bigger job
impact when the minimum wage
rose.”” Parh
_ President Clinton promised, dur
ing the 1992 election campaign, -to
raise the minimum wage. But he
took no action while he pursued a
health insurance bill. Now Adminis:
tration officials argue that raising
the minimum, which has lost a third
of its purchasing power since 1979,
LVould help narrow the wage ga;‘;
etween low- and middle-incomg
Wworkers. N

Professor Solow of M.I.T. agrees,
'When the minimum wage has dete,
rlokl:ated so much in purchasing paw-
er,” he said, “there are probably
enough people who would be worth
the higher wage and would not lose
their jobs.” o
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' Conservative, Pro-Business Think Tanks

“Take Center Stage Before House Panel

By DAvID ROGERS
T And JoHN HARWOOD _—
rters of THE WALL STREET 4
&“‘{V}E;MGT{)N —The House Appropria-
- tions Committee began its 1ong budget-cut-
ting march by granting unparalleled ac-
cess to conservative, pro-business think
tanks that are asking Republicans to make
major reductions in government pro-

vy "opening hearing yesterday (;‘:so
dominated by testimony from the s
Institute, Heritage Foundation and Citi-
zens for a Sound Economy. And the hr;eu;f
of witnesses—sitting across from dgduli' n?lw.
makers — dramatized the increas us
ence of thesehcorpot;:;g-vl:;cked group
ith the Republican .
vahe comgnitte(ci;s ngl)chamngniangé
Livingston (R., La.), &%
?igtl)'lt of sogns;any conservative m'tnn;s‘;s:ts e&n
the once-Democratic panel, Col ,
“It is historical, not hysterical. Ralph
«Some of both,” added Rez;ld by &
Regula (R., Ohio), after being e ortne
Heritage witness t0 think like 8 nd
500" executive and cut the En%sg’ri ey
Interior Department budgets It 35 -
diction by 50% over the next five ytor .
Stephen Moore, 2 Cato dil"e:Richard
past ties to House Ma)or;ty Leadc; oy
Armey, called for an immediate by
the-board sequester to reduce spen !
3% in the second half of tmsavings
ear ending Sept. 30. The net sll esti:
Zbout 416 billion, would include a St
mated $4 billion from prior defense i:(l)lp
riations, and Cato's wmim;nesi%s o
?nand cuts from Pentagon account
apart from many in the GOP.
Distance From Business, Toq i
Though most of the focus 15 onkine
se, Cato proposals show up in woxéo mg
Hol:lm ents used by Senate Bydget on
do‘itee Republicans charged with xdgarlrl ufe
o spending cuts this year, and fora * -2
ing sprate ties to the various think tan i
ot 0'tnesses yesterday seemed to deligh
the wtlting themselves apart from what one
in se ibed as the old GOP jmage of being
descr‘l‘leg'islative adjuncts of the National
only jation of Manllfg(:ll.u-ers." el
AssoC2 Taylor, Cato’s director of natur
ce studies, Said much of the 8OVET
resol esearch budget amoynts to cor
ments * \fare” and Suggesteq that public
pOl'ate “(eclllding the Natipnal forests,
petter sold to the priyate sector or
evel' to nonprofit orgam@tlons
e Audubon Socieyy " This pro-
Charles 'lfaylor [R., N.C.), a

strong 317 “yitness might pave been
suggest ° “ittle funny Weeg somewhere.’
“smOK"‘% Heritage repregentative pro-
And wr;lea isitors tO the Capjys) might be
pOS('!dt or upkeep, evep Cato's Mr.
charged d back from fro “pis pure-

Tayl;();t mv?ays and dissenteq from the
mar

proposel_—

Citizens Against Goifemment Waste,

. founded in the aftermath of the Grace

Commission cost-cutting report in the
early 1980s, joined in the testimony. But
the think tanks, with their corporate ties,
best illustrated the increased role of pro-
business interests since the November
election. ’

Other Joint Efforts

- The small-business lobby, which is

even more favored by Republicans — and
openly partisan — than are large corpora-
tio_ns.. joined with the House GOP leader-
ship in a press conference yesterday on
term limits. And in the same vein, Citizens
for a Sound Economy will use Rep. Joe
Barton (R., Texas), the new chairman of
the House Commerce oversight subcom-
mittee, as a vehicle to announce the results
today of a survey funded by the group to
advance its agenda of regulation reform at
the Food and Drug Administration.

In other developments:

o Ending days of maneuvering, the full
Senate voted 98-1 to make Congress more
subject to the laws its passes. The one
dissenting vote was Robert Byrd (D.,
W.Va.). Similar legislation already has
passed the House. While lawmakers still
would be exempted from provisions of the
Freedom of Information Act, the legisla-
tion would bring members and their offices
under fair labor standards and antidiscri-
mination statutes. :

o The House Judiciary Committee
pushed toward approval of a proposed
amendment to the Constitution requiring a
balanced budget by the year 2002. But
Republicans acknowledge that they will
face opposition on the floor to a provision
requiring a three-fifths majority for future
income-tax increases. Instead, a second
version of the same amendment, requiring
a constitutional majority of 218 votes in the
House and 51 in the Senate for tax in-
creases, is now favored in the debate later
this month.

While moderate and conservative Re-
publicans debated competing budget-bal-
ancing proposals, Democrats underscored
their own internal divisions. Chiding ‘‘new
Democrats” for abandoning President
Clinton’s agenda, Sen. Edward Kennedy
(D., Mass.) urged colleagues to resume the
drive for comprehensive health reform and
rejected the GOP's “mindless antigovern-
ment vendetta” against federal regula-
tion. “‘The task of a great political party is
to face the tide, not just ride with it,” the
liberal stalwart declared in a National
Press Club speech.

But hours later, the leadership an-
nounced the appointment of Sen. Robert
Kerrey of Nebraska, one of the new Demo-
crats who has most distanced himself from
the administration, as chairman of the
party’s Senate campaign committee for
the 1996 elections.
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’_Clinton s Plan to Raise \Wages Draws
Opposition Before Details Are Presented |
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By RICK WARTZMAN
Staff Reporter of THE WALL STREET JOURNAL

WASHINGTON — Even before Presi-
dent Clinton proposes raising the mini-
mum wage, sharp battle lines are being
drawn over the issue.

Mr. Clinton has yet to sign off on any
specific plan, but it’s all decided that he
will seek an increase in the pay floor from
the current $4.25 an hour.

The president struck a generally posi-
tive tone on the subject yesterday, telling
reporters that “the No. 1 mission of the
country in this recovery is to raise in-
comes.” Mr. Clinton noted that his eco-
nomic advisers haven’t yet sent him a
formal recommendation on the minimum
wage, but said that when they do, “I will
seriously consider”’ it. )

One leading option being kicked around

by the president’s advisers would boost the
base wage by 50 cents annollr, y
fnaking up for _the inflation _that h s;

ears since it wi

f S -
rises ‘&10 keep up with inflation, just as
ial Secu-

Some 2.5 million hourly workers are
paid the federal minimum wage, the Bu-
reau -of Labor Statictics estimates. An
additional 1.7 million hourly workers, in-
cluding some who receive tips and are
covesed by a different standard, are paid
below the $4.25 level. _ "~ .

Administration officials stressed that
the details of their proposal are still unde-
cided, as consultations continue with Dem-
ocratic congressional leaders about how
best to proceed.

Nonetheless, opposition groups already
are gearing up to take on any proposal that
emerges. During the debate over health-
care reform last year, retailers, restaura-
teurs and small-business owners organ- -
ized into a potent coalition that helped beat %

Please Tarn to Page A5, Column {
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effect about a yea strongl
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that the minimum wage automatical

Minimum Wage Rise

Gets Early Opposition |

S
Continued From Page A2
back a Whijte House proposal that would
have forced employers to help pay for their
workers' medical insurance. “If the ad-
ministration lays a minimum-wage hike on
the table, we're ready to join forces
again,” vowed Steve Pfister, a lobbyist at
the Nationa) Retail Federation.
Meanwhile, the Republicans in charge
on Capito] Hill are opposed to a higher
minimum wage, with both Speaker Newt
Gingrich gnd House Republican Leader
Richard Armey coming out against it.
Conservative Democrats also express
reservations, Rep. Charles Stenholm of
Texas saiq pe would like to see higher
compensatjop for people earning the mini-
mum wage put thinks it must be done in
the context of a broader package. The
minimum wjge itself, he suggested, *“may
in some cages need to be reduced in order
to provide for job opportunities.”

Fulfilling campaign Pledge

attempting ¢, raise the pay floor™
distinguish jts agenda from tha: of the
GOP, demgpstrate its compassion toward
lower-income working Americans, and ful-
fill a promjge pr. Clinton made during his
election capy,

Nonethg)ess, the White Houég‘t‘t Eﬁt‘h?t
€lp

increasing the minirnum wage.

aign. It also seems popular.
The latest wy)) Street Journal/NBC News
poll foung tp,+ 759 of the public supports

In meetir s over the past few weeks.
the presiden s top economic advisers have
reached 4 ¢ ,nsensus that raising the mini-
mum wage by the amounts being consid-
ered would have, at most, a small negative
effect on employment. At the same time,
they’ve concluded that such a move could
have a very positive effect on the earnings
of the working poor, without introducing a
big new government program.

Much of this view is based on a
series of economic studies that have been
produced since the late 1980s, including
works by Alan Krueger, the chief econo-
mist at the Labor Department, and his
pye(’lecessor in that post, Harvard Univer-
Sity’s Larry Katz. Their research deter-
mined that among fast-food restaurant
workers in states where the minimum
wage has gone up, including Texas and
Ne\y Jersey, there was no negative impact
on job creation.

Restaurant Lobbyist

. Yet the opposition already is trot-
ting out its own analyses from univer-
sity economists that try to poke holes
in those findings. Some of these stud-
ies have been produced by the Employ-
ment Policies Institute Foundation, a think
tank run by Richard Berman, a lobbyist
with strong ties to Republican lawmakers.
In his lobbying role, Mr. Berman repre-
sents several restaurant companies.

“An enormous amount of work has
been gione -showing that the minimum
wage is harmful,” Mr. Berman said yes-
terday, especially among low-skill adults.
He also maintained that there is “signifi-
cant evidence” that a higher minimum
wage will make it harder for many people
to make the transition from welfare to
the work force.

) Some congressional Democrats, includ-
ing House Minority Leader Richard Gep-

hardt, have indicated that they’ll fight for

a higher minimum wage. But opponents
hope to make something out of the fact that
in 1977 Mr. Gephardt opposed an in-
crease in the minimum wage. “The eco-

nomics on the minimum wage haven't .

_changed since his vote,” Mr. Berman
“said.
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The Fight Over
Orphanages

Welfare: Let’s move to a discussion of what is best
for the children that is open, honest and fair

By HiLLary RopHam CLINTON
Hillary Clinton recently dismissed as “ab-
surd” the idea of taking poor children away
from their homes and putting them in or-
phanages. Newt Gingrich retorted by sug-
gesting that the First Lady rent the 1938
movie “Boys’ Town,” adding, “T
don't understand liberals who
live in enclaves of safety who
say, ‘Oh, this would be a terrible
thing. Look at the Norman
Rockwell family that would
break up.” The fact is we are
allowing a brutalization and a
degradation of children in this
country, a destructiveness.”
NEwWSWEEK asked Mrs. Clinton
for her response:

AM HEARTENED THAT
the well-being of children
and families increasingly
is a focus of national at-
tention as more and more
Americans express their frus-
tration with the failings of the
welfare system, high rates of
illegitimacy, irresponsible par-
enting, poor schooling, drugs
and violence. And I applaud
our nation’s determination to
do something about these
problems. Tt
Over the past 25 years I have Spent;: 2
of time and energy working to Sfr?ngt ‘}31]_1
families and help children. There is nolt 5
ing about which I care more. I have vo'un
teered in institutions serving children i
homeless shelters, group homes. ch]ldrentej
hospitals and schools. In Arkansas, I star
ed programs to teach parenting skills éo g
welfare recipients and worked.\ﬂth L ‘;0
cacy groups to improve education, hea -
care and child care. I have served on o
mittees to combat youth violence andc |
abuse. And I have written about the 1eg2
rights and responsibilities of children 11
their families and society. ;
I also understand the frustration tha "
many Americans feel toward governme
bureaucracy. As a children’s advoc

—
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ate an

lawyer, I waged plenty of my own battles
with government and represented foster
children and parents in lawsuits against
government bureaucracies. On a more
personal level, I have struggled with the
anguish caused by terminating the parental

rights of mothers whq desperately love
their children but are ynable to care for
them. And I'have had to explain to abused
children, who fear loneliness more than
harm, that }_Jeing taken from the only home
they know is for their protection and not
their punishment,

Based on these experiences, I know that
w}}en any of us talk about what is best for
ch1]drep: we should start with a large dose
of humility, and then he willing to struggle
through the hard questions posed by the
collapse of families,

Take the orphanages debate. for
example. There is no doubt that many
A1:ner1cans have benefited from being
raised by caring people in orphanages. On
the other hand, T disagree with those who

LARRY DOWNING —NEWSWEEK

The First Lady: ‘T doubt either mom would h
given up Bill or Newt without one heck of a fight

suggest that children should be taken from
their parents and put in orphanages solely
because they were born out of wedlock and
their parents are poor. This is big
government interference into the lives of
private citizens at its worst.

