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WARREN T. BROOKES

Gingrich to save Bush from Carterism

ast week, in the midst of a

forcign policy tour de

force, President Bush un-
accountably assaulted congres-
gsional Democrats over the col-
lapse of the now largely
irrelevant budget summit.

This may not have arrested
the attention of Bush's Demo-
cratic targets, but it might un-
intentionally have aroused an
ally to re-examine the presi-
dent’'s whole economic policy
position.

House Minority Whip Newt
Gingrich (R-Ga.) has been such
a good soldier, even while the
Bush domestic policy was com-
ing unglued. Many worried
those Tuesday Oval Office lun-
cheons were getting to him.

But last Friday night, Gin-
grich called us to say he was
thinking about using a talk to
Heritage Foundation to ask
Bush to change course from
what he now belicves has becn a
*slippery slope to Carterism.”

“Refresh my memory,” he
said, "bul during the Carter pol-
icy years (fiscal ycars 1977-
1981), didn't we pursue a com-
bination of tight fiscal policy,
namely rising taxes, and very
loose monetary policy? Wasn't
that the Carter economic poli-
cy?'I a

Yes, we said. That is exactly
the policy laid out for him by
Wharton economist Lawrence
Klein during the 1976 campaign.

“And wasn't the result of

that policy runaway inflation

and falling productivity
growth?” Gingrich asked.

Yes, indeced. Inflation soared
from 4.6 percent in 1976 to more
than 13 percent in 1979, and
from 1977 through 1981, we had
the worst four years of manu-
facturing productivity growth
In postwar history, with unit la-
bor costs jumping over 8 per-
ceht a year and manufacturing
productivity rising less than 1
percent. And real disposable in-
come growth plunged to 1.2 per-
cent per year.

“And sincc 1981, hasn't our
policy been cxactly the opposite
of that — with tight monetary
policy to fight inflation and tax
cuts to boost supply?” Gingrich
asked himsclf out loud.

-Exactly so. The combination
of Reagan tax cuts and, ironi-
cally, Carter deregulation in
transportation plus Reagan de-
regulation of oil prices helped to
offset otherwise stringent mon-
etary policy coming from the
Federal Rescerve.

“And wasn't the result of
that a rapid decline in inflation

and a rapid recovery in in--

comes and manufacturing pro-
ductivity and output? And a
long job-filled expansion?”

Yes. Not only did average in-
flation fall from 10 percent to 4
percent, but real per-capita in-
come growth nearly doubled,
while gross national product
growth improved nearly 30 per-

cent. The Labor Department’s
recent release shows that after
a disastrous collapse in U.S.
competitiveness from 1977
through 1981, the U.S. manufac-
turing sector from 1931 to 1989
put on its best performance in
U.S. postwar history, rising 3.8
percent per year, while unit la-
bor costs rose only 0.7 percent
each year.

“And doesn't this explain
why exports may now be saving
the U.S. economy from even
worse damage?” Gingrich
asked.

Yes. The most recent release
shows that U.S. exports are still
rising a husky 8 percent a year
while imports are rising less
than 3 percent. This means the
trade deficit will come down an-
other $20 billion to $30 billion
this ycar.

“So, why are we now aban-
doning this strategy?” mused
Gingrich. "Why are we sudden-
ly trying to get the Democrats
to agree to higher taxes and
asking Fed Chairman Alan
Grecnspan to match those
higher taxes with casier
money? Isn't this a recipe for a
replay of Jimmy Carter?”

Indeced it is. While George
Bush has been looking like his
idol Teddy Roosevelt in the
Middle East and Panama, he
has been looking more like the
man from Plains on domestic
policy.

What's worse, since Manuel

Johnson effectively left the Fed-
eral Reserve Board last month,
Greenspan has been telling Con-
gress that hegvill match a defi-
cit reduction deal with cheaper
money. Meanwhile, Treasury
Secretary Nicholas Brady hint-
ed at the appointment of a
Keynesian to the Fed and float-
ed a stock-transfer tax, while
his aides helped scultle capital
gains tax cut activity in the
Secnate.

So far, the market rcaction
has been all bad. Even before
the Iraqgi invasion, the dollar
was falling out of bed, while
long-bond rates were edging up
not down. Nearly all of the hard
won commodity dcflation over
the prior year began to evapor-
ate as metals prices jumped on
all fronts.

Above all, an cconomy that
had been giving out mixed sig-
nals in May and June, bcfore
the budget summit telegraphed
higher taxes ahead, was now
suddenly flat on its back, with
investors sitting on their hands,
waiting for the hatchet to fall.

After nine -years of modest
relief from “taxflation” and reg-
ulation, Washington 1is once
again putting its heavy hand on
the economic brakes. The Bull
Moose may be prowling the
shores of the Persian Gulf, but
killer rabbits arc back at the
Treasury and Office of Manage-
ment and Budget.
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GOP set to accept cuts
in case budget talks fail

By Major Garrett

THE WASHINGTON TIMES *

Should the budget talks fail, the GOP is

prepared to accept more than $10S billion in
across-the-board federal spending cuts on the
chance that voters will blame Democrats for
the resulting service disruptions, Republican
National Committee spokesman Charles
Black said yesterday.

“Either public pressure will bring the
Democrats to the table. . . [or] the Democrats
never negotiate seriously, we never get an
agreement and the central theme of this fall’s
campaign will be the big-spending Demo-
crats have refused to compromise,’ Mr. Black
said during a luncheon with editors and re-
porters of The Washington Times.

“He’s just wrong. He's dead wrong,” said
Ginny Terrzano, press secretary at the Demo-
cratic National Committee. “One of the issues
in the fall campaign will be leadership. There
has been no leadership from the Bush White
House.”

Mr. Black said the spending cuts, required
by law if a budget deal is not reached by Oct.
1, would disrupt nearly all functions of gov-
ernment.

“This sequester is horrible across the
board,” he said.

Among other effects of a lengthy sequester,
Mr. Black said, up to 75,000 children would be
denied access to the Head Start program and
most major U.S. airports would close due to a
25 percent cut in the number of air-traffic
controllers and federal law-enforcement
agencies would be severely hampered.

“We're preparing right now to manage a
sequester;” Mr. Black said, adding that Pres-
ident Bush “is totally prepared to do that.”

His statements were typical of an increas-
ingly aggressive GOP offense against Demo-
crats during the congressional recess, when
almost no Democrats are in Washington to
defend themselves, and the president is rid-
ing high approval ratings for his handling of
the Middle East conflict.

Mr. Bush interrupted his Maine vacation
early last week to attack Democrats. On
Wednesday, House Minority Whip Newt Ging-
rich, who claims partial credit for the White
House offensive, said the talks have been use-
less, and Republicans shouid press for tax
cuts instead of tax increases.

Bush administration officials are not will-

ing to go as far as Mr. Gingrich, Georgia Re-
publican, and neither was Mr. Black, who ac-
cused the Democrats of “playing games” in
the talks, scheduled to resume Sept. 6.

Mr. Black said he hopes budget negotiators
can reach a five-year deal worth $500 billion
in deficit reduction, a herculean task that
would dwarf the record $25 billion deficit re-
duction achieved in the 1987 budget summit.

A deal of this size would lower interest
rates, revive the sluggish economy and fore-
stall deeper cuts in defense spending, Mr.
Black said. The fiscal 1991 budget deficit
most recently has been estimated at $169.7
billion. '

Without a budget agreement by Oct. 1 the
automatic budget cuts — known under the
Gramm-Rudman-Hollings budget law as a se-
quester — would begin.

The Office of Management and Budget cal-
culates that a sequester would reduce spend-
ing for most government programs by 40 per-
cent to 45 percent.

“It’s the president’s obligation to submit a
budget to Congress and they vote on it and he
can’t hide from that anymore. He will have to
make some real tough choices on budget pri-
orities,” the DNC’s Miss Terrzano said.

“The crisis in the Middle East increases the
urgency of getting a budget agreement,” Mr.
Black said. “The president and [Treasury)
Secretary [Nicholas] Brady have warned
since the spring that the economy is fragile
that something could happen out of our con-
trol that might threaten a recession. Now
something has happened”

It is unclear what effect the bellicose GOP
strategy will have on Democrats, who hold the
majority of votes in both chambers of Con-
gress and who have warned that partisanship
could sink the budget talks. Furthermore,
Housg Republicans are divided on the tax
question.

An aide to Mr. Gingrich acknowledged his
new position on taxes will likely irritate those
in the talks. Some in the Republican House
leadership were already uncomfortable with
his aggressive negotiating tactics even before
he unveiled his tax cut plan, which aides esti-
mate could cost $15 billion to $20 billion in
revenues next year.

Mr. Black is acting as spokesman of the
Republican National Committee while Chair-
man Lee Atwater battles a brain tumor found
earlier this year.

Che Washington Times



Budget May
Roil Benefits
for Elderly

By BOB ROSENBLATT
TIMES STAFF WRITER

WASHINGTON —De-
spite widespread assuranc-
es that Social Security
would be exempt from the
automatic government
budget cuts threatened for
Oct. 1, those cuts would
delay the processing of
benefit claims and cause a
“drastic falloff .of service”
to the nation’s 40 million
Social Security beneficia-
ries, a confidential agency
memorandum says.

The Social Security Ad-
ministration would be
forced to furlough its em-
ployees for as much as 85
days during the year to
achieve the savings of $1.3

Please see BUDGET, A35
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BUDGET: Social Security Chaos Feared

Continued from A1l

billion required under the Gramm-
Rudman budget law, the memo-
randum says.

Social Security beneficiaries
“will not understand how a drastic
falloff of service is possible with
the trust funds at a level of nearly
$215 billion and growing,” Social
Security Commissioner Gwendolyn
8. King wrote in a memorandum to
Bush Administration budget offi-
cials. “They will be convinced that
the government is stealing their
money.” A copy of the memoran-
dum, issued on Tuesday, was ob-
tained by The Times:

he common understanding that
Social Security would be
spared the Gramm-Rudman ax ap-
plies only to the size of the monthly
checks mailed to millions of house-
holds. The amount of the benefit
check remains unchanged. Instead,
the budget-cutting burden would
fall on the payroll, office expenses
and administrative operations of
the Social Security program.
“People will notice it when it's
more difficult for their phone calls
to go through,” King said Thursday
in response to questions about the
memorandum. Social Security has
eliminated local phone numbers in
favor of a nationwide 800 line to
handle calls for information and to
schedule appointments. Callers will
face “more and more busy signals,”
King said.

“When they call for an appoint-

ment, it will take longer and longer
to fit them in,” she said. Inside the
Social Security offices, “the lines
will be longer and longer,” she
said, and some offices may be shut
if the budget cutbacks last a full
year.

“It’s going to be so upsetting to a
work force now working with sta-
bility and a sense of direction and
satisfaction,” King said, referring
to the 63,000 employees of her
agency. “We have given confi-
dence back to the general public,

" but I despair when I think of the

turmoil we will put people
through” if the full budget cuts
take place.

¢¢ T hings will be harder for

anyone who has a need to
communicate with Social Securi-
ty,” she said. Handling of claims
could take as much as 30% longer.
It now takes about three weeks to
issue a Social Security card, 20
days to handle a new claim for
retirement benefits and 60 days to
process a new claim for disability
benefits.

The Bush Administration has
announced that mandatory budget
cuts will be imposed Oct. 1 unless
the President and Congress agree

on a new package of spending

reductions and revenue increases.
Non-defense spending programs,
including the Social Security Ad-
ministration, would have to cut

outlays by 32% to achieve the
savings of $101.2 billion needed to
meet the Gramm-Rudman deficit
target.

The Middle East crisis, 'with a
sharp increase in spending to
transport and maintain troops in
Saudi Arabia, may force Congress
to alter or abandon the budget
targets and avert the automatic
spending cuts. Meanwhile, howev-
er, the Office of Management and
Budget is asking all agencies for
detailed plans on the “sequester,”
or automatic budget reduction.

The response from Social Secu- -
rity provides one view of an agen-
cy under fiscal siege. The required
cutbacks of $1 biilion “would be
devastating to employees and
would severely disrupt public con-
fidence in the Social Security sys-
tem,” King wrote.

With workers on extensive fur-
loughs, the Social Security Admin-
istration would fall far behind in
the complex task of making mil-
lions of changes in records and
benefit amounts. Benefit checks
are changed when a disabled per-
son goes back to work, when a
person receiving retirement bene-
fits earns more than $9,360 a year
from working, when a spouse dies"
and in many other circumstances.

The “inability to keep pace with
the routine changes to the benefit
rolls could result in incorrect pay-
ments to beneficiaries in the range
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Budget cuts seen hobbling payments of Social Security

Los Angeles Times

WASHINGTON — Even though Social Se-
curity benefits are exempt from the auto-
matic government budget cuts threatened
for Oct. 1, those cuts would affect agency
employees, probably delaying the processing
of benefit claims and causing a “drastic
fall-off of service” to the nation’s 40 million

Social Security beneficiaries, a confidential”

agency memorandum says.

The Social Security Administration would
be forced to furlough its employees for as
much as 85 days during the year to achieve
the savings of $1.3 billion required under the
Gramm-Rudman budget law, according to

the memorandum.