As we debate welfare reform, I hope we
will learn from the recent verbal . |
skirmishes over orphanages how public
discussion of critical issues can be
confused and bogged down by polarizing
language. I agree with the recent
comments of Speaker Gingrich, who said
last week that the debate over orphanages
had become distorted and cheap. Let's
move on to a discussion that is open,
honest and fair. If we do, perhaps we will
be able to look back at the orphanage
debate as a cautionary lesson in how to
discuss sensitive and important matters,
and not to characterize whole groups of
Americans with broad, unfair
stereotypes that will not lead
us to positive or fair solutions.

Like most Americans, I too
am deeply disturbed by the
outrageous rates of out-of-
wedlock births and the welfare
dependency they bring. And
my heart breaks every time I
hear another story about a
mother or father who abuses,
neglects or kills a child.

But more than two decades
of working on children’s issues
has taught me that there are no
simple solutions to such
complex human problems. I
also have learned that there are
some absolutely bedrock
principles when it comes to
ensuring the well-being of
children.

First, children are almost
AVEe  always best off with their
families. Our legal system
presumes that a child should be
with his or her parents unless
there is convincing evidence that abuse or
neglect threatens a child'’s well-being. That
standard should not be changed. But we
should look for better ways to identify
children at risk, move quickly to help their
families and, as a last resort. move children
to the best possible out-of-home
placement.

Second, those who believe poverty is a
disqualification from good parenting .
probably have not been in the company of
poor but hardworking parents. Both the
President and the Speaker lost their
fathers, one through death. one through
divorce. Each of their young mothers
eventually remarried, and each boy was
then adopted by his new father. But one
can only imagine what might have
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happened if bad luck had left
those young women alone and
in poverty. I doubt either mom

would have given up Bill or are almost
Newt to any orphanage
without one heck of a fight. always

Poor parents struggle every best off

day to give their children the
most with the least. And often
they are among the best
parents. They know children
need a secure home, strong
values, consistency and love.
The love can be as rich and the
values as sound in the homes of Watts

as in Westchester, in Harlem as in
Highland Park.

Those who think otherwise are letting a
handful of sensational media stories create
a false stereotype in their minds. After all,
only a small fraction of the 14 million
children classified as poor
currently are placed in out-of-
home care.

Third, it is important to
support families with special
problems, including poverty,
before giving up on them.
Certainly there are cases—too
many, and tragically there
seem to be more all the time—
where parents abuse their
children or are unable or
unwilling to meet their family
responsibilities. Instances of
abuse and neglect occur in rich
as well in as poor families. But
we all know that poor families
are more likely to feel the
stress of economic troubles and
be identified for government
intervention, It is more cost-
effective and realistic to help
avoid family breakup. That is
why the President signed the
Family and Medical Leave Act,
which enables parents to be
good parents and good
workers by giving them time 0
fear of losing their job when a ¢
or is sick,

The President also insisted in 1993 I:m
giving working families earning less t04%
$26,000 a year a tax cut that average
$1,000 a family, so that their har dtearne
dollars could be spent on their children
instead of sent to the government.

The President’s budget plan als0
included funding for family preselj\’?“gr!n
programs like the one I recently visite®!
Los Angeles. That church-run program
receives state and federal funds to help ot
families stay together. The success Ston?act
heard were impressive, and so Was the =
that the work being done was cheaper t

ff without
hild is born

ST M B A, A i AL

any foster care or orphanage co ‘
BT, T iy

‘Children

with their
families’

uld ever b€

Fourth, whenever danger-
ous circumstances do exist,
children must be protected
from harm and moved into al-
ternative settings outside their
family. But this should only oc-
cur as a last resort to keep the
child safe.

When children are endan-
gered and only the government
has the right to intervene, gov-
ernment must act quickly and
decisively to protect them. But
removing children from their
parents is—and should be—difficult be-
cause of the seriousness of the matter, and
because available options outside the fam-
ily are not always good ones. Too often,
children are left to languish in the insecuri-

of the foster care system or with inade-
quate institutional care. When the govern-

i
ROB NELSON —BLACK STAR

promoting Father Flanagan: Gingrich autographs
a photo from ‘Boys’ Town’ at a Georgia screening

----------------------------------------
.....................................

ment is forced to remove a child, it should
be required to find the right solution
promptly.

The point I have tried to make for years
is that any decision to separate a child from
his parents should be made solely on the
basis of the child’s safety and well-being,
We should never permit children to be
taken from their families simply because
the parents are poor, unmarried or lacking
education.

So let’s put first things first. Qur greatest
energy should be spent promoting respon-
sible parenting and independence from the
welfare system—all with a view toward
building strong families and creating con-
ditions in which children can flourish.

FEORL ) e
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sacred duty we have.

Children’s welfare should always be the

o LR, W, ¢

underlying principle in welfare reform. It
is the crux of welfare reform legislation the
President presented to Congress last year.
And it is what the President was working
for when he gave 24 states waivers to pro-
mote their own versions of welfare reform.

In the coming debate, I hope we can all
agree to launch a national campaign to dis-
courage teenage pregnancies and to re-
quire fathers to take responsibility for their
children and pay child support when mar-
riage doesn’t occur or divorce does. We
should insist that young men who casually
father children admit paternity. We should
help young women on welfare who are
yearning to be good mothers acquire the
skills they need to move out of welfare and
into work. We should encourage the adop-
tion of children who cannot be returned to
their parents. We should insist that any
institution we establish for children meet

standards of care and safety
that we would demand for our
own children.

I grew up in a Republican
family and, although I'm now a
Democrat, I always thought
the Republican Party believed
in the value of family—not in
government intrusions into
family life. It is my hope that
we can now put the war of
words about orphanages and
the slogans about welfare
families behind us and join
together —as parents, teachers,
ministers, community leaders
and policymakers—to fulfill

. our responsibilities to
America’s children. Too often
in the past, we’ve assumed that
only the family, or only the
government, was responsible
for ensuring the well-being of
children. But personal values
and national policies must both
play a role.

As the National Conference
of Catholic Bishops said in its 1992 pastoral
letter entitled, Putting Families First: “No
government can love a child, and no policy
can substitute for a family’s care. But,
government can either support or
undermine families. There has been an
unfortunate, unnecessary and unreal
polarization in discussion [about] how best
to help families. The undeniable fact is that
our children’s future is shaped both by the
values of their parents and the policies of
our nation.”

I have a feeling if Father Flanagan were
here to take part in this debate, his view
would reflect the wisdom of the bishop&
Taking responsibility for the children in
our own lives and all children is the most
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G.OP. TAX PLAN

'

l’ A ‘Supermajority’ Proposal
| Is Running Out of Steam

-

By MICHAEL WINES

Special 10 The New York Times
WASHINGTON, Jan. 12 — It is
starting to look as if a major subpar-
agraph of the ublicans
“Contract With America” — one
—Laalis intended 1o make it almost

impossible for Congress to raise tax-
_&s — lacks enough Republican_suP-

port to survive

" moderate

And it now appears that a more

roposal, conceived an
nurtured in part by conservative
Democrats, has the best chance of
winning House approval, and per-
haps Senate approval, too, as part 0
the balanced budget amendment t0
the Constilution.

On a Capitol Hill day that Republi-
cans devoted almost wholly to Show-
<asing their agenda and feuding Wi

eMmocrats, the politics of the bal
anced-budget amendment debaté
Sounded a lone off-key note.

The House took the day off. The
18:: ale met but spent tge day in
p,.og"'d discussion of a Republican
beaposal o prevent states from

ring the costs of carrying OUt

fderal Mandates, and it took only
Procedura) yores,

arfgn?""asu the balanced-budget
neuver ot Was the object of mé-
dimj ring, as support appeared *

e Nish for the clause in the Repub-
am leaders' “yergion of their
Mendment that woyld require that

. : ‘
Continued on Page A22, Column 1
TT——— -
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CONGRESSIONAL ROUNDUP

S

‘Supennajority > Tax Plan
May Lack G.O.P. Support

Continued From Page Al
.

all tax increases be approved by a
three-fifths *‘supermajority.” Cur-
rent law requires only a simple ma-
jority of voting lawmakers to in-
crease taxes.

When the House Judiciary Com-
mittee voted on Tuesday (o approve
a balanced-budget amendment, the

- supermajority requirement for tax
jncreases was part of jt, But in an
interview, a senior Republican aide
who spoke on condition that he not be
named said that such 3 hurdle to
future tax increases *“ain‘t gonna
fly” when the amendment reaches a
House vote, later this month.

And Representative Charles W.
stenholm, & conservative Democrat
from Texas, said today that he has
secured the backing of gt Jeast 65
pemocrats for an amendment with a
Jower barrier 10 tax increases.

That is significant becayse consti-
tutional amendments require ap-

roval by two-thirds of each cham-
per of CONBTess, a number that Re-
publicans cannot muster without at
jeast 53 Democratic yotes in the

ouse. The Republican jeadership’s
yersion of the amendment has little
pemocratic backing in ejther the
House OF the Senate,

Mr. Stenholm said toqay that his

endment “is the only one that’s
ot a chance of passing® jn the new

gress. .

Re ubl:::al: lt;aders in the Hogst:

short of admitting that. Bu
sw%:w the House majority leader,
Representative Dick Armey of Tex-

said that lawmakers will get' a

chance t0 consider both versions of

(he amendment when the matter

comes t0 the floor, and the most
popular version wil] pe adopted.

r. Armey told reporters on Tues-
day that he “can Jive with” Mr.
gtenholm’s 1ess restrictive version
he amendment, the newsletter
%ongress Daily reported today.

M. stenholm’s amendment, also
nsored bY Representative Dan
SPhacfer, & Colorado Republican,
ould require an absolute majority

WO enators and representatives —
of { is, 8 majority of the total mem-
tha shi' of each house — to approve a

r increase before it becomes law.
tax :, jdentical measure was consid-

A 4 in both the House and the Sen-
e{: in the last Congresls‘; b}st failed to
ale " 1he curvent version favored by

,ﬁggﬂkgpum;‘ieadersmpuq the

RS, sifths version - is getting its

Democrats, and even some Republi-
cans,” oppose it, said Jane Guerrero,
an aide to Mr. Schaefer.

“Some freshmen want the three-
fifths,” she said. “‘But the choice is
our version, or no version, and the
leadership agrees. Once the fresh-

. men realize that’s the lay of the land,

we'll say it's what we can get.”

Welfare
Representative Bill Archer, the

. Texas Republican who is chairman
. of the Ways and Means Committee,
_ affirmed today that House Republi-

cans wanted to end welfare and food
stamps as entitlement programs,

. which pay benefits to anyone who

‘meets certain eligibility criteria.

“We will end entitlements as we
have known them,’” he said.

The Republicans want to replage
them with lump sums of money, paid
to the states as block grants.

Mr. Archer and Representative E.
Clay Shaw Jr., chairman of the sub-
committee that will begin consider-
ing welfare legislation on Friday,
said that they still wanted to make

“immigrants ineligible for Federal

aid under Medicaid, welfare, scheol

lunch programs and other pro-
grams.

Republicans proposed such a pro-
hibition as part of their Contract
With America. The prohibition would
apply to legal and illegal aliens.
House Speaker Newt Gingrich said
recently that he was reconsidering
the proposal. But Mr. Shaw, a Flor-
ida Republican who is chairman of
the Ways and Means Subcommittee
on Human Resources, said he did not
take Mr. Gingrich’s *“offhand com-
ment” as an instruction to revise the
legilsation. :

At a hearing of the Ways and
Means Committee today, two Repub-
lican Governors, George E. Pataki of
New York and William F. Weld of
Massachusetts, praised the tax and
welfare proposals in the contract.
Mr. Weld said he was willing to
accept less money from the Federal
Government for welfare programs if
he had more flexibility in running

l the programs.

But Gov. Howard Dean of Ver-
mont, a Democrat, expressed con-
cern, saying that “kids will be the
victims” if they lose their entitle-
ment 0 welfare benefits. “In the
next recession, children will be the
ones in trouble,” said Mr. Dean, who
is chairman of the National Gover-
nors’ Association. ’




Line ltem Veto

The Republican effort to give
Presidents their first-ever veto over
individual items in Federal spending
bills — a proposal the White House
supports — got decidedly mixed re-
views from a dozen politicians, budg-
et analysts, anti-waste muckrakers
and other experts.

Senate and House committees are
considering bills that would effec-
tively give a President control over
even the smallest Federal expenses
by allowing him to simply wipe un-
palatable spending items out of
budget bills after the legislation has
been signed into law. Both versions
vould also let the President delete

pecial-interest tax breaks from tax
ills,

In both cases, what would follow
umounts to a political pas de deux:
I'he Senate and the House of Repre-
sentatives would have a limited time
(20 days in the House version) to
restore the repealed expenses by a
majority vote; the President could
veto that restoration, and each house
would then have to override the veto,
by a two-thirds vote, to keep the
spending items intact.

Politicians and officials of govern-
ment-watchdog groups generally
liked it. Senator John McCain, Re--

publican of Arizona, said studies
show that Congress has larded mili-
tary-spending bills with $50 billion in
" non-military spending over the last

six years, and he argued that a line- '

item veto would help put a stop to it.

Representative Michael N. Castle
of Delaware, a Republican who not
long ago was that state's Governor,
said he had used such a veto to stop
the Delaware Legislature from in-
creasing the traffic-light budget five-
fold. '

Governor Weld testified that he
had wielded the line-item veto in his
state more than a thousand times,
mostly to cut pork-barrel spendin'g
put in legislation to win someone’s
vole.

Forty-three-states have some
form of line-item veto; the former
Governor of Arkansas, Bill Clinton,
used it 11 times during his tenure.

Amid all the fervor, however, even
supporters sounded some caution-
ary notes.

15upports lngisimi(m giv

ing him the broadest velo powes ..
spending that Congress can dc:wse_ —
or, roughly, what the present bills
contemplate. But Ms. Rivlin advised
the lawmakers not to expect Mr.
Clinton to use the veto much, or to
achieve great savings with it.

«1'd think it would be a relatively
small proportion of discretionary
spending that would be a candidate

for the line-item veto,"” she said, add-
ihg that Mr. Clinton would wield it as
a “‘targeted” weapon on spending he
felt was particularly egregious, not
as a broad brush to wipe out vast
amounts of spending he dislikes.

Others said the bills being studied

cede an extraordinary amount of
legislative power to the White House
with no guarantee, they said, that
future Presidents would use it re-
sponsibly.

The legislation gives the President
power not only to strike expenses .
listed in the text of Federal spending
bills, but also to dip into individual
spending accounts and eliminate
projects that are not explictly listed
in the bills themselves. Moreover, a
President would be able to save his
spending cuts from a hostile Con-
gress — and avoid a vote on the
House or Senate floor — if he could
round up enough votes to bottle up a
veto message in committee.

Robert Reischauer, the director of
the Congressional Budget Office, tes-
tified that only 11 of the 43 states
with line-item vetoes give that much
power to their chief executives. And
studies show that most governors
use the veto not to hold down spend-
ing, but to enforce their own spend-
ing priorities over those of legisla-
tors, he said.

Norman Ornstein, the veteran an-
alyst of Congress at the American
Enterprise Institute, a Washington
research organization, advised law-
makers drafting legislation to look to
Presidents like Lyndon B. Johnson
and Richard M. Nixon, who could use
the Federal budgets as blunt instru-
ments to bend others to their will.

resj- —

“What you're dealing with, mare .
than anything clse here, is a transfer t

of power, not a case of spending
restraint,” Mr. Ornstein said. “Be
careful about how much power you
want to move.”

Both the House and Senate com-
mittees plan votes on final versions
of their bills later this month, and if
they pass — as expected — the full
House will take up the issue on Feb.

DIARY

Developments in Congress

HOUSE |t is beginning to look as if a crucial element of the House Re-
publicans’ Contract With America — one that is intended to make it al-
most impossible for Congress to raise taxes — lacks enough Republi-
¢an support to survive. Instead, a more moderate rival, conceived and
nurtured in part by conservative Democrats, has the best chance of
winning House approval, and perhaps the Senate's 100, as part of the
balanced budget amendment. When the House Judiciary Committee
vot_ed on Tuesday 1o approve such an amendment, the three-fifths re-
quirement for tax increases was part of it, But in an interview yesterday,
a senior Republican aide who spoke on condition of anonymity said that
such a hurdle to future tax increases "ain't gonna fly."

SENATE The Senate began debale on legislation that would reshape
reia!io_ns between Federal and local governments, making it harder for
Washington to impose rules on cities and states without helping pay
the costs. But the opening debate took longer than the Republican ma-
Jority hgd planned, as some Senators cautioned against hasty votes on
i{;rlr_:ilhmg they dlo not yet fully understand, and indeed Democrats
ol Srn;‘i extra turp.e to dgvelqp several amendments limiting the
el aictope. There is _stllllsome confusion, frankly, among a lot of
oEMIS. & Re?: igizgz.how itwill work," said Senator William S. Cohen

WHITE HOUSE B initi i ; ; .
e o y definition, it was a small affair. President Clinton set

Hrenreheu OOrR chat for the 1‘3 new House Democrats, and 11 of
President’s fe U_D|- ‘fter the meeting, intended to rally support for the
reachingont lg'sha“\f? program, the Democrats praised Mr. Clinton for
el go o the mlc_io“le class but most steered clear of endorsing
iics like his $60 billion tax-cut plan. Representative Mike Doyle of

Penns i i ing j »
’ sylvania said many were reserving judgment on specifics “‘until
we hear more from him "

—




-

Mﬁouse GOP Won'’t Revise Plan to Deny

Aid to Teenage Mothers, Legal Aliens

By HiLarY STOUT
Staff Reporter of THE WALL STREET JOURNAL

WASHINGTON — House Republicans :
outlined their welfare-reform bill, an-

nouncing they will stick with their original .
plan to deny teenage mothers and |
aliens aid under man eral antipoverty .
pro X i

%ner this week, Speaker Newt Gin- |

grich indicated at a news conference that
the GOP was rethinking some of the more

contentious elements in its welfare bill, ;
particularly a provision that barred legal
aliens from receiving such assistance as
food stamps, Medicaid, disability pay-
ments and cash assistance. But yesterday,
House Ways and Means Committee Chair-
man Bill Archer made it clear the GOP now
plans no such revisions: “Welfare for most !
non-Americans will be terminated.”

“people should not expect to come to
this country with their hands out to receive
benefits paid for by taxpaying Ameri-
cans,” the Texas Republican said. The
Ways and Means Committee plans to take
up a welfare bill later this month.

The chief reason for the legal-alien
measure appears to be money. Limiting
welfare benefits to U.S. citizens will save
about $22 billion 0 Ve years, republl-
can lawmakers say. “This provision is
very important because of the revenue
stream,” said Rep. Clay Shaw (R., Fla.),
who heads the Ways and Means subcom-
mittee with jurisdiction over @_lfar\em_gls-
lation.

Mr. Archer and Mr. Shaw outlined the
GOP's welfare bill for reporters and news-

paper columnists. The legislation 1S being
drafted following negotiations I\tmitsh in%

group of Republican governors.
tended to supplant the welfare-refon:r‘r! pro-
posal within the House Republicans Con-
tract With America,” but will retain many
of the contract’s elements.

Rocky Road in Senate .
Much of the GOP leadership’s billhasa
good chance of clearing the House before
spring, but the legislation will face a far
tougher time in the Senate, where Republi-
cans tend to have more moderate views on
welfare, Meanwhile, the Clinton adminis-
tration remains strongly opposed to many
of the measures the Republicans are dis-
cussing. The president is planning & day-
long work session with members of €O
gress and governors from both parties Jan.
28 in an attempt to find some common
ground on welfare reform. i
The House GOP bill will strip the ;‘:d
tion's two chief welfare programs — {007
stamps and Aid to Families with DEPel
dent Children, or AFDC, the government
main cash assistance program — of thell:
entitlement status. That means the 30:’
ernment no longer will be required 12
provide assistance for anyoné who quall
fies, but rather will allot a fixed pot ©
money each year for the programs.

The money for those two programs and
for an array of others would be lumped into
several “‘block grants” to be distributed to
states to spend generally as they see fit.
Three grants are all but certain: one for
cash welfare, which includes AFDC; an-
other for child care; and the third for child
welfare, which includes foster care and
adoption programs. Also under serious
consideration is a nutrition block grant
that would include the existing food-stamp
and school-lunch programs. Mr. Shaw said
he thought the legislation would divide
more than 300 poverty programs into eight
block grants.

Some Governors Resist

To receive the money, however, states
would have to adhere to a set of federal
guidelines that includes the legal-alien
provision, the lawmakers said. That’s
something most Republican governors
have been resisting.

In addition, federal government would
insist that states: )

— Adopt nothing longer than a two-year
limit on the amount of time able people can
receive AFDC benefits without working for
them. (Exceptions could be made for par-
ents of disabled children and others.) An
overall five-year limit would be placed on
AFDC participation.

—Deny federal AFDC benefits to any
mother under 18 years old. “We're not
trying to be cruel to anybody or punish
anybody,” Mr. Archer said. “‘But for some
of these teenage moms, the cash was
actyally an inducement for them to get
pregnant. It was their ticket to independ-
ence, their ticket out of the house.”

_peny AFDC benefits to mothers who
don’t cooperate in helping states establish

the identity of their child’s father.

eny additional AFDC benefits to
mothers in the program who have addi-
tional children.
Amount IS Undecided

still undecided is the level of funding !

for the block grants. The governors have
said they will accept a five-year funding
freeze for the various programs at the
levels for fiscal 1995, which ends Sept. 30.
But yesterday, Mr. Shaw said a freeze
wouldn’t be sufficient to reach the GOP

| of saving $40 billion over the first five
years of the welfare-overhaul plan.

While many members of both parties
support the concept of giving states more
flexibility through block grants, the spe-
cifics of the GOP plan are highly controver-
sial, “Most of our forebearers were legal
aliens,” said Gov. Howard Dean, the Ver-
mont Democrat who heads the National
Governors Association. “Idon’t believe we
ought to break the entitlement” on AFDC
and food stamps, he said, contending that
in a recession many needy children would
be denied benefits.

In an effort to strike back at the Repub-
lican proposal, the administration re-
leased a Department of Health and Hu-
man Services analysis of the effect of an
AFDC block grant on states.

If a block grant had been established in
fiscal 1987 and funded at 103%of that year’s
spending levels, by 1893 every state would
have lost money, according to the analysis.
Federal AFDC payments to California
would have fallen more than $1 billion, or
33%, for example, and dropped $12 million,
or 61%, for New Hampshire.

HHS Secretary Is Questioned

As Republicans were mapping welfare
reform, Health and Human Services Secre-
tary Donna Shalala fielded questions about
potential cuts from this year's social-serv-
ice budget in an appearance before the
House Appropriations Committee. The
new Republican leadership has vowed to
rescind billions from prior appropriations.
But as the executive branch obligates
money, there is less for the GOP to save in
the remaining eight months of the fiscal
year.

For example, the fuel-assistance pro-
gram for low-income people is almost
certainly a target. Ms. Shalala indicated
that all but about $300 million of a $1.4
billion appropriation had already been
obligated. Cutting the remainder could
impose a hardship on some states, such as
Texas, which typically receive their share
later than others. And Rep. John Porter
(R., 1Il.), chairman of the subcommittee
ovex:seeing the program, was reduced to
tgilkmg about cutting advance appropria-
tions for next year — something that will
produce little short-term savings.

While reluctant to discuss the presi-
dent’s forthcoming budget, Secretary Sha-
lala vowed that the administration will
“‘eliminate unnecessary government pro-
grams and . . . cut back others.”
Consolidation of Functions

In several exchanges with members,
she signaled a willingness to consider
broad consolidation of functions in her
department. “Youw'll see even stronger
ls‘eggmmendations over the next year,” she

aid.

Also on Capitol Hill yesterday, the
administration reiterated its support for a
line-item veto, and then went a step fur-
ther.

White House Budget Director Alice
Rivlin told the Senate Government Affairs
Committee that the president favored “the
strongest version” of a line-item veto.
Several versions of the bill have been
proposed in recent weeks; the toughest
would allow the president to kill not only
individual items in spending bills but also
some special-interest tax preaks. .

! —David Rogers contributed to this artt:
cle.
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#an Overhaul |
ary'to Be No Contest
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Advocates fo'Pgor Are Set for Uphill Fig

By ROBINTONER ¥y’ ;1"
Specialto The Neg) **‘"“‘Pséaﬁe.
WASHINGTON, Jan 12 — Sca
ly belleving how. milch groiid they
have lost” in ‘the“past-siyx ‘months, .
advocates for welfare reci

T e

vert rams.:¢¥ U E 0
P ey acweJg esefi‘rrgﬁlense,,h“glfhsé :
A public clearly fed ur - it Hfare
Ineffectiveness of existing wellare
programs; a Demgcratic Party its
Capltal Hill still .reeling from 15
losses in November, and Adm rith
tration eager to identify Jtse times
“welfare reform” that has at ajor
seemmed reluctant to challeng¢ 8l °F
elements of the:Repiiblican, pse is
e silence of thé While House
startling,” the Rev. Jesse Jl: _
sald in an interview this week.

Moreover, some ‘of these can-
cates and their allies say, the - for
not hope to engage if @ ‘%ike the
public opinjon even remotely trugsle
one waged in the lagt great VEE
over social policy. = het! 4 gen-
“Low-income pegpie ddn't .?e!!bps 10
brous checks to advocAdy ErOUPT.
Tepresent their intérests,” 88! r of
nifer Vasiloff, executive directo an
the Coalition on Humari Net alfare,
alliance of about 100 social wellFrh
charitable and religious groups
Was originally creéated in 19 it cuts.
10 Counter the Reagan budget &6,

““You have a lot of drgan ing to
that operate ori a shoestring t6 "2 .
8et information out,’ she’sa ; ‘where
is not the healtli-éare. g b"re'w,m a

9 have monied: ffiterests W8 =,
great stake in the opgcomes,” s and

For all of that; the adVpcates 20
their ajjeg have*&g??“ge”zﬂagwg
Rews conferences,. repoifs an terms
Teleases, trying to change "“r’cala'
of the debate, -which, ‘will ’e%ay in-
then hearings begin.on Frid ftree
e Ways and Means. SubcommiticS
0n Humap Resolir‘éesfm"p%oﬁng'
oxpected to begin writing and VOl ¢
on actyg) welfam"lésislaqgmmit-
month, and the full House is'

voting on q wellare OVEG, 40
?:l‘l:laln of the Re, ‘« sl
e first 100 daysy: - . .o

v AS the pl’ocess,lgr%@s'wt'g:;-a&'
- vocacy groups hope to ® waW

:ention 5: axt)msn?e { '__,,-I""-"“'c‘s S

rom the mothers: or m Wi

ance and toward tmm?éeze '::2
these groups argue, WOWIC: * ¢
ones truly punished ‘?‘m‘:%ancedf

Proposals now- be 3"1‘.6,

Among those proposals 8 th

“of benefits¥ar e childyes.of unwed
teen-age muthers, and; cappliig. the
spending_grawth_ of;Bveral rhajor
rograms.t, iGi v
“When'the‘-&meﬂlc'ap People voted
for change, and for less.governinent, |
1 don’t believe.'théy "voted to hurt
millions of chiliren, or {o thake thiem
hungrier or homeless, of 'to’ take
them away from: théir" {amilies,”

said Marian Wright. Edelman, presi-
dent of the Children’s Defenise Fund, .
at a news conference this week.