Social Security beneficiaries “will not un-
derstand how a drastic fall-off of service is
possible with the trust funds at a level of
nearly $215 billion and growing,” SSA Com-
missioner Gwendolyn S. King wrote in a
memorandum to Bush administration budg-
et officials. “They will be convinced that the
government is stealing their money.” A copy
of the memorandum, issued yesterday, was
obtained by the Los Angeles Times.

King has proposed to freeze all hiring,
promotions, furloughs, travel and new con-
tracts until Jan. 1. This would save $400 mil-
lion. The amount of the benefit check re-

mains unchanged. Instead, the budget
cutting burden would fall on the payroll, of-
fice expenses, and administrative operations
of the Social Security program.

“people will notice it when it’s more dif-
ficult for their phone calls to go through,”
King said yesterday in response to questions
about the memorandum. Social Security has
eliminated local phone numbers in favor of a
nationwide 800 line to handle calls for infor-
mation and to schedule appointments.

“When they call for ap appointment, it
will take longer and longer to fit them in,”
she said. Inside the Social Security offices,
“the lines will be longer and longer.”

Some offices may be shut down if the
budget cutbacks last a full year, she said.

“Things will be harder for anyone who
has a need to communicate with Social Secu-
rity,” she said. Handling of claims could take
as much as 30 percent longer. It now takes
about three weeks to issue a Social Security
card, 20 days to handle a new claim for re-
tirement benefits, and 60 days to process a
new claim for disability benefits.

With workers on extensive furloughs, the
Social Security Administration would fall
far behind in the complex task of making
millions of changes in records and benefit

amounts. Benefit checks are changed when a
disabled person goes back to work, when a
spouse dies, and in many other circum-
stances.

The “inability to keep pace with the rou-
tine changes to the benefit rolls could result
in incorrect payments to beneficiaries in the
range of $10 billion to $15 billion over the
course of the year,” the memorandum said.

The required cutbacks of $1 billion
“would be devastating to employees and
would severely disrupt public confidence in
the Social Security system,” King wrote in
the memorandum.
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GOP faces deficit dilemma

Sen. Pat Moynihan ostensibly has applied the ointment
of compromise to the abrasions caused by the budget
unpleasantness. But he actually could be creating, from
the unpromising material of his fellow Democrats, a
serious opposition party.

Moynihan, the Senate’s Sisyphus, re-
cently applied his sore shoulder yet
again to the rock that he has been trying
to roll uphill. Many months ago he
proposed cutting, in just two years,
Social Security taxes, putting the sys-
tem on a pay-as-you-go basis. This
would have quickly shut the spigot from
which now gush surpluses generated by
the increases put in place in 1983.

GeorgeF.

Those increases were supposed to
will build‘ “reserves” for when, around
mmmmeemmn 2020, baby boomers retire. The “re-

serves,” now flowing in at $1 billion a
week, are scheduled to rise to $3 billion a week in 1997
and even more after that. But they are being used to
finance government operations, thereby masking the real
size of the deficit. (The real deficit is forecast to be
$241.8 billion in fiscal 1991, not counting the cost of the
savings-and-loan shambles.)

Moynihan’s aim was — is — to force honesty in
budgeting, and equity in taxation. However, his party,
the conservative (meaning resistant to change) party,
flinched from Moynihan’s radicalism and from the need
to think (about equitable taxes to replace the Social
Security revenues). But now comes Moynihan’s compro-
mise: Phase the rate cuts over five years.

For someone earning the maximum income taxable for
Social Security purposes (about $54,300 next year), the
savings during 1991-1995 would be $1,900. In 1996, the
wage earner would be saved $708. The tax rate would
not rise again until 2010 and would not reach today’s rate
until 2015. Moynihan says 132 million Americans are
paying a rate that is a quarter of a century premature, on
a tax that is inequitable in its current use — financing the
government’s general operations.

This tax, which for 74% of taxpayers is a bigger
burden than the income tax, is regressive: It has a flat
rate and is not applicable on income above $51,300.
Because of the 15.3% Social Secirity tax on earnings
(including the employer’s portion), most workers in the
15% income-tax bracket pay a total tax rate higher than
paid by the richest Americans. The richest are in the
28% bracket, but any income in excess of $51,300 is

exempt from Social Security taxes. ®

If this regressive tax is not cut, by the end of this
decade it will slurp up $200 billion a year more than
Social Security will pay out that year. Moynihan says the
money is not needed now for Social Security, so leave it
with the workers who do need it.

But consider the political consequences if Moynihan’s
tax cut for 132 million Americans were to pass in
September with the support of most Democratic sena-
tors and opposed by most Republicans.

For a quarter of a century, since George Wallace got
their attention, Republicans have celebrated Joe Six-
pack, a fellow of hearty but simple appetites. The
courtship of Joe Six-pack is going to be complicated
enough if Republicans, busy campaigning for a capital-
gains tax cut, vote against the cut in Social Security
taxes. And that might not be Joe’s only grievance.

Consider the surrealism of Washington these days.
The estimate of the number of S&Ls that will fail has
been doubled from 500 to (so far) 1,000. The Bush
administration cannot say, within half a trillion doliars,
the eventual cost of this black hole for money: Guesses
range between $400 billion and $1 trillion, depending on
the interest-rate assumptions.

And while these big numbers are bandied about,
Republicans have floated an itsy-bitsy idea for helping to
reduce the deficit by just $50 billion this year.

The Republicans’ bright little idea for nibbling at the
deficit? A new tax adding 75¢ to a six-pack of beer.

Washington Post Writers Group

e " S—.

Sen. Pat Moynihan
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Gingrich Bars Tax Rise
To Obtain Budget Deal

GOP Whip Seeks to Sway White House

By Thomas B. Edsall
Washington Post Staff Writer

. House Minority Whip Newt Gin-
grich (R-Ga.) sought yesterday to
move the White House away from
any budget deal involving a tax hike
and warned that an increase in gov-
ernment revenues would make a
recession more likely and work to
the advantage of the Democrats.

. In a highly partisan assault, Gin-
grich called for several tax cuts and
declared that the “number one goal
of the Republican Party should be
to help the economy avoid a reces-
sion despite the Democratic lead-
ershlp of Congress.”

In a comment sure to make bi-

partlsan negotiations more difficult,
Gingrich also strongly suggested
that Senate Majority Leader
George J. Mitchell (D-Maine) has
actively sought to foster a major
economic downturn. “We have an
economy that is succumbing to a
recession which I believe Senator
Mitchell has frankly been planning
for,” he said.

- Gingrich made his remarks at an
afternoon news conference and
‘elaborated on them in an evening
speech at the Heritage Foundation.

* The mmonty whip argued that
the worsening condition of the
economy and the increase in oil
prices following the Iraqi invasion of
Kuwait have changed the circum-
stances surrounding bipartisan bud-
get negotiations since President
Bush backed away from his “no new
taxes” pledge in June.

Indicating that he is likely to op-
pose any tax increase, Gingrich yes-
terday called for five separate tax
cuts to stimulate the economy.

These were a substantial in-
crease in the $2,006 deduction for

dependents, a revival of individual’
retirement accounts and a liberal-
jzation of their use to cover educa-
tion and first-home down payment
costs, a business equipment invest-
ment tax cut, a reduction in the cap-
ital gains tax rate to 15 percent and
business tax credits for investments
in urban “enterprise zones.” Gin-
grich argued that the loss in reve-
nues from these tax cuts, which he
did not estimate, would be more
than justified because a recession
would cost the government much
more.

While describing Bush’s decision
to abandon his “no new taxes”

.pledge as “throwing an intercep-

tion,” Gingrich as recently as last
month said he was “prepared to
sponsor and support raising taxes,”.
according to- participants in a GOP

-strategy session. Yesterday, how-

ever, he said “I would find it very
hard to understand an argument for
a tax mcrease in the face of the
weak economy.”

Gingrich justified his suggestion
that the Democratic Senate lead-
ership may be encouraging the on-
set of a recession by citing Mitch-
ell’s successful efforts last year to
bar passage of a capital gains tax
cut. “When the Democrats in the
Senate killed the capital gains bill,
they weakened the economy,” he
said.

In addition, he argued, “The
Democrats in the Senate had a de-
liberate strategy of not reaching a
budget agreement in June or July”
and “in the process they are taking
the risk that Americans will be put
out of work to the advantage of the
Democratic Party.” ,

None of the Democratic leader-
ship could be reached for comment
yesterday.
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Now’s the time
to tame the budget

RESIDENT BUSH enjoys broad national support for his

bold and skillful response in the Persian Gulf. Rightly so.

Yet even in the midst of this international crisis, the Pres-
ident must give equal leadership to an urgent_.domestic prob-
lem: the deficit-ridden federal budget.
_ The next fiscal year begins on Oct. 1, less than six weeks from
today. Clearly, it’s impossible for Bush and Congress to get
their dead-in-the-water budget talks going again .and resolve
their differences in the time remaining: That means they must
resort to a disgraceful dodge: nullifying the Gramm-Rudman-
Hollings deficit-reduction law. It’s the only way they can avoid
massive, automatic spending cuts, including a devastating hit
on the Pentagon budget of more than $50 billion.

The emasculation of Gramm-Rudman may be inevitable, but
it is no solution. The projected budget deficit for 1990-91 is al-
ready a whopping $230 billion, and the real number, when you
add in off-budget items like the savings-and-loan bailout, is
well over $300 billion.

Big as that number is, it could get bigger. The cost of the Per-
sian Gulf operation is growing, and a shooting war would make
it zoom. And the economy may be tipping into a recession (some
think it’s already there), which would drive the budget much
deeper into red ink. )

It will take forceful leadership to deal with the galloping def-
icit. Don’t look to congressional Democrats for it — they refuse
to get ahead of Bush and the GOP on items like a tax increase.

But Bush is uniquely positioned to take charge, especially be-
cause of the high he’s now riding in the polls. The time is right
for the President to explain to the nation the sacrifices that
must be made — like cuts in farm subsidies, Medicare and So-
cial Security COLAs. And the time is perfect for Bush to justify
something that’s long overdue: A hike in the gasoline tax to gen-
erate more revenues, cut gas consumption and reduce depen-
dency on imported oil.

Some pundits argue that Bush will never risk his popularity
that way. But Bush is a smart politician. He surely knows he
cannot withstand the double threat of war and recession unless
he brings the budget under control, and does it now.

P



Into the
transfer
tax trap?

he Bush administration and
key members of Congress
are thinking of establishing
a new foreign aid program.
They would cripple the U.S. financial

B.J. Cutler is foreign affuirs col-
umnist for Scripps Howard News
Service.

The Washington Times

WASHINGTON, D.C.

services industry and send a signifi-
cant part of its business overseas,

Of course, official Washington
really does not want to commit such
amindless economic crime. But it is
50 avid for higher revenue that it
unwittingly is considering doing
grave harm to American investors
and institutions.

At first the White House-con-
gressional tax-hikers were planning
a stiffer levy on energy. But when
Iraq hijacked Kuwait and oil prices
jumped, this was seen as a bad idea.
And with US. troops taking position
in Saudi Arabia, even lawmakers no-
ticed that further gleeful hacks at
the defenise budget were reckless.

So Washington moved to the front
burner a “transfer tax” on every
stock, bond, commodity, futures and
option trade. The transaction tax has

WEDNESDAY, AUGUST 22, 1990
I T

two beautiful sides. It can be falsely
described as soaking the unde-
serving rich, and it would raise a
heck of a lot of money.

The Congressional Budget Office
estimates that a 0.5 percent tax on
security transactions, a figure often
mentioned, would bring in $8 billion
in the first year and $58 billion over
five years.

The CBO admitted there would be
drawbacks. The tax would shrink
trading volume by 8 percent, mak-
ing markets more volatile, And it
would hammer down stock prices by
9 percent, making investors poorer.

As a creature of Congress, the
CBO is known to be biased toward
what its masters want — more rev-
enue — and thus it may have under-
stated the tax’s pernicious effects.

What of the demagogic claim the

The transaction tax
has two beautiful
sides. It can be fulsely
described as soaking
the undeserving rich,
and it would raise a
heck of a lot of
money.

L

levy would hit the wealthy? Untrue.
It would be paid indirectly by every
working person covéred by a pen-
sion plan, holders of insurance poli-
cies, mutual fund investors, small
stock-market plungers. The big ones

know how to avond the burden.

‘The argument that a “lny” 05
pereent tax would do no harm s
dead wrong. A pension fund can buy
a $50 stock for a commission of 5
cents a share. ‘The tax would be 25
cents, five times the fund's commis-
sion cost. It would have to lower
benefits to meet the added expelse.

Trade union leaders, who never
are averse to taxing fat cats, oppose
the transaction tax. They know it
would cause their members 1o re-
ceive lower benefits. In the case of
state and municipal employees, local
taxes would have 1o go up to pay their
pensions.

In Sweden, where the socialist
government has rarely met an im-
postitdidn’t like, the transaction tax
has been abolished., Canny Swedes
were trading in London, where the

X is not imposed on foreigners.
Britain is about to ehiminate the tax
cutirely, hoping 1o 1ake business
from Wall Street,

Canada, Greece, Luxembourg,
the Netherlands and Portugal have
no wransfer taxes. West Germany
and Ireland are climinating theirs,
ltaly and Japan are lowering rates.
France and Switzerland are under
pressure to end the tax.