Representative Charjes B..Rangel,
a Marhattan- Derhociit Who is a
member of the Hu an -Resources
Subcommittee,. safd, ‘“Whilé we're
doing this political thing, ‘whether

ing about children not-being cared
for.” Mr. Shaw, a Florida'Republi-
can, is the‘chairmag.qf“g;_e subcom-
mittee.  © . S B o
“1 just cannot believe that as frus-

trated as the Ameritan people are,

ot

knowing that th’eﬁs' tentis bréaking
down, knowing that. it cg;étes a de-
pendency, Ijust really don’t. believe
that these are solutions they can live
with,” Mr. Rangel said’: ;-5
Critics like Mr. Rangel ‘clearly
hope to capitalizé“pn the public am-
bivalence identified in _a.survey
made public, today by.the Kaiser
Family Foundation’and Harvard
University. It found that two-thirds
of Americans suppofted a time limit
on welfare | ts, bitt only 16 per-
cent would favor jt if the beheficiary
could not find a*jéb: . "3,

Another major part of the liberal
critique is targeted a¢ governors.
Advocates for welfare recipients
hope 10 persuade the 8overnors that
the Republican proposaj ¢ replace
many of the exXisting Poverty pro-
grams With lump sum payments o
the states, known as pjock grants,
might sound altractive, but js in re-
ality a fiscal time bomb, Ng longer
would Federal aid to the ga¢05 auto-
matically expand ag the caseload
expands, they say, which, ig the case
with the current “entitlemen¢* pro-
grﬂms' R

«The first reaction of state offj-
cials is sometimes an interest in
having more flexibility and the belief
that with fewer Federal require-
ments they could do a better job,”
said Mark Greenberg, who is with
the Center on Law and Social Policy,

public interest legal group in
washington that specializes in anti-

verty policy. ‘“‘However, no block
grant formula is able to predict a
recession — Or to predict accurately
the number of people who will need
help a year or two or three years in

i ——— . - ———

it’s Clinton or Gingrich-76r. Clay -
Shaw, the bottom line Is*we're talk-
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© . Gov. Howard Dean of Vermont, a
Democrat who is the chairman of
the National Governors Association,
said that in such a situation, “states-

* are faced with a choice of raising’
taxes dramatically in a recession, -

which in this environment is unlike-

ly; or cutting people off, which is

basically children.” Mr. Dean as-

. Serts that in his conversations in
recent days, he found considerable
uneasiness among Republican gov’
ernors about this element of their
party’s plan. :

A spokesman for the Ways and
Means Committee said the panel’s
chairman, Bill Archer, Republican
of Texas, wanted to explore ways of
adjusting for regional differences in

. times of recession. More broadly, the
spokesman said: “Nothing is crueler
to our children teday than the
present welfare status quo. It's not
working and it has to be changed.”

In fact, a central political reality
in the coming struggle is that nobody
wants to defend the status quo. Rep-
resentative John Lewis, a Georgia
Democrat who is a longtime advo-
cate for the poor, said: *“| think we
all believe there must be changes. 1
think we have to continue to say that
we’re a caring and compassionate
nation, but our compassion and
sense of caring doesn’t mean that we
do something that's inefficient, or
something that’s not working.”

But many liberals seem downright
Stunned by how fast the debate over
welfare has moved to the right, a
development that gained even more
momentum with the Republican vic-
tories in the November elections.
“Two years ago, | thought my big-
gest fight would be against Clinton’s
proposals,’ Mr. Rangel said.

So far, many analysts say, there
has been no downside for a politician
to broadly embrace the idea of “wel-
fare reform.” But the same was
once true of the health care over-
haul, and that ultimately derailed on
the details. Sharon Daly, deputy di-
rector of Catholic Charities USA,
said she had been urging the organi- -
zation’s agencies around the country
0 meet with their representatives in
Congress and to explain those de-
tails.

The Child welfare League, a 75-
year-old association of 800 such
agencies, is adopting a similar strat-
€8Y. “We’re going to fight like hell,
said Davig Liederman, executive di-
Teéctor of the league. “Why go
through this exercise to create more
Poor kids, more orphans, to put more

and more children below the poverty
line?*

Sa the future.”
s
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Perspectives of US Economic Policy
under the New Government

LESTER C. THUROW

If you look at the world

economy at the moment the _

looking at it, what you see is
the confluence of Lhree events.

The first event is in the
1980’s: the world economy is
characlerized by a speculative
bubble (similar to the South
Sea Bubble in the 1920’s). Peo-
ple were willing to buy at any
price and accumulate debt.
Later, people will ask them-
selves, how could any sane hu-
man being have done that. We
even know what the ultimate
bubble of the 1980’s will be:
Canary Wharf on the Isle of
Dogs in London. A complex of
buildings that cost US$ 7 bil-
lion and is currently estimated
to have a market value of
US$ 400 million. Those kind of
projects were duplicated
around the world.

But speculative bubbles
always end in a financial
crash, and it is important to
understand that we have had a
financial crash. Every bank in
America and Scandinavia has
gone broke. Their doors may
still be open but they have all
lost all of their equity.

In the last two years the
Japanese stock market has
gone down (in real terms)
more than the American stock
market went down from 1929
to 1932. The value of commer-
cial property or residential
Property is down 40 percent.

What you are seeing at the

' moment is not a recession. Itis

a-period of cleaning up the

mess at the end of a specula-

five bubble following a finan-

ive bubble fc
cial crash.
This is, of course, why

Great Britain’s recession lasts
longer than its great depres-
sion, not deeper but longer. It
is also why, when President
Bush did not get reelected in
November 1992, there were
fewer employees on American
payrolls than there had been
four years earlier. This is the
first time this is happening in
America since the 1930’s.
After you emerge from a
boom, a crash and a later peri-
od of cleaning up the mess you
nave a very different economy.
In the United States, every
bank has gone broke, three
quarters of the airlines have
gone broke, 15,000 retailers
including many of America’s
biggest have gone broke, the
average city has eight years of
office space if we don’t build
another building and, as I
have already mentioned, resi-
dential housing prices are

down 40 percent.
When we come out of this

we are going to have a diffep.
ent banking system, a differep;
airline system, a different pe.
tailing system, a differen; rea]
estate system and fﬂIrLin fi-
nance is going to be very gjp
ferent because Americang got
used to the idea that the
smariest thing you coulq g,
was to buy a house bigge, thay
you could ﬂfr‘?"d and live o)

e capila] gams.
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serious. Suppose I look at the
growth rates of the capitalist
world economy decade by
decade over the last four
decades.
In the 1960’s the capitalist

world ec in real terms

ew 4.9 percent per year. In
the 1870’s that fell 10 5.8 per-

cent. Everybody said that that

was due to the oil shocks, the
inflation caused by the oil
shocks and the need for gov-
ernors Lo brake their econo-
mies to stop inflation. When
the oil shocks would be over
and the governments could
take their feet off the brakes
economic growth was expect-
ed to speed up.

In the 19§=g’_s the oil shocks
went away. How fast did the
ci-p_iaﬁ},t world economy grow?
Q.Lgé@_ "gﬁ_' — down more than
another percentage point!

How fast has the economy
grown in the 1990’s? Less than
one percent! And in 1991 for
the first time since World War
11 the world GNP did not grow.

Some countries went up,
some countries went down,
but the world GNP remained
stable. You can see this very
;Tg;'—-sistent 33-year trend to-
wards slower rates of growth
in the world economy.

Suppose you take any
product you can name all ‘
around the world and add it up
to the production capacity. Es-
timate how much the world
will buy of that product - and

You will find at least 30 per-
city! For many

cent excess capa

twice as much as it will buy.
That is true of automobiles,
computers and a whole host of
other products.

The third event that is hit- /2

ting the world economy is the
fact that the Pacific Rim
achieves a 200 MOH-’H
trading surplus that never goes
away and only gets bigger.

At American productivity
levels US$ 40 billion equal a
million jobs. At Austrian pro-
ductivity levels US$ 40 billion
equal more than a million
jobs. So the Pacific Rim s ef-
fectively exporti illion
unemployed people to either
the | ldjgi_tid States or Europe. If
you look at the pattern of those
surpluses and deficits, about

3 million of those unemployed o

people are in the United States
and about 2 million in Europe.

The question is, how do
you get your economy moﬁng
if you have to carry the burden
of 5 million unemployed peo-
ple being exported from ﬁ)f
Pacific Rim? And in addition
you have to carry a 200 billion
dollar trade deficit that comes
out of the Pacific Rim!

If you look at these three
factors and@sk)what is Mr.
Clinton planning to do about
them, of course one answer 1s
that we don’t know it for sure.
Or you can start Lo guess —
based on what he has said and
what the options open to him
are

.Mr. Clinton desperately
needs to make the US econo-
my grow faster (despite the
fact that, if you look at the

Products the world can build
RgpoRrT 1/93
- WS-
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three big economies in the
world - Japan, Germany and
the United States - America is
already growing the fastest of
those three) because in the
United States if we don’t grow
at least 2.5 percent per year
unemployment goes up.
America would need at least a
4 percent growth rate for the
next few years to get unem-
ployment rates down and to
do what Mr. Clinton promises
to do.

The question is: how do
you accelerate the American
economy so that it will grow at
about 4 percent per year?

It would not do any good
to cut personal taxes because
this would induce the individ-
ual American family to simply
repay its debts. It would not do
any good to cut business taxes.
Business firms don’t need to
invest. They would simply re-
pay debt and one would not
get any stimulus.

One certainly does not
Want to increase public spend-
ing like pensions because if
one pushes them up one will
never get them down. What is
left to Mr. Clinton is to focus
on infrastructure investments
(roads, ports, airlines, tele-
communication systems, train-
ing schemes) because this is
what the United States needs
most.

In the last 15 years the US
has cut infrastructure invest-
ments by fifty percent. One big
advantage of infrastructure in-
vestment is that it does not re-
quire imports. This is very im-
portant, because if you were to
give individuals money and all
they do is buy goods from the
Pacific Rim, Mr. Clinton would
be creating jobs in Taiwan but
not in the United States.

Another significant advan-
tage of infrastructure invest-

ments is the easy way you can
control it. The government can
first increase and then cut
them, you build a bridge and
when it is built you don’t build
a second bridge. Therefore it
is the easiest thing in govern-
ment budgets to cut. This is of
course the reason why it has
been cut in the last 15 years.

So you will see Mr. Clinton
designing an infrastructure
stimulus package for the Unit-
ed States, the only question at
the moment is how big the
package will be.

Right before the election
the American Department of
Commerce announced that in
the third quarter the American
economy was growing at
2.7 percent per year. That is
about twice its growth rate in
the past. Nobody believed the
number - everybody expected
it to be revised downward —
but after the election it was re-
vised upward to 3.7 percent.

I remember the famous
George Bernhard Shaw aphor-
ism: “If you have the choice
between a lucky man and a
smart man, take the lucky man
every time!”. The fact of the
matter is that Mr. Clinton
needs to be a little bit lucky ag
well as smart. Being smart is
not good enough. What you
need is good luck. Suppose,
however, that Mr. Clinton suc.
ceeds and makes the Americay
economy grow at 4 percent pep
year while Europe and Japan
are both not growing. What
problem does he immediately
confront? He immediately con.
fronts the fact that imports
would roll into the United
States from both Europe and
the Pacific Rim and they Woulg
basically drown the recovery,

Mr. Clinton has the prob-
lem that he cannot do for the
world in 1993 what Mr. Rea-
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gan did for the world in 1982
and 1983. Mr. Reagan stimu-
lated the American economy
so that it was growing at

10 percent per year in real
terms from 1982/83. Imports
flooded in from both the Pacif-
ic Rim and Europe, and the
OECD tells us that in both
1982 and 1983 85 percent of
the growth in Europe could be
traced to exports to the Ameri-
can market and 105 percent of
the growth in Japan could be
traced to exports to the Ameri-
can market because the Japa-
nese domestic market was
shrinking while the GNP was
growing. The problem is that
the United States is not big
enough to do that anymore.

Mr. Clinton says he will fo-
cus on domestic economic pol-
icies. But one minute later he
is going to focus on interna-
tional policies because he is
going to have to find some way
to limit imports.

He cannot tolerate rapidly
rising exports from Japan and
the Pacific Rim if he wants to
keep the American recovery
going, The question is how is
he going to do that. We know
very clearly what will not vivork
but we don’t know what will
Wwork, y

One of the things that did
Dot work js asking the Jap2”
Dese to open their home mar
Ket. The world has asked the
Japanese 1o do that for kvensy
Years ap d they have beef‘l very
800d at jgnoring it- A® e ne 7
Hot happened. Becaus® n aﬂl:
Cession the only techm.q"‘_'e =
Japanese know for avoiding
Tecession jg exportin® more.

d that i exactly What ¥°
See at the moment Japwe's:l
EXDorts are rising V€Y 2P, 4

! the mjgqie of their pecey
Slop,

the value of the dollar will not
work. If you look at the price
of tradable goods, tradable
goods prices in Tokyo today
are 86 percent above those in
New York City. And if you can-
not solve the balance of pay-
ments problem with an 86 per-
cent price differential, why
should a 100 percent price dif-
ferential work.

So if lowering the value of
the currency does not work,
and urging the Japanese to
change does not work, the
question is what will work? I
think that this is one of the di-
lemmas facing the Clinton ad-
ministration. It has to do
something and the standard
things to do don’t work.

I suspect the answer is
that the Clinton administration
is moving towards managed
trade where it tells the Japa-
nese that there will be some
relationship between what Ja-
pan sells and what Japan buys.
And if Japan does not want to
buy it will not be allowed to
sell. Of course this would be a
violation of the most favoured
nation pﬁncip]e, it would be a
violation of GATT, but Mr.
Clinton will have no choice.

If you look at the slow-
down in the world economy
you have to ask yourself
whether anything is happen-
ing to reverse it in the 1990s.
We know that it could be re-
versed. What you need to do is
to coordinate German, Japa-
nese and American macroeco-
pomic policies, and if you can
do that you can make the
world grow quite rapidly.

Why do I say that so confi-
dently? We had an experiment f
pot too long ago and it worked. f ‘
You remember the stock mar- ,
ket crash of October 1987? Be-
fore that crash happened, 1988
was expected to be a rather

l‘EPQRT L 9B
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poor year in terms of world
performance. After the crash it
was expected to be a really
lousy year. In the event 1988
turned out to be the best year
for the world economy in the
entire decade! The reason of
course was that in the after-
math of the crash the big
countries all lowered interest
rates, cut taxes, raised govern-
ment spending, had a little bit
of fiscal stimulus and with the
big economies all moving in
the same direction the world
growth rate picked up almost
instantly.
The problem is that in the
[ 1990’ — without the stimulus

| of a financial crash in every

country at the same time -
there is no way to put that co-
ordinated macroeconomic pol-
icy together.

The Germans won't lower
interest rates, the Japanese
won't lower their trade surplus
and the Americans won't shift
their policies so that they are
net lender to the rest of the
world rather than net borrow-
er from the rest of the world.

Unless all three of those
things are changed you can’t
g0 back to a five percent
world growth rate, so the

sluggish growth for the rest of

}[mosl likely scenario is one of

the decade. Maybe it will not
be as bad as it is at the mo-
ment but why don’t we try 1.5
Percent on for size, down an-
other percentage point from
the 1980s?

The second set of events
facing Mr. Clinton is that re-
sulting from a combination of
technology in the world econo-
my. The technological changes
are very simple. Traditionally
there were four ways where
countries could compete. You
could have more natural re-
Sources than your competitor,

you could have more capital
than your-competitor, you
could have better technology
than your competitor or you
could have a better skilled or
educated workforce than your
competitor. You can put some
combination of those four to-
gether and you could be a win-
ner.

The problem here that Mr.
Clinton faces — and this is why
he focuses on skills — is that
three of those variables have /'
essentially dropped out of thej/

equation.
Think about natural re-

sources. A combination of the
green revolution and the ma-
terial science revolution has
made them irrelevant. Raw
material prices in 1990 after
correction for inflation are

50 percent their 1980 level. In
1980 they were 10 percent
Jower than in 1970. A 40 per-
cent decline in two decades.
Who has the world’s best steel
industry? Japan! Who has no
iron ore and no coal? Japan.
Because you don’t need iron
ore and coal to have the

world’s best steel industry in

WORLD ECONOMY

London and Tokyo) and if I
can’t build that capital-inten-
sive facility in Bangkok one of
your companies will borrow
the money in New York, Lon-
don and Tokyo and build that
facility in Bangkok and there is
no way you can beat me sim-
ply because you live in a rich
country and I live in a poor
country.

The third thing you used |
to be able to do is getting a lit-| |
tle edge in technology. But thi L
runs into the phenomenon of
reverse engineering. Think
about the three biggest prod-
ucts introduced into the world
economy in the last two
decades: video camera and
video recorder invented by the
Americans, fax invented by the
Americans, CD-player invent-
ed by the Dutch.

Who owns all three of
those products when it comes
to billions of dollars in sales,
hundreds of millions of dollars
in profits and hundreds of
thousands of high-wage jobs?
The Japanese, who did not in-
vent any of them! Because if I

) can make the product cheaperfi‘

the 215t century even though || than you can make it, Ican |

you needed them in the 19th
century.

The second thing that
used to give countries like
Austria and the United States
an advantage is that you coulqg
have more capital than the
underdeveloped world, essep,.
tially work with more machjy,_
ery per person. Buttoday | 4
Bangkok entrepreneur, cap
build a facility i7 Bangkok 5,
is just 8s capim?-in_tensi\;e as
any you can build in Vienp, o
[ can build it Bos?on despite
the fact that you live in coun.

where the Per Capitg j,_
come is 22 times 8s large 5o
[nine because We all borpgy, i
{he same places (New YOrk,

EpOR

"'take it away from you even

though you invented it. And
the fact that you invented it is
going to do you remarkably lit-
tle good.

If you think of those four
strategic factors what.are-you
left with? The skills of the
workforce; there is nothing
elsé out there that can give
you, in the Jong run, a sustain-
able competitive advantage.

That is why Mr. Clinton
has focused sharply on talking
about skills and education.
Furthermore, in the era after

World War Il we did not, in

8ome S€NSE, live in & competi-

tive world economy- Think of
the three bi

g economies in the

world (Germany, Japan and
the United States) in 1950. The
United States had a per capita
income four times that of Ger-
many and 15 times that of Ja-
pan.

So suppose I go to those
economies in terms of their in-
dustrial policies and I say what
industries would you like to be
successful in the next decade
to give your citizens a rising
standard of living? The Japa-
nese tell me about a set of
high-wage industries in Japan
that they would like to con-
quer, but what looks high-
wage from the Japanese point
of view is low-wage from the
German point of view, and so
as the Japanese expand they
are not taking away the jobs
the Germans want.

Similarly what is high-
wage in German terms is low-
wage in American terms, so
when the Germans expand
into the industries that they
want, that does not bother the
Americans. The Americans tell
me about moon-shots, high
tech, high capital-intensive in-

dustries that nobody else can
do or afford to do, so when
those industries expand in the
United States they are not
stepping on anybody’s toes ei-
ther. But it is now 1992 and if
you look at these three big
economies — the western part

\of Germany, Japan and the
United States - they have

ughly equal per capita GNP,

roughly equal abilities to mob-
ilise capital and roughly equal
technology.

Suppose today I go to them
and ask for their list of indus-
tries when they have these
roughly equal positions. Once
a decade the Japanese pubI?Sh
their list - the most recent list
was published by MITI in 1690
called “The Visions for the
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90’s”. In that document the
Japanese said “we want indus-
tries that have a high value
added, that can pay high wag-
es and high profits, or are ex-
pected to have a high rate of
growth in productivity so that
wages can go up rapidly, or
are expected to have a high in-
come elasticity of demand so
that markets will expand rap-
idly and have complementar-
ities”. By that they simply
mean that if you conquer one
industry it will allow you to
conquer another industry.
That of course is why new ma-
terials are important. If you
think of the automobile made
out of iron and steel it is a very
old mature technology and
there are not going to be any
breakthroughs. But if you can

7 make the ceramic engine and

the other guy cannot, you can
drive anybody else out of the
automobile business which is
the world’s largest.

So after looking at these
four characteristics the Japa-
nese came to the conclusion
that there were seven indus-
tries which they would like to
dominate in the 1990’s and in
the early 21st century. I would
like to give you the Japanese
list: microelectronics, biotech-
nology, new material science
industries, telecommunica-
tions, sea and aviation manu-
facturing, robots and machine
tools, computers plus software.
Do these industries appeal to
anyone in Austria? If so, you
will meet up against Japanese
industrial policies.

A few months after getting

| this Japanese list I was put on
| the mailing list of the Econom-

ics Department from the

Deutsche Bank in Germany,
and I got a publication from
the bank that said Germans

. must dominate the following

S

_seven industries. Guess what}
the seven were! Exactly the /
same seven! In the United |
States we don’t make such a
list but if we did, guess what
would be on it. The same sev-
en! This brings me once again
,to Mr. Clinton because in the
| United States in the last fifty

| \years we have not had an eco-

\"nom.ic strategy. We have, how-
ever, had a geopolitical mili-
tary strategy that was very

WORLD ECONOMY

more expensive and much
harder to access, so this whole
question about how you get
access to technology is going
to become a very different
problem in the next half cen-
tury than it was in the last half
century.

In the United States the
vice president does not have
anything to do. His only job is
to break ties in the United
States senate and this case al-

carefully designed. The group
for working out the strategy
was called “National Security
Council” and the prime person
responsible for the strategy’s
coordination was the “National
Security Advisor”.

Mr. Clinton wishes to es-
tablish an Economic Security
Council in the United States
and has appointed an Econom-
ic Security Advisor whose job
will be to coordinate an Ameri-
can economic strategy for ba-
sically conquering those Seven
industries or something like
them.

One of the things that he jg
going to do, and which is al-
ready being done everywhere
around the world, is to 1ock up
technology and make it much
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most never occurs. If you ask
what the constitution says
about the vice president, in the
next four years he will have
about two minutes worth of
work. Therefore one of the
Jobs of every president is to
Mmake a job for his vice presi-
dent,

Mr. Clinton has an-
ounceq that he will make
Vice president Gore his czar
for technolggy policy. The
United States always has had a

Military technology policy, but

UNtil now it has never had a ci- (

Vilian technology policy-

_ Thus part of this strategy

Isto develop this civilian tech-

nOI.OSY policy. If you think of
8 to stimulate the Ameri-

can €conomy and develop this

W%h_ﬁ___—
e
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American economic strategy,
one of the things which you
have to ask is what is the game
that is going to be played.

The Clinton people will
very soon realize that the
GATT/Bretton Woods game is
over and that there is a new
game underway which I would
like to describe as “quasi-trad-
ing blocs with managed trade”,
I call them quasi-trading blocs
to distinguish them from the
trading blocs of the 1930's
which tried to prohibit trade.
T.hese trading blocs won’t pro-
hibit trade but they will man-
age trade.

So if you look at the multi-
fibre textile agreement, the
Japanese-American semi-con-
ductor agreement, the Europe-
an-Japanese automobile
a.greement, these are excep-
tiens to the GATT free trade
world, but ths jg how the
world wil] pe working in the
21st century,

You can already see it
now: the North American Free
Trade group would not exist if
NAFTA did not exist, Austria
would not be asking to join the
co_mmon market if you did not
think that there was some ad-
vantage of being in the com-
mon market, If there were a
world of free trade there
wo.uld not be any advantage of

being in the commgp market

The Pacifie Rim would m;t
be talking abqy, , trading
group if the European com-
mon market i i
not exist, MR A

|
| |

Bush negotiateq

: a treaty wj
Mexico that nobody kntgws "
how th Implement because j
promised tq integrate 4 very )

large poor Country (Mex:ico)

.




“1 I also know what the Eu-_.

with 90 million people and a
per capita income of 2000 dol-
lars in a very large rich coun-
try (United States) with
250 million people and a per
capita income of 26000 dollars
(13 times as much).

The gap between Mexico
and the US is much bigger
than the gap between Germa-

ny and Portugal, and Mexico is

of course much larger relative

to the US than Portugal is rela-

tive to the rest of Europe. No-
body has a clue how you inte-
grate two such big economies
with such different income

levels.

On the other hand it is vir-

tually impossible for President

Clinton to repudiate the agree-

ment because how do you tell
a very big neighbor that the
previous president lied to

them. He signed an agreement

that you don’t intend to carry
out. The basic answer is you
can’t.

At this point | would argue
that you in Europe are going to

have the same problem: why
did Mr. Bush negotiate an
agreement with Mexico? The

idea was to make Mexico more
prosperous so that fewer Mexi-

cans would walk from Mexico
to the United States.

ropean Mexico is. It is called

within the next decade, one
way or another, the common
market will have to reach
some kind of a free trade
agreement with Africa for the
same reason. If it doesn’t, all
the North Africans will be in
Rome and Madrid.

The next problem bother-
ing Mr. Clinton is something
that will also bother Europe.

(| As everybody says, it is that we
1 are all going to be capitalists
||in the 21st century. That js

|

North Africa. I will bet you that

true, but the problem is that
the word “capitalist” covers
some very different ways of
doing things.

Let us imagine that we
have an American farmer who |
practises capitalism as we do
in the United States. What is
that farmer supposed to do? He
is supposed to very car Eﬁ_ﬂly
buy his tractor, his car, h.ls cow
so that he is a profit maximiser
and is able to have the biggest
car, the biggest house and the
longest vacation.

And we say you are suc-
cessful if you have the biggest
income, the biggest car, the
biggest house, the longest va-
cation.

Suppose we have another
farmer, a Japanese farmer,
who says “Well, I will spend
three hours on my tractor for
every hour in my car. So, |
don’t really care about the car,
I want the world’s best tractor
because I will spend many
more hours on my tractor thap
I will in my Rolls Royce.” Thep
he says, “Well, when il comes
to my house all I do is sleep a1
night. Therefore, I don’t care
about my house. 1 want the
world’s best barn because |
spend many more hours in my
barn than in my house. And 1
don’t really care about the
Carribean vacation. I want the
world’s grand champion cow,
the cow that gives the most
milk in the world.” Now, whay
happens if those two farmerg
compete? Of course, the farm,.
er practising producer eco-
nomics beats the farmer prac.
tising consumer eConomics,
Both are capitalists but I woulq
argue that was essentially the
difference between the Pacifje
Rim and either Europe or the
United States. i

How are you 801Ig Lo geg g

six-week vacation if the guy
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whom you are competing
against takes seven days? The
answer of course is: you are
not. If he has a better tractor, a
better barn and a better cow,
you will lose.