Only the United States, which we
all know is led by omniscient states-
men, is heading in the other direc-
tion. Why?

Interestingly, the Treasury  in-
sists its securities be exempt from
the tax, since the levy would cut the
price of ‘Ireasury paper and lif1 its
borrowing costs. Funny that some-

thing that’s rotten for the Treasury

isn't rotten for American industry.

.
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The Coming Budget Disaster

ITH AN enormous budget deficit now

clearly in sight next year, the federal

government has no possible way to get it
down to the legally required target. Under the law,
the alternative is to allow automatic spending cuts to
do the job. That’s now impossible. The automatic
cutting formula would reduce the Defense Depart-
ment’s outlays by more than $50 billion—including a
reduction of one-third in the money for operations and
maintenance—at a time when it is engaged in airlift-
ing tens of thousands of troops to Saudi Arabia.

Once again the president and Congress are going to
have to rewrite the Gramm-Rudman-Hollings Act to
accommodate the oversized deficits that they have
been unwilling to manage rationally. That will be an
opportunity for the people who want to abandon all
limits on the deficit and ignore it—and there are
plenty of those people on both right and left. It’s also
an opportunity for those people—fewer, but braver
and more sensible—who are going to try again to get
a grip on the deficit and put it on a downward track.

President Reagan, President Bush and successive
Congresses wasted their opportunities to get the
budget under control in the times when it would have
been easier. When the economy was growing sturdily,
when oil was cheap, when the world was peaceful and

serene, they played games with the numbers, prevari-
cated and delayed. Now Mr. Bush and the congres-
sional leadership are going to have to tackle the deficit
with the possibility of either recession or war looming
immediately ahead of them.

Both the White House and the Congressional
Budget Office are warning that, under present policy,
the budget deficit will be at least $230 billion in the
fiscal year starting Oct. 1—compared with about
$195 billion this year, and $157 billion last year. A
recession next year would send it far higher, and if
Iraq starts a war the consequences in dollars, as in
every other respect, would be incalculable.

There’s going to be a powerful temptation in high
places to use the possibilities of war or recession as
twin excuses to take a holiday from the budget deficit
and let it fly. That would be extremely dangerous. If
the world thinks that the U.S. government is unwilling
to come to terms with its budget, that will make
either a war or a recession much harder to fight.
Either would require heavy borrowing by the govern-
ment. Lenders’ uneasiness is already being reflected
in interest rates that are high and nsing. In an
uncertain time, the government has no higher priority
than to get a grip on its budget, raise taxes, and
gather its financial strength for the tests ahead.
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Don’t forget deficits to worry about inflation

Inflation seems to be back in the news, and the
federal deficit seems to have dropped out. That’s
too bad. Inflation and deficits belong together in
people’s minds like salt and pepper on the table.
Yet the talk today is that the same events causing
new worry about inflation — oil prices and a
Mideast crisis — justify relaxing the worry about
deficits. That’s too bad, too.

Inflation hit the headlines last week with the
Consumer Price Index (CPI) report for July: up 0.4
percent — before oil prices jumped. Indeed, the
energy component of the CPI fell during July. So
commentators warn that the August CPI will look
worse and that damage will compound as oil-price
increases affect other prices too. The assumption
is: Expensive oil causes higher inflation.

Well, yes and no. Two points of perspective are
important. A point of theory is that no single price
rise — even oil — can truly cause inflation. If
people spend more on gasoline this month, they’ll
have to spend less on other products. So other
prices will have to fall, or else the other products
won’t get sold. A perfect CPI would not change at
all. True, the CPI is flawed, and real-world prices
are more complex than the theory suggests. But
what theory teaches should not be forgotten: Infla-
tion is a rise in overall .prices, not just one; oil
cannot cause it; oil cannot cure it.

A second point underlines the first. U.S. inflation

was worrisome and getting worse even before the
Mideast crisis. After three years around 4.5 percent
it’s been pushing this year toward 6 percent” The
4.5 rate was no cause to be complacent. Six would
be alarming. So despite the weak theoretical con-
nection, perhaps Iraq deserves thanks for thrusting
inflation into the news. The crisis helps raise a
crucial question: What accounts for the underlying
inflationary pressure?

That’s where deficits and the U.S. debt come in.
They are not the sole cause of inflationary drift.
but they certainly count among the most basic.
Deficits and debt push interest rates higher, for
example, which diminishes investment for genuine
growth and adds to the pressure for “easy’’ money.
Easy money is a synonym for inflation. And the
higher the burden of national debt, the more
politically attractive inflation becomes. It’s a way
to cut the debt by cutting the value of the money
to be repaid. That’s theory, too, but theory proved
correct by practice many times.

So the Mideast oil crisis is no excuse for stopping
thought about brakes on federal spending and
increased federal taxes. Just the opposite. If the
nation must spend more to protect oil supplies, it
needs to spend less on other activities. If the crisis
increases government spending, taxes should be
sought to boost revenues too. If the crisis adds
momentum to keep inflation up, all the more
reason to get deficits down.



BALTINIIIORE, WEDNESDAY, AUGUST 22, 1990

SSA budget

WASHINGTON — Social Security Administra-
tion officials are reportedly working feverishly
on a contingency plan for making a nearly one-third
cut in fiscal 1991 spending if White House and con-
gressional negotiators can’t agree on deficit reduc-
tion methods,

With little budget summit progress reported
before Congress left for the August recess, agency
heads have until Aug. 27 to submit plans-accounting
for an automatic cut of 31.9 percent if an agreement
on the deficit isn’t reached.

SSA spokesman Phil Gambino said Commission-
er Gwendolyn S. King has yet to sign off on a plan,
which probably would include
furloughs for some of the al- -
most 14,000.employees at .
Woodlawn and at the Metro -
West building downtown. The
agency has about 63,000 em-
ployees nationwide. )

But Gambino claims King |
is trying to come up with ev-
erything possible in order Y
to avoid furloughs: eliminatiorigs
or delay of most purchases, ¥
not executing contracts, and
caps on routine expenses.

“Needless to say, she is
extremely opposed to fur- & 2
loughs. She’s looking at every- KING
thing,” Gambino said of King, who has already made
some efforts to shore up personnel numbers that
some say dipped far too low during the cutbacks
of the 1980s.

Twenty-two-day furloughs have been threatened
in other agencies, which brought a stinging rebuke
from John N. Sturdivant, president of the American
Federation of Government Employees, which repre-
sents most SSA workers.

“It should have never come to this. The White
House and Congress have abdicated their responsi-
bility with reckless tax cuts, trite campaign prom-
ises and their refusal to make the tough decisions
required to bring the deficit under control,” Sturdi-
vant said. )

“This time the American people are going to
quickly feel the sting of these cuts,” he said. “Ameri-
cans will just have to face up to the fact that there
may not be anyone to answer the phones at neigh-
borhood Social Security offices and that veterans
may just not get the care they need and deserve
at the VA hospital they could always count on.”

Under the law, employees would have to be
notified within 30 days of any furloughs taking ef-
fect, so whatever King is able to come up with would
have to be announced by Aug. 31 — a month before
the 1991 fiscal year starts Oct. 1.

Taking lumps: — Wwith federal budget
summit participants eyeing federal benefits covet-
l ously as a way to shave the deficit, employees who

cuts eyed

plan on retiring this year and who want to take
the lump-sum annuity might want to declare their-
intentions by Aug. 31.

The current option is to take 50 percent afew
months after retirement and the remainder a year
later. The lump sum used to come all at once, as
the name implies, but the size of some payments .
and the ease with which money could be saved with-
in the next fiscal year led Congress to adopt the
50-50 formula.

Now budget summit rumblings indicate the
White House and congressional negotiators may
agree to further stretch out the “lump sum” to three
payments over three years. The estimated savings
would be $1 billion. The 50-50 split saves about

- $750 million.

The lump-sum law expires Oct. 1 and if Congnm
doesn’t decide on the issue by then, it could adopt .

a change retroactively, which is why prospective
retirees should consider acting now.

Federal Times reports that yet another option -
appears to be available. An employee who is eligihle
for voluntary retirement could separate and return
to work as an “re-employed annuitant.” This curions
alternative would allow an employee to keep the
lump sum, having it docked by the amount of the -
monthly annuity.

The newspaper quoted an Office of Personnel
Management official as saying that she hadn’t heard

" of such a situation, and that there seemed to be

nothing to prevent it.

In the last four years about 200,000 retirees
have chosen the lump sum total of mandatory con-
tributions to their retirement accounts — three-
fourths of those retiring. Total payments average
about $25,000.

The Reagan and Bush administrations have
sought to abolish lump sum payments.

_ Service attrition studied: Per the
request of Maryland Rep. Beverly B. Byron, D-6th,
the final General Accounting Office report on attri-
tion rates of men and women in the armed services
has found little difference.

Auditors said that overall attrition — failure
of enlistees to finish their first term for whatever
reason — was 48 percent for women and 44 percent
for men. The survey covered 1980 through 1988
and included active duty personnel only.

Separation rates for both sexes were largely
similar, but for much different reasons, GAO found.
Men were lost involuntarily for misconduct, unsatis-
factory performance and drug or alcohol abuse.
Women separated voluntarily most often because
of pregnancies.

—By Mick Rood
States News Service

Jack W. Germond and. Jules Witcover are
on vacation. Their column on politics will re-
sume Sept. 4.
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Bush may have to cut budget 33%
to rein in runaway 1991 deficit

By Mike Christensen
Journal-Constitution Washington Bureau

WASHINGTON — White House budget
officials estimated Monday that the federal
deficit next year will reach $149.4 billion, re-
quiring President Bush to order a one-third

cut in spending in October to meet deficit-re-

duction targets.

In the same breath, the Office of Manage-
ment and Budget (OMB) and the Congres-
sional Budget Office acknowledged that nei-
ther the figures nor the order means much. -

The reports, released under a‘timetable
required by the Gramm-Rudman deficit re-
duction law, are freeze-frame assessments
based on legislation and economic conditions
as of Aug. 15. As such, they are like snapshots
of a car speeding toward an accident it may
endure.

With Congress yet to pass its first appro-
priation bill, budget summit negotiations still
under way, the cost of savings and loan fail-
ures up in the air and the economy unsettled,
the forecast could fluctuate widely before fis-
cal 1991 begins Oct. 1.

The Gramm-Rudman law requires a defi-
cit next year not exceeding $64 billion, and
White House budget director Richard G.
Darman has warned of massive federal lay-
offs and program cuts if the administration
must “sequester” — or prevent the spending
of — enough money to meet that target.

Such cuts, however, would play havoc
with the economy.

Most budget analysts expect Congress
and the administration to come up with a
package of spending cuts and tax increases
that would cut the deficit $25 billion to $35
billion next year, then increase the Gramm-
Rudman target to cover the difference.

In its report to the president Monday, the
OMB estimates that an $85.4 billion seques-
ter would be required to meet the Gramm-
Rudman target. -

In an unofficial aside, the agency fore-
casts that if Congress renews the food stamp
program and takes other expected actions,
the deficit estimate will hit $169.7 billion by
October. That would mean a $105.7 billion
sequester.
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By John B. Yang
Wardungton et Staff Water

Against the backdrop of the massive U.S.
military deployment in the Middle East,
Eresideut Bush warned Congress yesterday
against making deep cuts in military spend-
ing to reduce the federal budget deficit.
ﬁ “We cannot attack the deficit by attacking
the very heart of our armed forces—com-
mitted men and women,” Bush told a recep-
tive crowd at the Veterans of Foreign Wars
z:nunl convention in Baltimore. “I will op-

se the defense budget slashers who are
out of tune with what America nceds to
keep freedom secure and safe.”

The events in the Persian Gulf over the
last 18 days, Bush declared, reaffirnied “the
need for a continued strong defense budget
to support American troops.”

But Rep. Dale E. Kildee (D-Mich.), one of
the liberal Democrats on the House Budget
Committee who successfully pushed for
cuts in military spending in the House-ap-
'g‘oved budget, said the turmoil in the gulf

ould not be used as an argument to pro-
fect Pentagon accounts.

The Washington Post

Proposed fiscal 1991 military spending
reductions would still leave Bush “plenty of
room to take care the special needs that
have emerged in the Middle East,” Kildt;¢
said by telephone from Flint, Mich. “Thé
president and Congress will have to look at
the big-ticket items that were designed for
the Cold War and not this type of action,” he
said,

Military spending will be a key element in
the budget negotiations between adminis-
tration officials and congressional leaders
that are set to resume early next month,
Before the Middle East erupted, Democrat-
ic bargainers had hoped to avoid deep cuts
in such programs as Medicare and Social
Security by achieving larger savings from

" military programs than the administration

supports.,

Aboard Air Force One on his way from
Baltimore to a GOP fund-raising speech in
Rhode Island, Bush told reporters he is will-
ing to discuss military savings in the budget
talks. But “reckless Pentagon cuts” would
not be negotiable, he said. “We just can’t
tolerate them, and [ think most members of
Congress . . . will understand that.”