If you compare Japan and
the United States, that is what
you see in terms of the stan-
dard of living. If you ask who
has the biggest house, the
most cars and the longest va-
cations, Americans have a
higher standard of living than
the Japanese.

If you say, who has the
most robots, the most civilian
research and development, the
most plant and equipment, Ja-
pan has a higher standard of
living. You can measure the
standard of living in two ways.
You can measure it either ac-
cording to producer criteria or
consumer criteria.

This is one of the reasons
why Mr. Clinton says that one
of his big goals is shifting
America from a high con-
sumption and relatively low
investmenlt society to a much
higher investment and lower
consumption society.

While the problem he has
got in America may be a little
bigger than the problem that
exists in Europe, there is no
country in Europe that invests
anywhere close 1o what any of
m-”’ﬂcm,mries on the Pacific

im invest.
Rm?msmaﬂﬂhﬂm er
to invest a comparable
amount, any counmLmEu
rope would have to be willing
to cut its consumption sub-

\Stantially. Thus the problem
.‘m;;be different in size but it

| is not essentially different in

degree.
The final problem Mr.

Clingop is going to face is that
We are going 1o live in what 1
call y competitive cooperative

world economy where you are
both going to have to compete
and cooperate simultaneously.
He wants your job but you
have to work with him to
make the system work. That is
not an easy thing to do be-
cause if you say why didn’t we
cooperate in the last fifty years
at least 60 percent of the rea-
son is that everybody was
scared of the Soviet Union as a
military power. But the Soviet
bear has gone away.

Germany does not need
the United States to defend it,
and Japan does not need the
United States to defend it. The
United States does not need an
unsinkable aircraft carrier in
the Pacific Rim. The United
States doesn’t care what hap-
Pens to Bosnia because it is
not part of a global commu-
nism versus capitalism cold
war environment. The ques-
tion is, in that kind of environ-
ment, how do you get the nec-
essary cooperation done when
there are no external forces
that force you to cooperate.
And on that one I think prob-
ably nobody including Mr.
Clinton has a clue how you do
it at the moment.

Lester Thurow is prafessor for
management and economics at
the Massachusetts Institute of
Technology (MIT) and Dean at
the Sloan School of Manage-
ment. He is vice president of the
American Economics Associa-
tion. He was member of the

US Presidents’s Council of Eco-
nomic Advisers (1964/63) and
has published several books.
(His main topics are income
distribution, skill development
and productivity.) This article
is based on a speech given by
Mr. Thurow at Bank Austria
in Vienna.
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Ties to Mexico

Are Becoming |
Burden for U.S.

Neighbor's Economic Me.:ss
Damps Earlier Prorrpse
Of Regional Integration

em——
By Tim CARRINGTON

STREET JOURNAL .
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Banking Co:]f;m(‘js vill hold hearings today
Republicad ’
on the rescue-
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According to Ravi Bulchandani, an
economist at Morgan Stanley & Co.,
*“there’s concern that Mexico compromises
the ability of the Fed to conduct monetary
policy.” He thinks the worries are over-
'| stated. Testifying in the House yesterday,
Federal Reserve Chairman Alan Green-
span sought to allay worries that:the
| Mexico-rescue program impairs the U.S.
ability to support the dollar. Said Mr.
Greenspan: “In the event that the dollar
resources currently in the exchange-stabi-
lization fund become inadequate to meet
.| our commitments to Mexico, we at the
Federal Reserve will effectively swap dol-
lars with the exchange-stabilization fund
for their yen and Deutschemark — in a
sense, warehouse them temporarily, and
hence have them available as needed, in
the event that intervention is required.”

And although the $20 billion in loans to
Mexico constitute a lot of money, itisn'ta
huge budget item for a government that
plans to spend $1.5 trillion in the current
fiscal year.

Grist for Isolationists

Mexico's continuing problems will pro-
vide grist for U.S. isolationists, with col-
umnist Pat Buchanan maintaining that the
dollar’s drop points up the need to undo the
trade and financial agreements that have
linked the U.S. to its southern neighbor.

However, few outside the isolationist
camp see any way to turn back the clock, or
any wisdom in trying to do so. Cut off from
U.S. financial support and trade, Mexico
i would likely become the source of more
illegal drugs and more desperate immi-
grants. To a great extent geography is
destiny. “There’s no alternative to us
playing a large role,” says Mr. Pres-
towitz.

Allan Meltzer, economist with the
American Enterprise Institute and Car-
negie-Mellon University, views the U.S.
rescue plan as “stupid and foolish," but he
doesn’t blame Mexico for the dollar’s prob-
lem. He points to Japan’s earthquake bills,

‘| and the resulting falloff in Japanese dollar
investments. Compared to this, and struc-
tural problems like the U.S. budget and
trade deficits, the Mexico rescue “is no °
more than a pin prick on top of a big
problem.” \

Jorge Mariscal, a Latin Ameri -
cialist with Goldman, Sachs & Cg:lczﬁ‘;lll):s
that the dollar is depressed not so much .
because of the costly rescue itself, but the
worsening Latin  American recession
which is extending beyond Mexico to
sweep in Argentina and Bragij), thereby
weakening growth prospects for the .S,
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Dollar’s Four:Day Plunge Hallts; el o= L4l
Greenspan Hints at Higher Rates Dollar’s Plung |

 Greenspan Hints

The doliar, in Japaneseyen.  Action Is Suggested if

a Weaker Currency
Causes Inflation

By KEITH BRADSHER

WASHINGTON, March 8 — The
dollar’s four-day plunge in interna-
tional currency markets halted to-
day after Alan Greenspan, the chair-
man of the Federal Reserve, h}nted
that he might raise American inter-
est rates, which would tend to en-
courage people 10 buy dollars.

Mr. Greenspan did not say the Fed
would raise interest rates simply to
defend the dollar. But he suggested
that if the dollar’s decline added to
inflation here through higher prices
for imports the Fed might respond
by raising porrowing costs, slowing
he economy and braking inflation.
t e time, a senior Ger-

[
Continued From Page Al : A t
ction

money away from the dollar. He said
today that an interest rate cut was
possible in Germany to stimulate the
economy there. a2 {

“A rate reduction is possible be-
cause the economic upturn is still not
so strong,” he was quoted this morn-
ing as telling the business magazine
Wirtschafts Woche.

Hans Tietmeyer, the president of
the Bundesbank, added his support
later in the day by saying that he
expected the dollar to recover in
value. The comments by the German
central bankers and Mr. Greenspan,
coupled with interest rate increases
in France, Denmark and Belgium,

. appeared to have been coordinated.

Apparently waiting to see if Mr.
Greenspan’s comments would be
~nough to halt the dollar’s slide, the

e sam . e A :
m:r: (t;gmral banker said that rates C:inton Administration remained si-
might fall theré which could help len* again today and took no action to
str%ngthel'l e dollar. intesrvene in currency markets.

se, traders bought dol-
larhs-l alﬁgps%r;d marks and yen. After
falling to new 10WS I Tokyo trading,
the dollar recovered in New York
1.42 yen, from 90.05 on

Whether the Federal Reserve is
actually prepared to raise rates or
whether Mr. Greenspan is. simply
trying to bluff the international cur-
rency markets is unclear. The na-

: ggggggywan to 1.3960 marks from tion’s central bank has a history of
. Feb,’ ‘March 1.3705 }iigher rates mn the United resisting pressures from currency
.28 oty S'Lates. woll ake it more attrac- traders and of setting interest rates

- Source: Datastream

The New York Times

to invest in dol-
: i ners 3
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lars, while 10 flow of
’ duce the flow of money
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a weak currency.

mainly in response to the domestic
economy. During the last interna-
tional currency crisis in July, the
Federal Reserve actually chose to
forgo an interest-rate increase at a

~meeting of its top officials even

though the samg officials had voted
to raise rates during their three pre-
vious meetings in February, March
and May. %




It is not clear whether the rebound
in the dollar was a response to Mr.
Greenspan’s remark or mostly a

natural bounce aftér the dollar had |

fallen so sharply. But in the absence
of almost any response from the
Clinton Administration this week,
-Mr. Greenspan helped fill a void by
signaling that Government officials
consider the dollar’s fall serious
enough that traders need to start

worrying about an effort by central

to intervene.”
basn(l’(;e analysts have attributed the

's fall to Mr. Greenspan’s own
gg::nar;esnfts two weeks ago that the
Federal Reserve might start lower-
ing interest rates. Traders have said
that they felt free to sell dollars with
little perceived risk that the dollar

- would bounce back in value because ;

of a sudden interest rate inqrease.
Mr. Greenspan conspicuously
avoided any mention today of lower-
ing rates, warning instead that while
some signs of slowing were now xisi.
ble in the American economy, the
jury remains out on wh_etl;er that
will be sufficient to contain inflation
s."
pr:l?u:so packed away from his
sugge
in the

would push the Federal Reserve to
lower interest rates.

Some currency traders and econo-
mists interpreted these comments
not as a hint of higher rates but
rather as an attempt to bring back a
sense of uncertainty ameng traders-
about the direction of American in-
terest rate policy. “This is all wor!(-
ing to introduce a sense of risk,” said
Robert V. DiClemente, a senjor econ-
omist at Salomon Brothers.

He added that given the United
States’ limited reliance on imports,
the risk cited by Mr. Greenspan of.
extra inflation pressures was plausi-
ble but modest.

But few currency experts believed,
that the dollar’s problems were en-
tirely over. David F. DeRosa, the,
director of foreign exchange trading
in the New York offices of the SwisS
Bank Corporation, said that very lit-
tle money actually changed hands as
the dollar recovered today.

“I don’t regard this as a real ral-
ly,” he said. “In the bat of an eye, it
can drop.”

Mr. Greenspan linked the dollar’s
Wweakness to the Government deficits
he has lobbied Congress hard t0
bring down. Providing some support
for Republican efforts to blame
Democrats for the dollar's prob-
lems, Mr. Greenspan said he thought
the selloff had been touched off by
the Senate defeat last Thursday of
the balanced-budget amendment to

tion last month that big cuts
sl=l‘ederal budget deficit might
prompt financial market shifts that

the Constitution. While Mr. Green-
span did not support the amendment
itself, he called.on Congress to meet
the measure’s goal of balancing the

-Federal budget by 2002.

Most economists have contended
that the dollar’s troubles reflect not |
so much the United States” chronic
budget and trade deficits but the
strength of the mark and yen. Invest-
ors have been pouring money into
Germany as other European curren-
cies, notably the Italian lira and the
Spanish peseta, have plunged in val-
ue because of budget squabbles in
Italy and allegations of political cor-
ruption in Spain. Japanese compa-
nies have been converting their

‘overseas profits into yen in prepara-

tion for the close of the Japanese
financial year at the end of this

—_—

month.
But however effective Mr. Green-

n words may have been today in
;%pping up the dollar, the idea of
using interest rates to support the!
currency contains many, perils. A’
group of conservative private sectgr
economists who follow the Fed’s
moves issued a statement on Mon-'
day warning that another mtergst
rate increase now would run the risk_
of tipping the American economy

into a recession. Administration offi-
cials have worried that such a reces.
sion might come during the" 1896
election campaign, hurting Pres;-
dent Clinton’s re-election prospects.
Mr. Greenspan devoted most of
his testimony today to pleas for Con.-
gress to balance the budget. If any-
thing, he said, the Government.
should be runiing a surplus so as to
add to the pool of savings in the
United States that_cgn be invested,
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' Dollar s Fall: Crisis Without a Bite'

' Harm to Economy
Has Been Negligible

By LOUIS UCHITELLE

What’s so terrible about a fai!ing
do;lta;:s been declining in V&I:e(ﬁ:;
nearly a' decade against

. German
urrencies, the .
strongest cmark and the Japanese

— doing so gradual-
Economic i;'errlnbst of %he time, but
Analysis yjth occasional plu::f::
like the current orAe.been
the damage to the economy has
ne‘g"lll'ﬁ:'.blgéllar fell by or:e-thu'ga sttﬁ;
tween 1985 and 1987 and t;‘defor ul
was a very prosperous pgri oy
American economy, with or y
modest increase in mﬂau?::\’restem
Robert J. Gordon, a Nort

iversity economist. ian
Ur;xl;:t::g — Japanese cars, ltali2

ics de-
clothing, Far Eastern e:'ec"m:ﬁhey
vices — get lots of publicity, as the
can become more expenSIV990 per-
dollar weakens. But nearly

Raising rates to
help the currency
could be risky.

- —

is
cent of what Americans P“rChaf}iét
made at home, and a dollar('j t;l;)r’.f,ice
as many of those goods an '
as it did a month"flg;’;o s
Plunge. Even the im '
shou?d cost more in dollal'tS)e Z’S‘ go-
currency falters, have not ®S%7 .
ing up in price. That’s main yrom
Cause mapy imports come even
Countries whose currencies aré a
Weaker than the dollar. Bmalr: 1s r-
Cause many Japanese o
man exporter)s, are wary of ""‘.ﬁ}ﬁg
Prices in the hotly competi
American market. —
Still, the fall in the dollar is dok
rving. Many foreigners hold 0
lars acquired over the years ace
there is always the remote chan
that they wili'try to dump them
masse, exchanging them for mar "
or Yen and setting off a full-bloW
Currency erisis, ““In the frame
1995, that possibility won't make
Much difference to the economy:

said Peter L. Bernstein, a New York’
economic consultant. “But in the
longer run, the feeling that the dollar
can be raided like the Mexican peso
is not very comforting, or ultimately
good for the economy.” :
The immediate risk to the nation

today is that the standard remedy |
for a weak dollar — higher interest '

rates — could do real damage to the
economy. Although the nation is en-

. joying a combination of healthy eco-

nomic growth and low inflation,
signs of a slowdown are beginning to
emerge. Raising interest rates may

T
exacerbate an incipient slowdown by
discouraging purchases on credit.

“If the Federal Reserve panics
and raises rates to rescue the dollar,
that would raise the odds of a reces-
sion,” said John R. Williams, chief
economist at the Bankers Trust
Company. “That would be very in-.
appropriate.”

So why has the dollar fallen so

sharply? Analysts cite a host of fac-
tors. Some blame the Mexican crisis,
Others fault Alan Greenspan, chair-
man of the Federal Reserve, for
seeming to suggest last month that
the Fed might lower rates soon to
stimulate a weakening economy.
Others argue that many Japanese
holders of Treasury securities are
selling them and converting their
dollars to yen, for use back home.
But behind all this are foreign-
exchange traders, constantly in

R

——

search of the greatest short-term;
return on their holdings. They com-|
mand enough capital to make any
currency fluctuate sharply, and in
the last two weeks many have set-,
tled on a better bet than ttie doliar. :

Their latest bet is that the German
central bank, the Bundesbank, will
raise interest rates to stave off infla-
tion in the prospering German econ-
omy while the Federal Reserve re-
mains reluctant to increase rates
simply to prop up the doliar. That, in
turn, will make German securities
increasingly more attractive than
American securities.

“It looks like we are setting up an
environment where German rates
could move higher and American
rates could hold steady or actually

Continued on Page D8
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The Falling U.S. Dollar:_
A Crisis Without a Bite

Continued From First Business Page,

decline,” said William Sullivan, di-‘

' rector of money market research for
Dean :Witter. “That favors holding
marks.” " - .
But the American economy is
buffered from this process. More
. than most other nations, the United
‘; States has been immune to the de-
; cline of its own currency. ‘
; That’s because when it comes to
! haircuts or cars or soaps or fees for

rea) estate brokers or computer soft-
rware or lawyers, eight out of nine
, purchases are for American-made
“goods and services. Other purchases
"are for products imported from

countries like Mexico, Canada and

China, where the dollar has gained
ground against the local currencies
or held its own.

The nation’s persistent trade defi-
cits have put a lot of dollars in for-
eign hands, of course, and that can
worsen the dollar crisis. Since the

nation does not export enough goods .
or services to pay for its imports, :

foreigners have to accept dollars in
exchange for what they sell to Amer-

too strong against the dollar and
thus prevent exports from becoming

ij am not sure the dollar is ridicu-
lously low,” said Paul Krugman, a
Stanford University economist, ‘‘but
I do think the yen and the mark are
getting ridiculously high.” o

e

N —
True, the experience of a spectac-
ularly falling dollar could prompt
nervous investors to dump stocks
and bonds. There were signs of this
in the sharp fall in the Dow Jones
_industrial average on Monday. But
_the Dow recovered some yesterday
.and so far both markets are behav-
.ing as if the plunge in the dollar is a
temporary phenomenon. o
The dollar, in fact, even rose a bit
‘,against the mark and the yen after;
' Mr. Greenspan’s Congressicnal tes,
_ vtimony yesterday, in which he spoke
i " bullishly about defending the dollar.
' The next test could come tomorrow,
when the Labor Department an-
nounces the jobs data for February.
A strong employment report could
strengthen the dollar, by suggesting
_that the economy is not so weak
after all. That would hold out to
foreign-exchange traders the hope of’
another increase in interest rates to
; once again try to slow a potentially

economies or call the shots. They
just ride the momentum.”

A Mixture of’Strength sue -

CANADIAN DOLLARS {0 the dollar

MEXICAN PESOS to the dollar

% of '94 two-way U.S. trade: 8.6% % of '94 two-way U.S. trade: 20.8%

.=« and Weakness ...
GERMAN MARKS to the dollar JAPANESE YEN to the dollar

% of '94 two-way U.S. trade: 4.4%

% of '94 two-way U.S. trade: 14.7%
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FINANCE AND ECONOMICS

Those damned dominoes

Systemic risk is the bugbear of central banks everywhere. How can govern-

ments deal with it?

HEN Barings, a venerable British
investment bank, collapsed this
week, financial pundits began worrying
about the potential knock-on effects on
other banks. Such fears of “systemic risk”
invariably lead to calls for more and bet-
ter regulation. But what exactly causes this
type of risk, and what should govern-
ut it?
mel’}‘t: crir?oasltmeconom.ists, systemic risk is
the threat that the failure of one large fi-
nancial institution will trigger a chain re-
action. Consider, for example, a collapse
of the payments system. Most large finan-
cial transactions are made electronically
through some type of clearing h.ouse, usu-
ally run by a central bank. Since these
lear only with a !ag, finan-

transactions ¢ . .
cial institutions face a risk that they will

caught in the middle ofa
find hemselves cavghe b e

a et ld
nd[ir’ls?xtc% alc):?isis causes peop]e]stt;dg;nly
to avoid the payments SySt€m ;v (ffamef,’
then this so-called “Hers-ta“f:' i din l97e4
aftera German bank which tli:g SYStem-)
can dry up liquidity, BE0C8  ©
wide problems. This risk ls_especsing'e e
for international tl"""samonsl,bamks in-
clearing houses of the Cenéfasame times,
volved may nottl;le O;P;s':e‘;;t,s ecapacity for
improving the
zl-tirﬁe trar?sactions’ goyer;{né?eitzg
greatly reduce one of the big8
financial markets’ soundness- huge risk:
That still leaves another depositors,
runs on banks by nervous kif.g bank
Suppose that a large, depo Slt-t;‘l‘l trigger a
were to go bust. This could eas! {milar in-
run by the customers of other, $ aintain a
stitutjons. Since ba .,»arely min liquid
large proportion of their asset§thdrawals
form, a sudden surge °fd:2', banks to
could easily cause severa’ 9 ly exaggerat-
fail as well, thus dramatically istake.
ing the costs of the first bank ihms threat is
One possible response © chla scheme,
deposit insurance. Under SU¢ i
nks contribute a small port fund, typi-
assets to a central insurancexfa pank de-

ally run by the governm entthe claims of

ults, this fund guarantees from the
epositors, thus insulating the™ 7o o
Teat of insolvency. By reassur! ngted de-
Customers that their cash is Pro*e€ " oy
POsit insurance aims to prevent sys-

Om panicking, thereby reducing
s maintain

temic risk, )
Most developed economie America

IT ECONOMICS FOCUS

"instituted it in 1933, after a massive bank

panic led to widespread insolvencies,
greatly exacerbating its economic depres-
sion. This week, Greece became the latest
countrytojoin the listwhen it announced
thatitwill setup a fund to insure deposits
up to 20,000 ecus ($25,380) each.

A comfy cushion

Capital ratios of top ten largest banks

March 1984 ¢. & 3 6§ 3 1z s
- m!y ‘I

-]
s

The deposit-insurance remedy, how-
ever, gives rise to another problem: moral
hazard. By insulating depositors from de-
faults, deposit insurance reduces their in-
centive to monitor banks closely. More
important, it distorts the incentives of
banks themselves. Because they are no
longer liable for the deposits they have
taken if they get in trouble, the potential
cost to the banks’ owners of risky loans
and other investments is reduced. Banks
can therefore take greater risks, safe in the
knowledge that there is a state-financed
safety net to catch them if they fall. As
commercial banks expand into a broader
range of activities, such as trading securi-
ties for their own account, the moral-haz-
ard problem grows even bigger.

The desire to minimise the effects of
their own insurance schemes drives gov-
ernmentstoenacta number of additional
regulations, all of which multiply the
costs of reducing the original systemic
risk. One of these is capital standards,
These require banks to set aside a portion
of their liabilities (often weighted accord-
ing to governments’ assessment of risk) in
the form of safe assets—cash, government
bonds and so forth,

The Basle accord, an international
agreement among rich-country banking
authorities, requires banks to hold core-
capital reserves of 8%, Many national gov-

ernments require even higher reserve ra-
tios. These restrictions, along with
shareholders’ demands for greater sound-
ness, have led big banks in most countries
to hold even more capital than that re-
quired by the international minimum
standards (see chart).

Besides requiring capital reserves,
many countries also limit the types of as-
sets banks can hold, and prohibit them
from entering certain product lines—
though the United States is planning to
loosen one such restriction (see page 77).
In addition, regulators tend to require
ample disclosure of banks’ financial in-
formation in the hope that this will deter
risky behaviour.

Narrow-minded

In the case of bank runs, the potential
threat to the financial system may be so
great that such costs are warranted. Many
economists, however, argue that there is
an even cheaper way to eliminate this
form of systemic risk. Their scheme,
known as “narrow banking”, would erect
solid firewalls between the deposit-taking
arms of banks’ operations and the other
activities in which they engage. For exam-
ple, if a bank loses money on its commer-
ciallending acitivities, or through trad-
ing securities for its own account,
depositors’ funds would be strictly pro-
tected from these losses, even if the bank
itself goes bust.

In return for this protection, narrow-
bank depositors would have to accept
slimmer returnson their savings, as banks
would be permitted to invest these depos-
its only in low-return assets such as cash
and Treasury bills. Supporters of narrow
banking, however, say that these costs are
likely to be far lower than the hidden costs
associated with the status quo.

The narrow-banking cause is likely to
get a boost from the public’s current fear
of derivatives. Futures and options, how-
ever, are not the real problem. If used sen-
sibly, they can enhance the stability of the
banking system; they could even help nar-
row banks to do a better job of managing,
say, their interest-rate risk. But worries
about derivatives are linked to the other
problems that crop up as banks take
greater risks for their own account.

Eventually, regulators will be forced to
tum these activities over to the market.
Narrow banking allows them to do so
without leaving squeamish depositors ex-
Posed. The latter can turn to simple banks

atinvest only in the safest instruments:
cash, government bonds...and, per-
aps, a sprinkling of derivatives.

some kind of deposit insurance-
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by Kristin Roberts and Peter Rupert

trend that has far-reaching consequences
for labor policy initiatives: Although the
average worker is spending more time
working for pay than in the past, this
change has not come at the expense of
leisure. It represents, instead, a shift from
time spent in home production to time
spent in market activitjes,

Such a change may come as little sur-
prise. The proliferation of labor-saving
home appliances ang service-sector con-
veniences has dramatically affected most
of our lives. As we argue here, it should
also alter the way we think about the
“overworked American™ and any result-
ing policy Prescriptions,

Our analysis finds that while hours of
market work and home work have
remained fajrly constant for men since
the mid-1970s, marke; hours have been
rising and home Production hours have
been declining for women, as shown in
figure 1. The latter reng also holds true
for couples whep both are employed in
the market full tjme. Possible reasons
include an incregse in market versus
nonmarket Productivity or labor-saving
technological advancements in the
home. The substitution of gpe type of
work for another i response to a change
in relative Productivitjes contributes to
making the househojq better off.

B Home Production Models
Despite important research in the area of
household production, in the mid-1960s
and early 1970s. economjsts modeling
individual behavigr, especially in macro-
economics. have largely omitted hours of
work in the home (thy; which produces

The Myth of the Overworked American

Are U.S. workers toiling ever harder
to maintain their standard of living
and, if so, is it coming at the expense
of leisure time? Survey data report
that over the past decade, total hours
of annual work have not changed by
much, but the composition of labor
has shifted from home work to mar-
ket worlk. Nearly all of the difference
can be attributed to changes in the
total hours worked by women.

consumption goods).2 This omission
apparently stems from a lack of data on
hours of home labor, on capital goods in
the home (microwaves. power tools,
etc.), and on the output of such work.
Some recent literature. however, has
shown that models including a home pro-
duction sector are better able to account
for several aspects of aggregate eco-
nomic time series and that there is some
support for the substitution hypothesis.?

In other words, there are many ways to
produce consumption goods using vary-
ing amounts of home and market time,
and the amount of time spent in an activ-
ity is sensitive to éhunging economic
conditions. Consider, for example, din-
ner. A family can “produce™ dinner by
combining capital equipment and time to
produce the final product. a meal. But
this can be done in many ways. We can
combine our car with the time it takes to
drive to a restaurant, order food, and eat.
Or, we can combine our car with the time
it takes to stop at the store. purchase fro-
zen food, and then heat it in a microwave.




At the other extreme, We could combine
a hoe, some dirt. and seeds to grow and
then harvest our own food. Those who
are “too busy” doing market work tend
to minimize the time spent producing
goods themselves by eating out. buying
a microwave. or hiring cleaning and

landscaping services.

Such home production models of house-

hold behavior can deliver vastly differ-

ent results compared to models without
a fact that is relevant

home production.
for policy analysis. Consider. for exam-

ple. the effect of an increase in the labor

tax rate on an individual who is working
for child care.
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_ TABLE 1

WORK HOURS OF HUSBANDS AND WIVES

1976 1988
Total Market Home Total Market Home
work work work work work work
Married. wife is out
of labor force 83.0 44.6 384 824 442 38.2
Husband 490 44.6 4.4 50.2 442 6.0
wife 34.0 0.0 34.0 322 0.0 322
-Married, poth work
full time 109.4 83.2 26.2 109.5 86.2 23.2
Husband 50.0 40 6.0 52.2 448 73
wife 594 39.2 20.2 573 414 15.9

/—f . . " - -
SOURCE: Authors calculations from the Michigan Panel Study of Income Dynamics.