A22 Tuespay, Aucust 21, 1990

“Usually in a time of crisis, the Con-
gress's inclination is to rally around the
president—even if it’s wrong,” said Rep.
Charles E. Schumer (D-N.Y.), another
House Budget Committee liberal: who
fought for big cuts in military spending. -

While the gulf crisis “certainly put the
brakes under the drive to cut defense,”
House Armed Services Committee Chair-
man Les Aspin (D-Wis.) said, the Pentagon
budget is still vulnerable to cuts in the bud-
get talks,

The determining factor is likely to be the
overall size of a deficit-reduction package.
With Republicans adamant about preserving
current income tax rates and Democrats
determined to protect domestic programs,
the military could end up bearing the brunt
of the cuts. “It's still easier to cut defense
than to raise taxes or cut domestic spend-
ing,” Aspin said. :

Earlier this summer, budget bargainers
had been hoping to cut the deficit by about
$50 billion in fiscal 1991 and by $500 billion
over five years. But with rising oil prices
putting a further drag on an already weak-
ening economy, some have suggested a
more modest goal of $20 biflion to $30 bil-

lion in first-year savings and spreading the
$500 billion savings over seven years.

In his speech to the veterans, Bush crit-
icized the House Armed Services Commit-
tee’s fiscal 1991 military budget bill, saying
it would make “unacceptable cuts.” The
measure, which would pare $23.9 billion
from Bush's Pentagon spending request,
would end production of the B-2 “stealth”
bomber and slow research on two strategic
nuclear missile systems sought by the ad-
ministration.

Most Americans, Bush said, “endorse
giving the military the tools it needs to do
its job,” including the single-warhead
Midgetman missile, the B-2 bomber and the
space-based Strategic Defense Initiative
(SDD).

But Rep. Dave McCurdy (D-Okla.), a pro-
defense moderate on the committee, said
those weapons are largely irrelevant in a
military action such as the gulf operation.
“What you need are land and naval capabil-
ities that can fight a land effort,” he said.

McCurdy defended the Armed Services
Committee’s decisions even though he op-
posed the spending level as too low. “We
shifted the emphasis to more relevant and

Bush Warns Against Attacking Deficit by Slashing Military Budget

higher priority courses for the future,” he
said. “President Bush and [Defense| Sec-

. retary [Richard B.] Cheney seem to be

hanging on to the Cold War prioritics.”

In January, Bush asked for $306.9 billion
in new spending authority for the Pentagon
in the year beginning Oct. 1. The House
Budget Committee trimmed that figure to
$283.0 billion. The Senate Budget Commit-
tee adopted a budget that called for $285.6
billion in new military spending authority,
but the full Senate, led by Arined Services
Committee Chairman Sam Nunn (D-Ga.),
approved a $289-billion Pentagon spending
plan.

Lawmakers expect the Pentagon to seek
additional funds to cover the cost of its op-
erations in the gulf, estimated to be $1.2
billion through the end of the current fiscal -
year on Sept. 30. Aspin called that projec-
tion “crude” and “preliminary” and said it _
was sure to rise.

And the Office of Management and Bud-
get yesterday said events in the gulf are
having other effects on the budget deficit.
OMB set its latest estimate of the fiscal
1991 deficit at $169.7 billion, little changed
from its July projection of $168.8 billion.
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Bush Blames Democrats For Stalemate On Budget

By BUD NEWMAN

WASHINGTON (UPI) — Presi-
dent Bush, blaming the budget
stalemate on Congress, angrily
challenged Democrats on Capitol
Hill to put up or shut up in‘talks to
cut the federal deficit and avoid
catastrophic spending cuts.

“It is the Congress that must
move now to bring this deficit un-
der control,” Bush told reporters at
the White House on Tuesday.

“One hundred days after I called
on Democrats and Republicans in
Congress to work on a bipartisan
solution ... the Democrats have yet
to offer one full proposal at the
budget summit.” <aid Bush. who
flew back from his Maine vacation
home for 24 hours of meetings in
Washington on the budget and the
Persian Gulf crisis.

“I've been reluctant to go public

in this matter,” Bush said. “We've
dealt in good faith with the leaders,
we have played by the rules and
now it is up to the Democrats who
control Congress.”

With a flash of emotion, Bush
said Democrats have been “laugh-
ing all the way to what they think
is the electoral bank, saying every
time we throw up a proposal, they
gun it down and rush off and tell
the special interests of one kind or
another, ‘We're going to protect
you."Ha, ha. Now it's time for them
to come forward.”

Senate Democratic leader
George Mitchell of Maine respond-
ed with a statement saying Bush's
harrage “was not accurate and not
helpful.”

“If there has been an ‘abdication
of responsibilities’ on the budget, it

has been on the part of the presi-
dent,” Mitchell said. “The presi-
dent’s anger at the leak of the Re-
publican plan to the press by a Re-
publican negotiator should not
serve as a justification for unfair
and inaccurate criticism of Demo-
crats.”

The GOP plan — detailed after
Bush revoked his “no new taxes”
campaign pledge — included high-
er taxes on beer and wine and lim-
its on the amount of state and local
taxes that could be deducted from
federal taxes. The plan was round-
ly condemned and drew especially
harsh attacks from Republicans in
the House.

House Democratic leader Rich-
ard Gephardt of Missouri, chair-
man of the budget talks that began
May 15, issued a statement saying
he was “saddened to see the presi-

dent resort to partisan complain-
ing on the budget.”

Budget negotiators have been
trying for months “to address a
deficit that is the direct result of 10
years of Reagan-Bush economic
and fiscal policies,” Gephardt said.

“Surely, the president realizes
that the nation is better served by
our working together, with good
faith on all sides, than by ill-timed
and inaccurate partisan state-
ments,” House Budget Committee
Chairman Leon Panetta, D-Calif,,
said in a statement.

At his news conference, Bush
played down the fact that Sen. Bob
Packwood, R-Ore., leaked to re-
porters the GOP proposal, which
never was formally presented to
Democrats.

As for GOP hostility to the plan,

Bush said, “I can't find anybody
elated over any facet of taxes.”

Bush urged Democrats to pro-
duce their own proposal “and set
aside politics because it's getting
tough now. It’s getting right down
to the crunch.”

The crunch comes Oct. 1, the
start of fiscal year 1991. Failure to
reach and implement a deficit re-
duction agreement by then would
mean automatic spending cuts of
about $100 billion in spending cuts,
split between military and domes-
tic programs.

Budget negotiators hope to de-
velop a deficit reduction package
of about $50 billion in fiscal 1991
and $500 billion over five years.
Bush said Tuesday he wants to
keep those targets despite the cost
of sending tens of thousands of U.S.
troops to the Middle East.

Also Tuesday, Rep. Bill Frenzel,
R-Minn., a budget negotiator, said
he was told that when talks resume
on or about Sept. 5, they will be
held at Andrews Air Force Base,
about 15 miles east of Washington,
instead of on Capitol Hill. He said
he plans to sleep at Andrews.

“Gephardt’s office called and
said we're meeting at Andrews Air
Force Base,” Frenzel said in an in-
terview.

Gephardt spokeswoman Deborah
Johns said, however, that arrange-
ments for the next round of talks
are “still in the planning stages.”

The location at Andrews, home
base to Air Force One,. could cut
down on outside distractions for
the negotiators and help them
meet an unofficial deadline of Sept.
10.
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Office urges budget
cut of $105 billion

Houston Chronicle News Services

WASHINGTON — Echoing recent

warnings of devastating cuts in fed- -

eral programs, the White House
budget office reported Monday that
more than $105 billion may have to
be slashed to meet the target for

reducing the budget deficit in fiscal .

1991.

Half the amount would have to
come from defense programs and
the other half from domestic pro-
grams. The-deficit-reduction target
for the fiscal year that begins Oct. 1
is $64 billion. The deficit is projected
to be $169.7 billion.

Some economists have voiced con-
cern that cutting spending that much
could help bring on a recession. In
the last quarter, according to the
budget office, national economic
growth slowed to 1.2 percent.

The figures released by the Office
of Management and Budget ap-
peared to be an effort by the admin-
istration to put more pressure on the
Democratic-controlled Congress to
reach a compromise on a new budget
strategy.

President Bush, after meeting

. Monday with his budget negotiators,
said ‘“cooperation is still possible”
with the Democrats and praised
what he called a “good-faith effort”
in the negotiations.

Bush used speeches in Baltimore,
Md., and in North Kingstown, R.L, to
call for a stronger defense budget,
citing the Persian Gulf crisis as
reason for the United States to main-

tain “a lean, mean fighting ma-

chine.”

He called for the preservation of
funding for the Midgetman mobiie
missile and the B-2 Stealth bomber,
which are now in jeopardy.

He came close to turning his re-
marks to a Baltimore Veterans of
Foreign Wars convention into a po-
litical attack on the Democrats.
Without mentioning the other party
by name, he implied that the Demo-
cratic leaders in Congress were in-
tent on slashing the Pentagon budget
and vowed “to oppose the defense
budget-slashers who are out of tune
with what America needs to keep
freedom Secure and safe.”

Asked later why he had chosen to
bash .the Democrats in speeches
about the Persian Gulf crisis. he said:

“I don't feel like I've bashed Demo-
crats too much. But life goes on.”

In its latest estimates, OMB said
Pentagon spending would have to be
slashed by almost $50 billion, from
$296.3 billion to $246.4 billion. Do-
mestic programs would take an even
bigger hit.

The Department of Health- and
Human Services, for instance, would
be cut by $9.2 billion. The only major
items spared would be Social Secu-
rity and a handful of “safety net”
programs, such as food stamps and
aid to the disabled and to mothers
with small children. Medicare for
the aged would bé cut by 2 percent.

Last month, OMB director Rich-
ard Darman provided several exam-
ples of specific programs that would
suffer if the automatic reductions
were enacted: .

About 1. million college students
would lose their Pell grants and
another 2 million would sustain
grant cuts of 22 percent, Darman
said. Layoffs of air controllers could
cause long delays in takeoffs and
landings. Meat and poultry process-
ing plants would have to shut down
for lack of federal inspectors. And
farmers could lose up to $4 billion in
support payments.

Budget talks between the White
House and Congress have dragged on
over the summer with each side
seeking political advantage.

Budget negotiators will resume
their talks on Sept. 6. with a tentative
deadline for agreement by Sept. 10.
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Bush tax cuts help
the rich get richer

By JULIANNE MALVEAUX |

hat will -the US. troop de-
ployment in the Middle East
cost and how will it affect
an already out-ofcontrol federal
budget? Preliminary estimates are
that we’ll pay $14.6 million for each
day that 50,000 troops are deployed,
or more than $440 million a month
for these troops. Early on, President

Bush warned that we'd pay whatever

it .cost.

But when President Bush says “we,” '

he doesn't mean all taxpayers. Even as

he talks of cutting programs and rais--
- ing taxes, he had the temerity, at his

press conference Tuesday, to propose

a capital-gains-tax cut that is likely to -

reduce tax revenues by $11 billion —

enough to keep 50,000 troops in Saudi -

Arabia for more than a year and still
have change. Even -as he acknowl-
edged that the expenses we incur by

. sending troops to Saudi Arabia make a

bad budget situation all the worse,
and even as he exhorts the Demo-

cratic Congress to tighten belts on.

social programs, the President has not
lost sight of the fact that he is commit-
ted to delivering tax breaks to the
wealthy. The seriousness of our mili-
tary situation aside, Bush seems to
know where his bread is buttered.
As a result of Ronald Reagan’s tax

" and spending policies, the gap be-

tween rich and poor Americans wid-
ened in the 1980s. The richest 1 per-
cent of the population received 12.6
percent of all after-tax income, al-
most as much as the bottom 40 per-
cent received. According to the Cen-
ter on Brget and Policy Priorities,

s

the income share of the top 1 percent
ailmost doubled in the 1980s, partly
because the wealthy earned more
from capital gains.

In the face of this evidence, the
President is asking that government
help the rich grow even richer. He

‘made .a campaign promise to cut the
capital-gains tax when he ran- for-

office in 1988 and refuses to bury
that promise in a grave next to the
phrase “read my lips.” His firm com-
mitment to a capital-gains-tax cut,
even as he proposes tax increases.for
the rest of us, is a slap at the concept
of tax equity.

The President’s loyalty to the rich
would be offensive in even the best
of times. But the average taxpayer,
the family with an income of about
$30,000, is taking it on the chin from
every corner. The package of taxes
proposed by the President will pick
at the taxpayer's income, nicking
away a dollar here, five dollars
there. The inflation that comes with
escalating oil prices further reduces
real income. The S&L crisis will
boost taxes. The cost of deploying
troops in the Middle East means
higher taxes and less income for the
average taxpayer.

On one hand, many are being

" asked to tighten their belts. On the

other hand, the President is commit-
ted to making the gift of $11 billion
in tax cuts to a few. Even as the
President turns up the budget heat
on Congress, he needs to tone down
his commitment to give the rich a
tax break.

Julianne Malveaux is a syndicated
columnist ba: ed in San Francisco.
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Budgetary bushwah!

T}f’E MBIDEASch;isis has putHPresi- S
ent Bush in a fighting mood. He dis-

played that pugnacity this week as he SHAME ON BoTH PAR"ES
broke his so-called gentleman’s agreement  President said on Tuesday. Both sides have
and criticized the presumed unwillingness  abdicated. Even before the spurt in oil
of Congress’s Democratic leadership to  prices and the likelihood of a recession
reach a budget agreement. Previously, Mr. stalked the economy, Mr. Bush had made no
Bush had refrained from making critical  specific proposals for reducing the 1991 fis-
remarks about his fruitless, 10-week “bud-  cal year’s estimated $169-billion deficit to
get summit” with the Democrats, meet Gramm-Rudman targets.

The President’s criticisms are mijs- Result: Neither side appears disposed to
placed, however, Both the White House and  make difficult decisions on tax increases and
Congress are guilty of serious derelictionof deep cuts in spending. Given. that stale-
duty. During the budget “summit,” both mate, it’s better to let ‘Gramm-Rudman
sides have been playing political chicken, Séquestrations take effect on Oct. 1 than to
Each side was simply waiting for the other permit runaway deficits, Whatever the
to propose specific new taxes or cuts in planned deficit, the unpredictable cost of

order to use the proposals as ammunitionin  the U.S. mi

military action in the Persian Gulf
this fall’s congressional elections, is bound to increase it. .
After rereading his lips on “no new If the country’s elected leaders won't
taxes” some weeks ago, the President may  act, then let Gramm-Rudman act for them
have felt that the Democrats had exploited by slashing $100 billion from nonmilitary
the budget impasse with greater success  spending. That would have a calamitous
than his own_ party. Republicans leaked impact on most Federa] programs only one
their own proposal for a tax on securities  month before November's elections. Maybe
and limitations on Federal deductions on  if outraged voters oust a few of the House
state and local taxes. Democrats have not incumbents seeking re-election, the rest —.
made counterproposals. ‘ and the Senate and Mr. Bush — will sum-
But the “budget process” has not fallen mon. the courage to stanch the Govern-
apart because Democrats in Congress ment’s red-ink hemorrhage before it saps
“abdicated their responsibility,” as the the nation’s economic vitality.
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Back to the Budget

RESIDENT Bush is right.
P Congress should stop daw-

dling and come up with a
budget proposal that will help get
the stalled deficit-reduction proc-
ess roliing again. Political pos-
turing is nearly inevitable in an
election vear. but the importance
of restoring fiscal discipline to the
federal  government  should
temper electoral instincts.

Politics takes two to play, of

course; and the president isn't
one to shy away from the game ei-
ther. His sharp rebuke to con-
gressional Democrats for failing
to put forward a budget plan was
aresponse to the criticism heaped
on leaked portions of a prospec-
tive administration plan. Demo-
cratic leaders, predictably, re-
turned Mr. Bush’s volley by
invoking their recent bipartisan-
ship on the Gulf crsis and
pointing out the administration’s
broken promise to reduce the
deficit without raising taxes.

The exchange underscores
how difficult, politically, complet-
ing the budget will be. No one
wants to give fall opponents any
campaign ammunition. But this
concern is far outweighed by
problems inherent in reducing
federal spending.

The confrontation with Iraq
shows how quicklv an unforeseen
circumstance can redraw the fis-
cal map. Bush acknowledged that
the administration has no figure

on how much.the military opera-
tion in Saudi Arabia is going to
cost. Sen. Bob Dole quipped that
if anyone was wondering where
the peace dividend was, it had left
for the Gulf. Between direct costs
of deplovment, retrenchment on

Pentagon trims, and the dampen-.

ing impact of higher oil prices,
that may not be much of an exag-
geration.

A lot of hard thinking is at
hand, and some of it involves
honest assessments of defense
needs. The current crisis should
impel a restructuring of forces; it
doesn'’t justify the military status
quo.

The savings and loan crisis is
claiming an ever larger chunk of
federal spending. And other bail-
outs or cleanups may be near -
nuclear weapons plants, the
Medicare trust fund, the student
loan program, to name some.
These looming bills make the job
of credible deficit-cuting even
more urgent.

Some economists argue that
deep spending cuts will further
weaken a tottering economy. But
Federal Reserve policies can-help
offset this effect.

The president says he's ready
to let the Gramm-Rudman auto-
matic cuts do their work if Con-
gress won't do its. That would be
an admission of failure all around
that no one — least of all the voters
- should tolerate.
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BUDGET IMPASSE

President is right to chastise Democrats

It is understandable that President Bush
is frustrated with the game of political foot-
sie the Democratic leadership is playing
with the federal budget process.

Especially now. The U.S. military involve-
ment in the Middle East could be protracted

-and expensive. This unexpected, but neces-

sary, military action will further strain the
U.S. budget. It will require, as the president
correctly pointed out in his press confer-
ence this week, a reprioritization of expendi-
tures. That process is made increasingly dif-
ficult without a budget — and one that
meets the president’s deficit reduction goal
of $50 billion for fiscal 1991.

Mr. Bush went to the congressional Demo-
cratic leaders in May to engage them in ne-
gotiations on next year’s budget. When they
appealed to him to put new taxes on the bar-
gaining table, he did. While he lost some po-
litical clout by reversing himself on his
“read my lips” campaign pledge, he never-
theless made the right policy move to tackle
the deficit with a combination of cuts and
taxes. .

The president went on to devise his own
budget proposal that included .defense cuts
and changes in the deductibility of state and

-local income taxes. Both Republicans and
Democrats had problems with the plan, but

at least the president put something on the
table. .

For serious negotiations to take place,
each side had to table a proposal. In the more
than three months since the budget negotia-
tions began, not one single proposal has
been offered by the Democrats.

And what has the president justifiably
steamed, is that while the Democrats have
offered no other budget cuts besides those
on the defense, both the Democrat-con-
trolled House and Senate have passed legisla-
tion increasing federal spending. As the
president charged in his press conference,
that is “an abdication of responsibility that-
endangers our economic viability.”

Rather than reduce the budget, the House
simply voted to increase the federal debt
limit to $3.44 trillion before leaving on vaca-
tion. Such tactics will backfire on the Demo-
crats if they don’t act responsibly when the
budget negotiations resume. But there won’t
be much time. If the $100 million across-the-
board cuts in non-military spending, as man-
dated by the Gramm-Rudman-Hollings pro-
cedure, are allowed to go into effect on Oct.
1, it should be the Democrats that the Ameri-
can people will have to blame, not the presi-
dent. That should negate any anticipated
gains at the polls in November.-
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Bush must get tough on'budget

resident Bush couldn’t be faulted these days if he ignored

domestic affairs entirely. The situation in the Middle East
deserves full-time attention, He should be praised, however, for
interrupting those concerns, and. what strangely is called a vaca-
tion, to put some budget heat on Congress.

Mr. Bush was on point Tuesday when he said the failure of
congressional Democrats to- offer a plan to reduce the deficit
“endangers our economic vitality.” His news conference re-
marks served as a useful reminder that the president can veto
bills that shatter budget targets.

It should be noted that the partisan debate over the budg.,e _
summit meetings obscures a greater issue. Congress is up to its
old tricks of running major budget- decisions up to deadlines to
force the president’s hand. And it is spending as if a tax in-
crease had been enacted and larger revenues were arriving in
Washington.

Of 10 approprlatlons bills passed so far by thc House for
the budget beginning in October, eight exceed the president’s
budget request by a total of $14 billion. Such spending makes
the difficult job of the budget summit almost impossible.

The farm bill, the “dire emergency appropriations bill,” and
others are loaded with frills. (The farm bill includes $400,000 to
study methane emissions from cows and the emergency bill car-
ries funds for a ferry for American Samoa).

Here is a Congress pledged to curtail the deficit and a
‘Democratic Party that demanded the budget summit. The sav-
ings and loan fiasco has ballooned the deficit and strict Gramm-
Rudman-Hollings targets await. Yet here is a House of Repre-
sentatives that has approved spending at a rate of 11.4 percent
over last year’s figures. That's almost three times the rate of in-
flation and an.increase at which even profitable businesses
would frown. ’

We hope all this shows the president that he has been .
walking down a one-way tax street with the Democratic leader-
ship. He made an effort to move the negotiations with his con-
sideration of “tax revenue increases. Now let him face reality
and face down'the opposition. ‘
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Taxes res

BY LEE HAMILTON ‘
The Washington Post '

Congress left for its August recess
with no formal deficit-reduction proposals
on the table, but it made some progress.
The administration has admitted that a
credible budget package requires both
revenue increases and spending cuts.
Also, the tax proposals floated ‘by the
administration — whilé not without prob-
lems — show a recognition of the need to
shift more of the tax burden to wealthier
Americans.

During the past decade, the cost of
government has shifted to less well-off.
The rich grew richer, and their tax rate
declined. The poor grew poorer, and
their tax rate rose. The overall tax

burden — federal, state and local — has

become more regressive, shifting to
those least able to pay. ,'

‘The 1981 tax cuts are mostly respon-
sible for the shift. The 1986 tax reform
was more fair, but it did not fully offset
the 1981 changes. The poorest fifth of
households will pay an average $85 less
in federal income tax in 1990 than they
would have had to pay at 1980 tax rates;
" the richest fifth of households will enjoy
an average tax break of $1,578, and the
top 1% will pay an average $13,175 less.

Measuring progress

Some argue that lower tax rates
boosted growth, which explains why
wealthier Americans now pay a greater
share of federal taxes than 10 years ago.
But this-is not a good measure of pro-
gressivity. The affluent paid a somewhat
bigger share of taxes during the 1980s,
because they received a much bigger
share of the income. The richest fifth of
families saw their income gise an average
31.7%, while the poorest fifth’s income
dropped by 3.2%. The average income
for households in the top 1% grew from

$313,000 to almost $550,000 during the

decade — an astounding 75% increase.
This disparity in income shares is the
largest since these statistics were first
compiled in 1947. Affluent people’s share
of the taxes went up a lot less than their
share of the income, and thus their tax
burden went down. Meanwhile, payroll
taxes were going up. increasing the tax
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Lee Hamilton
... add fairness to taxes

burden for most working Americans.

Social Security payroll taxes are par-
ticularly regressive. They are levied at a
flat percentage rate and apply only up to
certain income levels (now $51,300).
Only income from employment is taxed,
not that from interest, dividends and
capital gains-types of income that are
more important to wealthier. taxpayers.
And Social Security taxes have continued
to increase in recent years, from 12.6%
(split between employee and employer) in
1980 to the present 15.3%. Most Ameri-
cans — nearly 75% — now pay more
Social Security tax than income tax,
counting the employer’s share.

State and local taxes have also in-
creased during the past decade, largely to
offset transfers of responsibility and de-
clining contributions from ‘the federal
government. These taxes tend to be
more regressive than federal taxes be-
cause of a heavy reliance on flat-rate

sales tax and fees. Property taxes may .

often be passed on to renters.

My view is that more of the tax burden
should be shifted from low- and middle-in-
come Americans to wealthier Americans.
This could be achieved in several ways.
Some wavs of limiting itemized deduc-
tions. for example, would affect mostly

n the poor

wealthy taxpavers without raising rates.
A new tax bracket for higher-income
Americans could be created. Corporate
taxes, which dropped off sharply in the
"80s, could be raised. No one wants to
choke off income-producing activity; we
accomplish nothing if we discourage up-
per-income taxpayers from making mon-

ey and leave the less well-off stagnant.
_ But that is not the choice. Since 1980, .

income tax rates on the most affluent
have plunged dramatically (from 70% in
1980, to 50% in 1982. to 28% in 1988).
A small reversal of that trend would
discourage no one, but would exact a
slightly greater contribution to our eco-
nomic system from those who benefit
most from it. .

Low-income Americans

Social Security payroll taxes could be
made more equitable by applying them to
higher income levels or increasing an
offsetting tax credit for low-income
Americans. State and local officials could
also consider drawing more revenues
from income taxes rather than from sales
and property taxes. The administration’s
proposal to. cap deductions for state and
local income taxes — while an effort to
tax wealthier individuals — would penal-
ize the states with the most progressive
tax systems. .

We should avoid tax changes that
would worsen progressivity. President
Bush’s proposal to reduce the capital-
gains tax would be a windfall for wealthy
Americans. By one estimate, 83% of the
tax-cut dollars would go to taxpayers with
annual incomes of at least $100,000:
two-thirds would accrue to those with
$200,000 or ‘more in annual income.
Those families would receive an average
annual tax reduction of $15,900 each. By
contrast, families with annual incomes of
$10,000 to $20,000 would get an aver-
age cut of $10.

Any ' measure to raise tax revenues
should also aim to increase progressivity.
not decrease it.

Lee Hamilton, a Democratic represen-
tative from Indiana. is chairman of tin
Joint Economic Committee.
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A Beer Tax for Joe Sixpack

Do Democrats have the guts to heed Moynihan’s call
Jor cuts in the Social Security tax instead?

Sen. Pat Moynihan ostensibly has applied
the ointment of compromise to the abrasions
caused by the budget unpleasantness. But he
actually could be creating, from the unpromis-
ing material of his fellow Democrats, a serious
opposition party.

Moynihan, the Senate’s Sisyphus, recently
applied-his sore shoulder yet again to the rock
that he has been trying to roll up hill. Many
months ago.he proposed cutting, in just two
years, Social Security taxes, putting the sys-
tem on a pay-as-you-go basis. This would have
quickly shut the spigot from which now gush

surpluses generated by the increases put in

place in 1983.

Those increases were supposed to build
“reserves”  for when, around 2020, baby
boomers retire. The *“‘reserves,” now flowing
in at $1 billion a week, are scheduled to rise to
$3 billion a week in 1997 and even more after
that. But they are being used to finance
government operations, thereby masking the
real size of the deficit. (The real deficit is
forecast to be $241.8 billion in fiscal 1991, not
counting the cost of the S&L shambles.)