—

Obviously. this does not imply that when
both members of a couple work, they
neglect their home. As m:cntioned above,
they may be able to substitute less time-
intensive methods to produce the final
go od. For example. if a person’s market
wage rises- he may cho?se to stop work-
ingon his old car fmd either hire some-
one 10 do the repairs or buy a new vehi-
cle. If we were observing only market
work. we might mistakenly infer that his
total hours of work rise and leisure then
falls. However, once home production
enters into the picture. this interpretation
may 1O jonger hold true. He could sub-
stitute two hours more of market work
and reduce the time spent working on his
old car by four hours. so that his total
nours of work would actually fall.

nsider the differences in hours worked
in 1988 versus 1976. In households
where wives ar¢ out of the market labor
ce. we detect little change in weekly

ket hours in 1988 (down 0.4 hours) or
n home hours (down 0.2 hours). In two-
worker households. there is virtually no
change i total weekly hours, but time
nas Shiﬁed from home '10 market work:
Hours of market work increased by three

, week from 1976 levels. while home

Jabor fell by three hours per week. Figure
2 pr esents year-by-year breakdown' of
- arket. and home work for various
© s of households. As mentioned

ve. for households with two full-time
ab9 ers. there has been little change in
wortom] amount of work. While market
© has been increasing, home work has
ng at a nearly offsetting pace.

Co

wol’k o
peen declini

planalion of this latter trend is an

One & . .
¢ in the relative productivity of

increas

market- versus home-produced goods.
leading to a change in the ratio of home
to market hours. Other possible factors
contributing to the substitution from
home to market work are technological
change in home production, including
labor-saving innovations, more readily
available child-care options, and the
decline in family size over this period.

Table 1 also shows that in 1988. the total
weekly work of a household where both
persons are working full time. 109.5
hours. is much greater than that of a
household where the wife is out of the
labor force, 82.4 hours. Home work. on
the other hand, is lower: 23.2 hours for
two-worker households compared with
38.2 hours in single-earner households.
That is. the reduction in home hours
accounts for only about half of the gain
in total hours between the two types of
households. The remaining difference
evidently comes out of leisure time.

This same pattern holds true for earlier
years. but total hours of home work do
not decline as much. perhaps reflecting
the better substitution possibilities in
1988 compared to 1976, such as higher
wages or labor-saving home appliances.
These results highlight the fact that there
is substitution between market and home
work. but it is not one-for-one.

Interestingly, men do not appear to
change their behavior much in response
to a change in their spouse’s market labor
force status. as shown in figure 3.5 Men
work roughly 50 hours per week for both
types of households. Table 1 shows that
in 1976. for households where wives are
out of the labor force. men work 4.4



Hours perweek

hours per week in the home and 44.6
hours in the market, while women work
34 hours per week in the home. Total
work in such households is 49 hour§ for
men and 34 hours for women. Turning t0
two-worker households. in 1976 mefl
work in the home about 6 hours. while
women who work full time in r.ht.e mf.irkﬁt
spend 20.2 hours per wee'k workmgr;cn
the home. However, mer_l s Lotal_ \‘;

stays roughly the same (increasing

ot the
one hour per week), whether or It

is i . while wo-
spouse 1s In the labor force

FIGURE 1 HOURS OF WORK
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Market work of men

Home work of wormen

men’s total work is now nearly 60 hours
per week. Evidently, all of the change in
total hours of household work results
from women changing their mix of hours
as well as their total hours.

Figure 3 illustrates total work, market
work, and home work for husbands and
wives for the two different types of
households. Panel B shows that hours of
market work for women working full
time has been drifting up over time,
while for men it fell until about 1983 and
has been rising since. Compared to
1976, for two-worker households,
women in 1988 work about two more
hours per week in the market and men
about one more hour. In terms of home
production, women in 1988 work about
four hours per week less than in 1976
and men about 1.3 hours more. Even
though both are working full time in the
market. women worked about 3.3 times

One factor that is often said to affect the
distribution of hours is the increase in
the market labor force participation rate
of women. Looking at households where
the husband is in the market labor force,
46.6 percent of wives were in the market
labor force in 1976 and 61.3 percent in
1988. The market labor force participa-
tion rate for married men, on the other
hand, has remained fairly stable at about
83 percent.

Also, the increase in the share of married
women participating in the market labor
force is not just a phenomenon of young-
er cohorts. If we look at the same indi-
viduals from 1976 through 1988, we find
similar results: a jump from 48.5 percent
t0 59.9 percent. Again. this may stem
from a change in relative productivities
in the market and home sectors and the
ability to substitute one type of work for
the other.

20 k- z ok of women as many hm{rs in the home as men did in
15 1976. but this number fell to about 2.1
T men times as many hours in 1988.
10 Home work 0
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| Conclusion

Although total hours ©

not chang¢€ much from
5. the composition
rs of work was

dramatically affected. Nearly all of this
ibuted tO women chang-
Moreover the difference
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ing at home and
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the mid-1970s to
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REVIEW & OUTL@@K

Take ‘Fairness’ Head-On

This being tax week in the House of
Representatives, Congressional corri-
dors will ring with talk of “fairness.”
The whole purpose of the tax code—at

. least in the minds of Democrats, press
commentators and Rep. Steve Gun-
" derson (R., Wis.)—is to make sure
that “the rich” pay their “fair share.”
) In what passes for debate, the issue
of what is “fair” is usually resolved
gamuel Gompers style—to wit,
_“more.” But it might be instructive to
interrupt the philosophy with a few
purely empirical observations. What
share do the rich, somehow defined,
'actually pay? Happily or not, the In-
ternal Revenue Service SDEWS out
reams of statistics on income. It even
has a quarterly publ
e & %
‘The Rich’: Taxes Paid, 1992
: A?;'ﬁjusggn RETURNS %Elllgg?fnngv
INCOME (mil.) (bil.)
Total 115.4 $503.9
$100,000 and up 3.8 197.4
o, of Total 3.3% 39.2%
' - , Statislics of lncome
S e a2 Fal Soad abl 2.
_Bulletin. The
ning 212 pages,

reports on tax returns

. for 1992. i e |
fining “the rich” is it-

of course, de

self a problem. The received wisdom

seems to be anyone with income of
more than $100,000. You can think of
this number as husband and
two $50,000 jobs, or you can tf
qs a Congressman’s salary in round
numbers. Making more than a gon-
essman is as good 2 mark of “the
rich” as anything, we suppose. _
By this definition, some 3.7 mll_-
lion families qualified as rich in 1992,
they paid $197 billion in federal 11-
come tax, plus $59 billion in state and
local taxes that showed up a5 deduc-
tions on their federal returns. Tax-
payers in this income 8TOUP ac-

counted for 3.3% of returns, and paid
39.9% of all federal income tax cok
lections. This was in 1992, the ¥ ear
before the Clinton retroactive tax in-

creases. -
rigorous definition

Taking a more
of “the rich,” SOI table 3 tihgws 67,2;113
taxpavers reporting adjusted gross 1

e ; & million. They

come of more than $1 MM
pillion into federal

paid more than $47 :
coffers, amounting to 96.9% of their ad-
justed gross income, almost twice the
average tax bite of 13.7%- Paymerl
these 70,000 families _constituted
By 17, of all income tax receipts.

‘intriguing question. Probably not more ;
l

-out of this circle momentarily while in

ication, the SOI

Fall 1994 edition, run-

each family keep $100,000 in after-ta

g}lccc;lme, a_nd takes 100% of any excess)f
o conflscato_ry taxation, wildly as-
i él;gl everything else held constant,
e ave produced $135 billion in ex-
— e;venuc_as 1IN 1992. In that year, fed-
o pending was $1,380 billion, and

e D;lefrl:':lt was $290 billion. '
. Nothing important to g
finance, in short, can be acc%?gnl]ilgl?ég

gregrga g the income tax more pro-
jail, but seems firml ; Tessive. While the largest source of
T newE ontrag?lwy éﬁ'eStathhed i ggver?ment revenue, the personal in
illi orth maybe $200 me tax acco i oONaL I
:gglhon. PFrhap_S promoter DonKingis ~ ‘ederal Iy muél;ts If;:;rlr%ss th:.)r{l half of
oone of therich. Then, too, manyof ~ 1€arly as large, and there is a?:o ?}Eg

the millionaires are really businesses, ~ ¢0rporate income tax and other rey

Subchapter S corporations fili Withi

: Lo el - ingunder  €Nues. Within the i

.a proprietor’s individual return. gressive rates ofeclglfl?srgepi%)élfgg fgo-
'v_

However defined, “the rich” clearly enues, but scarcely a decisive amount

‘make an important contribution to f in a trill

ed- - 1lion- i =
:?ra!‘ revenues. But Mr. Gompers’s cry lion-dollar ecg:‘égybudget or six-tril-
:ii(:);- t’}lwr‘? Tuns up against a hard reai- This point has been mad i
1y: e rich are few in number. There N this page by W. Kurt Haﬁsgrz}phlc
Sl pty isn’t much money, compared ~ MOUS 19.5% charts. Despite t p;r Smfa-
ﬁéﬁt “tifé“?"cez"““e federalgovern-  ta ing f Oglgc% de
; , to be found in 70,000 millionaires ,J) ral revenu i o EC
-or even the top 3% of taxpayers. _%‘]awmymuig eto hover
= T[z'itl.{e thg 1992 returns. The group  OMErOUs rates find wayé around t?]?r;g
Teporting incomes of more than, i thelarge picture, revenue from “the

$100,000 had total income of $858 bil- | TiCh” scarcely matters.

‘The Rich’: Soaking Potential | All of which suggests that durin
Disposition of Income, e drof || tax week in the House, there may be

$100,000 and up, 1992 more important things to talk about.

data from SO! bulletin, tahle 2 Hivh R
A iz 5 s, Low Rates - § p
GI (total, billions) $858.1 Uartery federal mmmem_wﬁgagﬂ?ﬁ?ﬂ
: State and Local Tax Deducted 594 || 0P TAY RS o e il
Other Deductions BB. 4 i ones WMo s '

1 Taxable income
Fed. Income Tax liability 551;[7)3

Just who these millionairesareisan :

than 500 of them are Fortune 500 CEOs
No doubt they include investmenf
.ba_nl_{ers and lawyers; strike suit king
William Lerach, perhaps. Of course !
others were baseball players now on
strike. Mike Tyson may have dropped

arough ca.l!:ula;t' .
After-tax income fon-
less $100,000 per return ' 312'9 '
| income over $100,000 . - 1;22 & -
| 1992 Federal deficit 2004 1 | @ e

.T_—‘_-_—-—__-—-._,_-._—
lion. From this its

lion. Fre members pai
5?;2iogsénbisltlgte and local ta);::;da&i?g -

: 10N in other deductions, TN debate over whether a $500-a-kid

then pai e
come p?;g $%%€Sb§”1°n in federal in- ~ Credit ought to phase out at $200,000 or
e S e i SR £ W, Ltdied, What Con
. : ; ought to be debating i
jthe(zvfhc%urggl,ztgg IRS can'’t confiscate structure the tax Systaér;]ngtrolinl’lc?n“:oig
Tion f o ?1- illion, leaving 3.7 mil- ~ €CONomic growth. As Mr. Hauser said
amilies penniless; it has to let  Nineteen and a half .percent of a

them keep SOmethlng. So say it lets laI‘ger GDP is preferable to 19.5% of a
Smaller GDP.” The welfare of our chil-

%Igﬂﬂﬂ_depend a lot Tess on any tax
redit than on whether we have a
healthy economy. il

——— 4
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Source: Wentworth, Hauser and Violich 3 . 92




As it happens, the new Republican
‘majority in the Congress has a lot of
ideas_about the relation between
taxes and growth. The child tax
credit in the House “Contract”
doesn't pretend to be a growth initia-
tive, of course, but is billed as a cash
remedy to the moral problems of ille-
gitimacy and divorce. However, the
«Contract” also named . specific

owth initiatives’ including, among
others, a cut in the capital gains tax.
genate Republicans are interested in
measures to cut taxes-on returns to
savings, as a method of increasing
savings, investment and growth.

And, of course, the House is gear-
ing up for a later debate on Rep. Dick
Armey’s flat tax, which combines all
of these ideas. It would sharply pare
the top marginal rate to boost eco-
nomic incentives. But it would also in-
clude a generous family allowance,
not only doing what taxes can to help
families, but also retaining a progres-
sive feature in effective tax rates. It
would also exempt savings returns.
And it’s intended to drastically sim-
plify the tax returns Americans file
this month.

None of these ideas has any great.
prospect, though, so long as tax week
is about fairness and the rich. The
fairness debate had been suppressed
by the political and economic Success
of the Reagan tax cuts, which offered
and indeed produced rapid economic
growth by reducing the high marginal
tax rates that stifle incentives. “Fair-
ness” reappeared under the aegis of
former Senate Majority Leader
George Mitche]] in his filibuster vic-
tory OVEr capita] gains reduction in
1989, and hag gominated tax debate
since. EVen the pewly victorious Re-
publicans haye pot cast off Mr.
Mitchell’s spe];. ,

The Republicans are going now-
nere With tax policy, we predict, un-
til they take the “fairness” debate
head-On and wiy jt. Yes, if you have
a tax cut it wj benefit the people
who pay the mqgt taxes. But the real,
jssue 1S Whether it will benefit the:
economy, proyiging a bigger pie t0

S mEECn

share among e rich, the poor and \

the gOVernmen;. U Sl
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