Moynihan’s aim was—is—to force honesty
in budgeting and equity in taxation. However,
his party, the conservative (meaning resistant
to change) party, flinched from Moynihan’s
radicalism and from the need to think (about

équntable taxes to replace the Social Security

revenues) But now comes Moynihan's com-
promise; phase the rate cuts over five years.
For someone earning the maximum income
taxable for Social Security. purposes (about
$54,300 next year), the savings during
1991-1995 would be $1,900. In 1996, the

~ wage earner would be saved $708. The tax

rate would not rise again until 2010 and would
not reach today’s rate until 2015. Moynihan
says 132 million Americans are paying a rate
that is a quarter of a century premature, on a
tax that is inequitable in its current use—
financing the government’s general operations.

This tax, which for 74 percent of taxpayers

is a bigger burden than the income tax, is-

regressive: It has a flat rate and is not applica-
ble on income above $51,300. Because of the
15.3 percent Sacial Security tax on earnings
(including the employer’s portion), most work-
ers in the 15 percent income-tax bracket pay a
total tax rate higher than paid by the richest
Americans. The richest are in the 28 percent

bracket, but any income in excess of $51,300

is exempt from Social Security taxes.

C. Eugene Steuerle of the Urban Institute
notes that if fringe benefits, such as employ-
er-paid health insurance, are thought of (as they
should be) as income, then two workers with

equal incomes can have significantly unequal -
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Social Security tax burdens. A worker
with $30,000 cash wages will pay

$1,200 per year more than a worker /‘

whose $30,000 in earnings include
$8,000 in fringe benefits. That means
a five-year difference of $6,000 in =
taxbills.

If this regressive tax is not cut, by the end

. of this decade it will slurp up $200 billion a

year more than Social Security will pay out
that year. Moynihan says the money is not
needed now for Social Secunty, so leave it
with the workers who do need it: “The soul of
the Democratic Party is at stake.”

Talking about that party’s soul -is what
philosophers call a category mistake, like talk-
ing about the wit of Brussels sprouts. But
consider the political consequences if Moyni-
han’s tax cut for 132 million Americans were
to pass in September with the support of most
Democratic senators and opposed by most
Republicans.

For a quarter of a century since George
Wallace got their attention, Republicans have
celebrated Joe Sixpack, a fellow of hearty but
simple appetites—beer, not scotch. The
courtship of Joe Sixpack is going to be comph-
cated enough if Republicans, busy campaign-
ing for a capital-gains tax cut, vote against the
cut in Social Security taxes. And that might
not be Joe’s only grievance.
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BY PACKINGHAM.

Consider the surrealism of Washingtoh-
these days. The estimate of the number of
S&Ls that will fail has been dotibled from 500
to (so far) 1,000. The Bush administration
cannot say, within half a trillion dollars, the
eventual cost of this black hole for mioney..
Guesses range between $400 billion and $1
trillion, depending on the interest-rate as-
sumptions. And while these big numbers are
bandied about, Republicans have floated an:
itsy-bitsy idea for helping to reduce the deficit:
by just $50 billion this year.

(Perspectlve $50 billion is less than- the
deficit number will be increased by removing
Social Security surpluses from the budget for
deficit calculations. And $50 billion is just half
of the additional sum sought last week just for
this year’s S&L spending.) .

The Republicans’ bright little idea for nib-

bling at the deficit? A new tax adding 75 cents-
to a sixpack of beer. .
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Democrats Are Not Alone in
Voiing to ‘Bust the Budger’

As Bush Criticizes Congress on Growing Deficit, Republicar,

By John E. Yang

Washington Post Staff Writer -

President Bush picked a familiar
and convenient target this week
.when he blamed the Democrats in

" Congress for the burgeoning fed-

eral budget deficit.

But by attacking “internal con-
gressional conflicts and a committee
system that is so complex that . ..
nearly all budget decisions are being
finessed,”. Bush was battling centu-
ries-old tendencies in Congress. Fur-
ther, the “spending bills that would
bust the budget” Bush carped about
have been passed with strong GOP

- support—and include projects ben-

efiting Republican lawmakers.

Congressional spending - habits

have long been a favorite whipping
boy for presidents, lawmakers and
congressional aides alike. President
Reagan decried the budget process
as “a sorry spectacle.”

Stephen E. Bell, a former GOP
staff director of the Senate Budget
Committee, once likened the pro-
cess to a “pagan cult” with “inter-
preters and high prizsts and their

. helpers and various incantations

they mumble at appropriate
times. . . . Meat:while, most mem-
bers of the Congress, and certainly
almost every American outside the
Beltway, have absolutely no idea
what we are talking about.”

But congressional budget-writing

in an era of deficit reduction is com-
plex because it involves complicated
decisions about getting more rev-
enue from taxpayers and giving less
federal largess in the form of gov-
ernment programs—two actions
that run counter to politicians’ nat-
ural inclinations.
. And Congress was never meant
to be a smoothly functioning insti-
tution. James Madison purposely
built inefficiencies into the system
to protect against rash decisions.-

Lawmakers Support and Benefit FromA Some Projects

It is further complicated by the
decentralization of power resulting
from the reforms of the 1970s.
House Speaker Thomas S. Foley
(D-Wash.) says running the House
is now a process of consensus, not
edicts. The oft-quoted adage of one
of Foley’s predecessors, the late
Sam Rayburn (D-Tex.), that law-
makers should “go along to get
along” has been replaced by “every
man for himself.”

Bush’s complaint that lawmakers
are approving spending bills even -
before a budget agreement is+
reached struck some on Capitol Hill
as ironic. It is, after all, the com-
plaint of another president that
makes congressional leaders deter-
mined - to pass the 13 measures
funding the government before the
new fiscal year begins on Oct. 1.
They are haunted by the melodra-
matic sight of Reagan dropping a
huge omnibus spending bill, known
as a continuing resolution, on the
speaker’s rostrum during a State of
the Union address.

“There was not agreement that
we’d put the place on hold and not
do our business,” said House Bud-
get Commiittee Chairman Leon E.
Panetta (D-Calif.)..

In addition, Republican finger-.
prints are prominent on the spend-
ing bills that Bush said would “bust
the budget.” Virtually all of the 10
measures that have passed the
House—at levels that exceed
Bush’s budget requests by a total of
$13 billion—have had strong GOP
support. And amendments to pare
the measures across-the-board have
been beaten back with strong sup-
port from both sides of the aisie.
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In June, for example, the House
voted 355 to 59 to approve a meas-
ure that would spend $20.8 billion
on energy and water projects, $575
million more than the president re-
quested. A majority of Republicans
voted for the bill and GOP lawmak-
ers provided the margin of defeat
for an amendment offered by Rep.
Timothy J. Penny (D-Minn.) that
would have cut all discretionary
accounts in the bill by 2 percent.

Democrats may control Con-
gress, but not all of the special pro-
visions in the spending bills go to
their districts.

For example, Rep. Robert S.
Walker (R-Pa.), a frequent critic of

Demacrats’ spending practices, won
a $479,000 provision that would ben-
efit Lebanon, Pa., in the spending bill
“covering veterans, housing and ur-
ban development programs.

Sen. Don Nickles (R-Okla.), who
sought in the Senate Budget Com-
mittee to limit fiscal 1991 spending
to current levels, " requested
$975,000 in the Senate’s version of
the energy and water spending bill to
repair a Tulsa levee. The Senate Ap-
propriations Committee approved
the request after Chairman Robert
C. Byrd (D-W.Va.) noted that the
funding might not have been avail-
able had Nickles prevailed in the
Budget Committee.

Further, the spending bills cover
barely half, $686. billion, of the
$1.39 trillion fiscal 1991 budget. Of
that amount, $492 billion is con-
trolled by lawmakers while $193
billion is for such programs as Med-
icaid, for which spending is dictated

" by permanent law. The rest fi-

nances such mandatory programs
as Social Security that are not cov-
ered by the appropriations process.

Bush’s complaints about interne-
cine struggles between congres-
sional committees and turf battles
between powerful chairmen is noth-
ing new—and somewhat surprising
coming from a former House mem-
ber who served under legendary
Ways and Means Committee chair-
man Wilbur D. Mills (D-Ark.).

The power of committee chair-
men has complicated deficit-reduc-
tion efforts. Attempts over the past
few years to raise revenue by in-
creasing Coast Guard fees and by
auctioning radio frequencies, for
instance, have not been able to
overcome the opposition of Senate
Commerce Committee Chairman
Ernest F. Hollings (D-S.C.).

Last year’'s budget agreement
between the Bush administration
and Congress was severely criti-
cized by lawmakers because the
chairmen and ranking Republicans
on the House and Senate Budget
committees and then-House Major-
ity Leader Foley were the only law-
makers involved. The bitterest
complaints came from members of

the House and Senate Appropria-
tions committees, who protested
that their spending decisions were
being dictated by an agreement to
which they were not a party.

In hopes of avoiding those prob-
lems this year, the bargaining teams
were expanded to include the spend-
ing and taxing committees. In addi-
tion, the chairmen and ranking GOP
members of committees that oversee
programs likely to be targeted for
spending cuts were invited to discuss
their areas of jurisdiction.

But already, House Appropriations
Committee Chairman Jamie L. Whit-
ten (D-Miss.), the senior member of
Congress, has taken the floor in the
budget talks—he is the only partic-
ipant who stands to speak—to com-
plain that the whole process is an
encroachment upon his panel’s pre-
rogatives, according to participants.

In meetings of the Democratic
bargainers, Whitten has often com-
plained about what he considers to
be “instructions” from Panetta to
other committee chairmen. Once,
while voicing similar grievances, -
‘Byrd mistakenly called Leon Panetta
“Leo'!l

Critics also point to the fact that
the federal budget deficit has con-
sistently been higher than the fig-
ure that has been projected by.Gon-
gress’s budget. In the last two fiscal
years, for example, the spending
plan adopted by Congress envi-
sioned a shortfall of $135.3 billion.
When fiscal 1989 ended last Sept.
30, the actual deficit was $152.1
billion, $16.8 billion higher.

But the difference, according to
the Congressional Budget Office,
was largely attributable to two un-
anticipated pieces of legislation: the
$3.8 billion drought relief measure
for farmers and the $10.3 billion
down payment on the savings and
loan cleanup.

Bush and his budget director,
Richard G. Darman, are seeking
such process changes as a line-item
veto and a constitutional amendment
to reform the system. Some iawmak-
ers, though, say the fault lies not in
the process, but in the participants.
“I've never known of a process
change that substituted for the guts
and the political will to make the
tough choices,” said Panetta.
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- Mr. Bush Passes The Buck

Presndent Bush returned to Washmgton from his -

vacation for a budget discussion, among other
things, but his two top budget officials did not

participate, and he disclosed no fresh plans for
dealing with the deficit. Nor did he say what effect
the massive deployment of military forces in the
Middle East would have on the budget. Instead, he
launched a partjsan attack on the Democrats for
the inability of the White House and congressional
leaders to reach a budget agreement so far.

If Mr. Bush were willing to assert the Kind of

leadership he has exhibited on the Middle East

crisis, Washington would be a lot closer to a budget
agreement. But he has eschewed leadership for
buck passing. He tried to make it appear that
Congress was solely responsible for the budget,
though proposing one is the executive branch's
responsibility. Mr. Bush did so, but later he de-

. clared his budget void because, he said, the eco-

nomic assumptions on which it was based were no
longer valid. Accordingly, it was up to him to pre-

pare a revised budget plan.

That is what Democrats have been msxstmg he
do. However, the revised budget the White House
advanced late last month, which included alcohol
tax increases and limitations on deductions for
state taxes, was never formally proposed to the
budget summit. Rather, it was sent up as.a trial
balloon and quickly shot down by both Republicans
and Democrats. So Mr. Bush was being disingenu-
ous to complain about Democrats’ leaking the tax
plan so as to make him look bad in the public eye.

This is not to say that the Democrats are blame-
less. They were supposed to have prepared a deficit
reduction proposal of their own for the budget
summit by the last week of July, but they decided to
wait until after the August recess, leaving this im-
portant issue dangling.

Mr. Bush'’s partisan finger-pointing is not going to
make matters any easier for the budget negotiators
when they resume talks. Like it or not, he has got to
take the leadership in resolving budget differences.
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COMMENTARY

This is no time for Bush

to jab at the Democrats -

RESIDENT Bush has
been brilliant, so far, in

putting together an in-.

credible military alliance to

halt, or roll back, the cruel -

aggressions of Irag’'s Sad-
dam Hussein.

You could not ask for bet-
ter personal diplomacy than
Bush has given us in bring-
ing Egypt, Syria, Turkey,
Britain, the United Nations,
the Soviet Union, China,
Japan and others into some

degree of active outrage
" over Irag's rapeof Kuwait.

But who talks our presi-
dent into the foolish belief
that this moment of popu-

_ larity over his actions in the

Persian Gulf area is the
time for him' to deliver a
televised bashing of con-
gressional Democrats about
America’s budget crisis?

Isn't Bush aware that his
popularity can vanish in the
smoke and flames of the
first Exocet missile, or Iraqi
mine, that blows up a US.
ship?

Or the first battlefield re-
port that thousands of U.S.
boys have become victims
of a nerve-gas attack?

Bush is going to need the

backing of every member of

Congress, of whatever politi-
cal leaning, as he sends per-
haps a quarter million men,
myriad tanks, missiles and
other weapons onto a desert
6,000 miles from home.

Even if no grenade is ever

thrown in anger, "these
mobilization measures
could soon become very un-

- palatable. Bush will need

some powerful Democrats
to say that the mobilization
and. possible warfare are
vital to America's security

-— even survival.

Senate - Majority Leader
George J. Mitchell (D-
Maine), ‘House Speaker
Thomas Foley (D-Wash.)
and House Majority Leader
Richard A. Gephardt (D-
Mo.) are not likely to want
to defend a president who
has moved his lips mostly
to portray them as the great
villains of America's second
worst crisis — a budget
deficit that carries the

threat of a recession that .

CARLT.
ROWAN

could be almost as devastat-
ing as war.

President Bush is trying
to use the Persian Gulf

"crisis to brand Democrats

as budget traitors if they
refuse to back off deep cuts

- in Pentagon spending —

even for wars on stars
where as of now we know of
no enemies.

Bush wants to use anti-
Iraq passions to blind
Americans to the fact that
the Ronald 'Reagan policies
he denounced as “voodoo,”
and then wallowed in as
though they were doodoo,
brought on a national debt
of more than $48,000 for
every family in the land.

Bush bashes Democrats in
an effort to force them to
pay for this Persian Gulf
mess by bleeding more
money out of programs that
pay for food, medicine, hous-
ing and education for the
poorest people in the land.

Democratic budget nego-

. tiators are supposed to zap

the needy even as they turn
blind eyes to bloated waste
in the military, widespread
corruption in Reagan's De-
partment of Housing and
Urban Development, in-
credible thievery in the sav-
ings and loan industry, and
so much more. .. .
We wish President Bush
good fortune in his stance
against Iraq and its crazy
leader. We ought to wish
him a shocking return to
reality and fairness with re-
gard to this nation's budget.
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Here’s Spending To Cut

Not one cent of federal money can
be spent without congressional votes.
Blame Congress for all overspending.
But eéven as President George Bush
properly urges cuts, he is proposing
some spending that is not absolutely
necessary. If we let Congress do its
unnecessary spending and the presi-
dent do his unnecessary spending, we
will have big reasons to complain
about taxes and deficits.

We often refer to the Heritage
Foundation in Washington, because it
does such a good job calling some of
these things to public attention. Here
are some items it has picked up in the

‘budget proposals: .

® $175 million (an increase of $
million) for the highly controversial
and arrogant National Endowment for
the Arts, that has foolishly sponsored
some lewd and pornographic affronts
to common sense and American pock-
etbooks.

@ $165 million (up $8 million) for
the National Endowment for the
Humanities. :

@ $308 million (up $41 million) for

-the Smithsonian Institution.

@ $24 million (up $1 million) for the
Institute for Museum Services.

® $34 million (up $1.4 million) for
the Historical Preservation Fund Pro-
gram. : :
@ $408 million in completely new

spending for manned missions to the
moon and Mars.

@ $10 million in new spending for
study of magnetic levitation technolo-

@ $1. billion in new spending to
study global climate change. ‘
@ $1.5 billion in new spending for
modernization of airports in just Los
Angeles, Dallas and Denver. )

@ $230 million in new spending for
operation of the Environmental Pro-
tection Agency.

@ $4.5 billion in new spending for a
variety of governmental research and
development.

The list could go on.

Many of those are “good things.”
Many of them are desirable and wise
— to some degree. Some of them are
absolutely unjustified, foolish and even
disadvantageous to the public interest
and the pocketbooks of most taxpay-
ers.
So why is it, at a time when there
is pressing need to cut deficits and
avoid tax increases, that these things
are being pushed?

Ask your senators and representa-
tives in Congress and they will tell you
they are for cutting spending. So will
the president.

But look at these items — and
there are lots of others that ought to be
reduced or eliminated, too.
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Plowing for dollars (cont.)

ow can anyone take

THE ISSUE: Congress’ deficit-cut-
Congress ting talk seriously when it.
:ae:lunm toeut  conducts business as usual -
. on farm legislation?

subsidies. Bills working their way

through the House and
OUR VIEW: Senate contain agricultural
No wonder the: programs estimated to
deficit is out cost American taxpayers
of control. $54 billion over the next

five years. If past perform-

ance is a guide, the
price could be expected to top that figure
by many more billions. During the past five
years, farm programs cost more than $110
billion, twice what was expected. '

It’s pathetic that in a time of severe

federal financial problems, Congress has
made no effort to reduce the cost of farm
subsidies, most of which have outlived
whatever usefulness they may have had.
The legislation would be almost a dupli-
cate of the last five-year program. Grain,
rice and cotton growers again will rake in
billions of dollars a year in subsidies. Mea-
sures to keep up the price of milk will cost
$650 million a year. =
Not every member of Congress agrees

with the profligate federal farm policy but
opponents get squelched quickly when they
try to change things. An effort to reduce
price props on sugar was rejected, which
means that American consumers will con-
tinue paying twice the world market price.
Rep. Dick Armey, R-Texas, tried to get

the House to cut off subsidies for farmers .

whose annual gross income exceeds

- $100,000. A majority of the subsidy money

goes to the wealthiest farmers, but his
colleagues turned down Armey’s proposal
to cut some of them off the government
dole. - .

Picking up the direct tab for farm legisla-

tion is not the only burden that federal

agricultural policy places on "Americans.
The programs increase the price of food at
the grocery stores by an estimated $10

-billion a year. Congress even continues to

subsidize tobacco production, when every- -
one knows that smoking is a health hazard.
How can Senate and House leaders insist
that taxes be raised in order to reduce the
budget deficit. when they make so little
effort to cut unnecessary spending? It's
hard to say, though it is obvious that Wash-
ington is awash in gall, but not responsibil-,
ity. o
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GOP Blushing Over President’ s Democrat-

Bashing

By Ann Devroy

Washington Post Staff Writer

" More than two weeks ago, when
the Persian Gulf was quiet, White
House and Republican Party offi-
cials met in a private dining room at

"the Hay Adams Hotel and agreed
that President Bush had been out- -

maneuvered and embarrassed by
the Democrats in the negotiations
over the budget deficit. It was time
to fight back, they decided. -
Yesterday Bush executed the
bash-the-Democrats plan that was
hatched in the hotel discussions.
But with the nation now embarked
on. the largest U.S. military mobi-
lization since the Vietnam War,
even some - of the - president’s

strongest supporters - called - the

move ill-timed, politically mept and

- - doomed.

“The only saving grace,” said one
Republican, “is that no one will pay
attention because we 'rein the mid-
dle of a real crisis.”

Some Democrats, however,- did
notice and expressed bewilderment
and annoyance at Bush’s decision to.

. attack them on budget issues in a

lengthy opening statement at his
news conference yesterday. House
Budget Committee Chairman Leon
E. Panetta (D-Calif.) said in a state-
ment, “In the midst of an economic
and militry crisis, one might expect
the president to have more impor-
tant things to do than calling a press
conference to make partisan at-
tacks. Democrats have given the

" . president the strong support he
- needs and deserves in this emer-
gency; we don’t see this as a time -

for partisanship.”
"That the budget meeting that

brought Bush back to Washington -

from his Kennebunkport vacation
had more to do with politics than
fiscal matters was clear from the
outset. Two of Bush’s key budget
advisers, Office of Management and
Budget Director Richard G. Dar-
man and Treasury Secretary Ni-
colas F. Brady, were both out of
town and did not attend the session.

According to sources, the group .

spent only about 20 minutes on the
budget, most of it to go over Bush’s
lengthy statement opening the
news- conference. Before he spoke,
the White House -distributed key
“talking points” on the budget to
GOP political operatives, and within

minutes of the openmg statement
officials at the Republican National
Committee -and- -numerous White
House-activated business groups
began talking those points.

“The point of the budget meeting
was the statement,” said one offi-
cial, “and the point of the statement -

" was to put heat on the Democrats.”

A Republican source, who said he
was informed by the White House
on Monday that Bush would take on
the Democrats Tuesday, described

. himself as astonished. “I still can’t

believe this,” he said. “This is the
‘strategy of two weeks ago, even
though we’ve now decided to sent a.
quarter-million troops 6,000 miles
into the desert, They are just intent

~ on sticking to it, even though they

are shooting their bullets into their
own feet.”

A GOP source said that several
party officials had warned the White
House during the past 24 hours that
the timing of the attack ‘was wrong..
The official said the case they made
was that “now is the time we need
bipartisan support in a situation that
could go very bad very quickly. We
need the Congress with us. I doubt
whether you can find five people
who-care about this right now when
the world’s attention, as it should
be, is on the guif. If you’re going to
shoot at the Democrats, do it in
September when they’re here and
the real budget work begins. On top
of this, the whole thing looks like
whining. They slam-dunk us, and
;ve complain they aren’t playing

air.’

An administration official known
for his uncritical loyalty to the
White House said, “There are rea-
sons for this, but no rational ones.
[White House Chief of Staff John
H.] Sununu is: enraged they got

‘rolled by the Democrats, and he

feeds into Bush’s inclinations any-
way, and no one can tell them:
‘Hey, things like invasions have a
way of changmg _political strate-
gies.”

Charles Black spokesman for the

. RNC, said he wished the president

had been able to “put some heat on
the Democrats earlier” but insisted
that Bush had no choice but to make
his case on the budget while con-
gressional Democrats are away on
vacation in their districts. “We want
the voters to focus on this and tell
their congressmen” to work with
the president, Black said."

In his statement and later during

the news conference, Bush accused

the Democrats of failing to produce
a proposal to deal with the budget
deflcxt and of playing politics with



the issue. “They’re laughing all the
way to what they think is the elec-
toral bank,” the president com-
plained. .

- Bush also took a subtle swipe at
Senate Majority Leader George J.
Mitchell (D-Maine) by specifically
noting that two key House Demo-
crats, Speaker Thomas S. Foley

- (Wash,) and Majority Leader Rich-

ard A. Gephardt (Mo.), were not
playing politics with the issue.
Mitchell was deliberately excluded
from this list, White House offici-
cals said.

The president’s remarks came
when most Democratic budget bar-
gainers were away from Washing-
ton. But from Maine, Mitchell
called them “not accurate and not
helpful, If there has been an abdi-
cation of responsibilities on the bud-
get, it has been on the part of the
president.”

Gephardt, vacationing in Duck,
N.C,, issued a statement saying he
was “saddened to see the president
resort to partisan complaining on
the budget.” Gephardt blamed the
deficit on “10 years of Reagan-Bush

- economic and fiscal policies.”

Staff writers John E. Yang and
Steve Mufson contributed to this
report,
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President Says
Congress Failed
On Deficit Vow

Bush Accusesthe Democrats
Of Giving Up on Pledge
ToOffer Planto Cut Gap

By DAviD WESSEL
Staff Reporter of THE WALL STREET JOURNAL

WASHINGTON ~ President Bush ac-
cused congressional Democrats of reneg-
ing on a pledge to offer a deficit-reduction
plan and vowed to veto any spending bill
that “busts the budget."

Mr. Bush, interrupting his Maine vaca-
tion for a day in Washington, accused the
Democratic-controlled Congress of *‘an ab-
dication of responsibility that endangers
our economic vitality and the jobs that go
with it."”

The president has been promising a
public attack on the Democrats for more
than two weeks, and he began a late after-
noon news conference yesterday with a
statement blaming Democrats for the lack
of progress in the budget talks.

The talks, which began in mid-May and
broke off at the end of July, are to resume
immediately after Labor Day at Andrews
Air Force Base just outside Washington,
congressional aides said.

Without an agreement, about $84 billion
in automatic spending cuts will be trig-
gered under the Gramm-Rudman deficit-
reduction law, and Mr. Bush insisted yes-
terday that “‘as painful as such deep cuts
will be, I must upheld the law . : . knowing
that I've done all in my power to avoid
them.” b

Mr. Bush also strongly suggested he
plans to veto any appropriations bills that
exceed his budget request. He complained
that the House already has passed 10 ap-
propriations bills, eight of which exceeded
his budget request by $14 billion.

He didn't mention, however, that Re-
publicans voted for the bills in large num-
bers, in many cases overwheimingly.
Moreover, prominent Republicans—includ-
ing, on the Senate side, Bob Dole of
Kansas, the GOP leader, and Pete Domen-
ici of New Mexico, the top Republican on
the Budget Committee—have been conspic-
uous among those adding money for their
home states to spending bills.

Mr. Bush said Democrats agreed at the
last full meeting of the bipartisan budget
negotiators on July 26 to exchange deficit-
reduction proposals but didn't deliver.
Democrats deny that. ‘‘There may have
been some miscommunication about what
was to happen,” House Majority Leader
Richard Gephardt said several days
later. :

Notes taken by participants in the talks
show that although there was no explicit
promise from Rep. Gephardt. who chairs
the talks, he did indicate that the two sides
would present offers within days. In a sub-
sequent caucus, however, Democratic ne-
gotiators were unable to agree 6n the wis-
dom of putting forward a proposal just be-
fore the start of the monthlong congres-
sional recess or on the precise details.

Senate Democrats were the primary ob-



stacle, Democratic partigipants in the
budget talks say. Mr. Bush suggested as
much yesterday by specifically exempting
Missouri's Rep. Gephardt and House
Speaker Thomas Foley of Washington from.
his harshest criticism.

Although the Republicans didn’t for-
mally offer a plan, a plan iquickly leaked
and has been criticized ever since—by Re-
Dublicans as well as Democrats—for sug-
gesting higher taxes on beefi wine and lig-
uor as well as a $10,000 limit on the deduc-
tion for state and local income taxes. Dem-
ocrats sat back and enjoyed the Republi-
can disarray.

“They’ve been laughing all the way to
what they think is the electoral bank,” Mr.

-Bush said. “What I'm trying to do now is

to put it in focus so the American people
will understand that it is the Congress that
must move now to bring this deficit under
control."”

Senate Democratic Leader George
Mitchell of Maine replied that *‘the presi-
dent’s anger at the leak of the Republican
plan . .. should not serve as justification
for unfair and inaccurate criticisms of
Democrats."”

Mr. Bush reiterated the administra-
tion's goal of reducing the deficit by $50
billion in the first year and $500 billion
over five years. Administration officials
acknowledge they don't want to lower the
target, even though some congressional
budget negotiators already are talking
about a smaller package, at least in the
first year.

All sides in the budget talks agree that
the chances of getting the kind of deep cuts
in defense spending that some Democrats
have favored were reduced by the Iraqi in-
vasion of Kuwait. Mr, Bush yesterday re-
ferred to this by saying that “‘our budget
must maintain a defense posture consistent
with the demands on American leadership
in the world and in the dangers we
face.”

The president also restated his support
for cutting capital gains taxes and his in-
sistence on changing the congressional
budget process, which he termed ‘‘an utter
failure” at controlling spending.

House Budget Committee Chairman
Leon Panetta (D., Calif.) replied that Con-
gress isn't solely responsible for the defi-
cits, “The policies of the Bush-and Reagan
administrations must bear at least as
much of the blame,” he said.

“In most years, including this year,
Congress has spent less, not more, than
President Bush or President Reagan re-
quested,” Mr. Panetta said. ‘“The presi-
dent doesn't consider it overspending when
we spend on his priorities, only on

ours.™
———
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Bush assails
Democrats
on deficit
Come up with a plan,
he tells Congress

WASHINGTON — In his most
partisan attack on Congress so far,
President Bush lashed out at Demo-

crats yesterday for “an abdication of .

responsibility” in refusing to propose
measures to cut the budget deficit,

and he stated firmly that they now -

must shoulder the burden of coming
{1p with a deficit reduction package.
Charging that politics had been
“rearing its head” on Capitol Hill, the
president said at a news conference
that “a bunch of Democrats” seized
last month on a deficit-cutting plan
backed by the administration and
- congressional Republicans and went

to “every special interest group, rais-

hell.
“And now it's time that the Con-
gress, which has to pass the budget,

. must pass the budget, get going,”

said the president, who commented
with a smile that he was “here in a

nice, tranquil mood wanting to d!s:'

cuss it with them.” .

“After- three full months, the
Democrats have yet to offer one sin-
gle proposal at the budget summit,”
he said,

Striking back in a foretaste of

heavy partisan wrangling to come

over the budget, Democratic National
Chairman Ron Brown responded
that “frankly, we are flabbergasted
at the president's remarks.” .

One of the top Democratic budget
negotiators, House Budget Commit-
tee Chairman Leon E. Panetta of Cal-
ifornia, said: “In the midst of an eco-
nomic and military crisis one might
expect the president to have more
fmportant things to do than calling a
press conference to make partisan

~ attacks.”

. Disputing Mr. Bush's shifting the
%lame to Congress for the dead-
locked budget talks, he said, “Presi-
dents and Congress both bear re-
sponsibility for budgets and for defi-
cits. And the policies of the Bush and
Reagan administrations must bear

at least as much blame as the Con-

gress for the huge deficits over the
past decade.”

President Bush, noting he had
made a “very difficult decision™ by
putting tax increases on the negoti-
" ating table, said he still hoped the
summit would produce a bipartisan
agreement next month. -’

In view of the weakening econo-
my caused by the oil-price spiral, the
president indicated that -he would
settle for less than the contemplated
deficit reduction of $50 billion in fis-
cal 1991, which starts Oct. 1. Ad-
ministration officials aré considering
deficit cuts of $20 billion to $30 bil-
lion. ' '

But he said he still wanted a
package of $500 billion in deficit re-
ductions over five years.

He also made it clear he would

See BUDGET, 8A, Col. 1
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Don’t put

blame on

Tells Dems to cut budget

By JEROME CAHILL

News Washington Bureau

WASHINGTON — With the
Mideast crisis casting a cloud
over prospects for reducing
the U.S. deficit, President
Bush yesterday lashed out at
Democrats for trying to cash
in politically on the nation’s
mounting budget woes.

“We’'ve had a bunch of
Democrats going after me, go-
ing to every special interest,
raising hell ... they have
been laughing all the way to
what they think is the elector-
al bank,” Bush said at a news
conference. ’

The President demanded

" that Democratic congressio-

nal leaders produce their
own plan for slashing govern-
ment red ink when the bud-
get negotiations resume after
Labor Day. If they don’t, Bush
warned he will veto “any and
every” budget-busting bill
and order across-the-board
spending cuts.

He’s caught heat

Bush has caught heat for
his own proposals, such as
the administration plan to
cut the the deficit.by $54 bil-
lion with higher beer and li-
quor taxes and scaled-back
deductions for middle and
upper-income taxpayers. He
also was ridiculed for taking
back his “no new taxes’ cam-
paign promise.

House Majority Leader
Richard Gephardt (D-Mo.)
dismissed Bush’s attack as
“partisan complaining” and
said, “We will not be a party
to an agreement that allows
the wealthy to avoid paying
their fair share, while shift-
ing even more of the burden
-onto working families.”

The bitterness over the
budget came as analysts
warned that the Mideast cri-
sis would make it far more
difficult for the White House
and Congress to come up with
the substantial savings re-
quired this year under the

. Gramm-Rudman budget-bal-

ancing law.

One option that budget ne-
gotiators were mulling as a
way to cut the deficit is al-
ready far less likely as a re-
sult of the Iraqi crisis — a
rise in gasoline taxes.

The ability to raise gas tax-
es or impose a new, broad-

-based energy tax is crimped
-by the prospect of higher oil

prices and the recession that
such price boosts may help
trigger.

Some analysts have sug-
gested the budget summit
ought to set a smaller target
for reducing this year’s defi-
cit.

However, Bush refused
vesterday to retreat from the
goal of 850 billion in the first
year and $500 billion over
five years,



The Philad elplita Anguiver

Wednesday, August 15,

Bush: Democrats blg cking deficit cuts

By R.A. Zaldivar
Inquirer Washington Bureau :

WASHINGTON — President Bush yesterday
angrily accused congressional Democrats of
shirking their duty to cut the budget deficit
and said they had taken advantage of his
patience to score political points during
three months of fruitless budget negotia-
tions.

“I'he problem is a lack of action on the part
of the Congress, an abdication of responsibil-
ity that endangers our economic vitality and
the jobs that go with it,” Bush said at a news
conference after interrupting his Maine va-
cation to return to the White House.

If an agreement on cutting spendmg and
raising taxes to reduce the budget is not
reached soon, Bush promised to veto spend-
ing bills and enforce massive across-the-
board cuts that would kick in if the deficit
exceeded a certain level at the start of the
fiscal year Oct. 1.

Bush said it is now up to the Democrats to
issue their own proposal to lower the deficit.

“They’ve been laughing all the way to what

they thmk is the electoral bank." Bush said
of the Democrats. “Every time we throw up a
proposal, they gun it down and rush off and
tell the specjal interests. ... ‘We're going to
protect you.’* .

“It is timé,” added Bush, “that the Con-
gress, who has to pass the budget ... get
going. I'm still here in a nice tranquil mood
wanting to discuss it with them.”

Bush’s broadside came about 1% weeks
after most members of Congress abandoned
the capital for their summer recess. Two of
Bush's key lieutenants on the budget —
Treasury Secretary Nicholas F. Brady and
budget director Richard G. Darman — were
also out of town and sent their aides to meet
with the President yesterday.

Senate Democratic Leader George J. Mitch-
ell — who was back home in Maine — re-
sponded to Bush in a statement.

“If there has been an ‘abdication of respon-
sibilities’ on the budget, it has been on the
part of the President,” Mitchell said, noting
that the Republicans leaked a budget plan to

the media last month but never presented it

7 in a negotiating session. That plan included
" new taxes on beer and wine, and limits on
the deductibility of state income taxes.
“The President’s anger at the leak of the
* Republican plan to the press by a Republican
should not serve as justification for unfair
and inaccurate cntxcnsms of - Democrats,”
Mitchell added.

Other Democrats were qulck to ]om Mitch-

ell in criticizing Bush’s remarks. .
“Surely the President realizes that the na-
- tion is better served by our working to-
gether, with good faith on all sides, than by
ill-timed and inaccurate partisan state-
ments,” said Rep. Leon E. Panetta (D., Calif.)
chairman of the House Budget Commmee
- Rep. Sander M..Levin (D., Mich.) called
Bush’s statements “an exercise‘in finger-
pointing rather .than presideniial leader-
ship” that threatens to prolong the budget
impasse.
Bush said he still intended to press for a
plan that cuts the deficit by $50 billion next
“year and. $500 billion over five years. Many
economists fear that reducing the deficit by

more than $50 billion next year would hurt
the economy, which some consider to be on
the edge of a recession.

However, Republican and Democratic con-
gressional. staffers involved in the budget
negotiations say their bosses might want a
plan that cuts less deeply in the next few
years )

In addmon to concerns over a recession,
officials have said that the Middle East crisis
could significantly alter efforts to reduce the
deficit because of the possibility of contin-
ued higher oil prices and the cost of the U.S.
military buildup in the Persian Gulf.

The cost of the military operation in gulf
“may cause a rearrangement in how money
is spent, because this is not a freebie,” Bush
said. He said he had no estimates yet of the
military costs. But he said he was pressing
Japan and Germany to help pay for the
operation.

Experts outside the government estimate
that the operation is costing $5 million to $20
million more a day than the Pentagon had
budgeted to spend in 1990.



Democrats take
tongue-lashing
on budget issue

By Frank J. Murray

THE WASHINGTON TIMES

President Bush accused congres-
sional Democrats yesterday of en-
dangering the economy for political
gain, outraging Democratic leaders.

“It's getting right down to the

.crunch,” Mr. Bush said as he laid

blame for the failure to reach a bud-

get compromise squarely on the

Democratic-controlled Congress.
“Our current budget, or lack

- thereof, constitutes a real threat to

the .economic well-being of this
country,” Mr. Bush said in a news
conference statement calculated to
shift public opinion against Demo-
crats on the issue.

Somewhat tongue- in cheek at
times, Mr. Bush termed himself “re-
luctant to*go public in this manner”
but called it sad that Democrats of-
fered no proposals over three
months of budget summit talks.

“We have played by the rules. And
now it is up to the Democrats who
control Congress,’ he said, stressing
that he had postponed a one-week
trip to Latin America next month be-
cause of the pending fiscal dead-
lines. .

“The problem is a lack of action
on the part of the Congress, an abdi-
cation of responsibility that endan-
gers our economic vitality and the
jobs that go with it,” Mr. Bush said in
a planned broadside blaming the op-
position party for reneging on
deficit-reduction deals. )

Democratic National Chairman
Ron Brown said Democrats were
“flabbergasted” by the president’s
remarks at a time when they were
supporting him in the Persian Guif
crisis.

“All that came into focus today
was George Bush scapegoating
Democrats and refusing to stand up
for anything except another tax cut
for the rich" Mr. Brown said in a
statement that faulted the Bush ad-
ministration’s increasing deficit
projections.

Leon Panetta, House Budget
Committee chairman, blasted Mr.
Bush’s “ill-timed and inaccurate par-
tisan' statements” and said there “is

" plenty of blame to go around” for the

failuré to finish the budget. But he
added that Democrats have voted to
spend less, not more, than Mr. Bush
or President Reagan had requested:

" “Our priorities sometimes differ.

But the president doesn't consider it *

overspending when we spend on his
priorities, only on ours,” the Califor-
nia Democrat said. “It is Republi-
cans who have been most critical of
the president during the budget
talks. It is Republicans who leaked
the details of his budget proposal.
And it is Republicans who have pro-
nounced the budget talks dead.”

Mr. Bush said automatic spending-
-cuts of more than $100 billion would

take effect Oct. 1 unless a deal was
cut to trim $50 billion this year and
8500 billion over five years. But he
also demanded changes in the bud-
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Photo by Don PreislerThe Washington Times
President Bush irked Democrats
when he lambasted them for failing
to reach a budget compromise.

geting process “to straighten out

this procedural monstrosity.”

In what may be only the first ad-
ministration effort to dramatize the
impact of automatic cuts, or seque-
stration, Education Secretary Lauro
Cavazos ordered an emergency halt
to outside hiring in his agency.

Advised by the Office of Manage-
ment and Budget that it may lose
31.9 percent of its funds as-of Oct. 1,

*Mr. Cavazos sent an internal memo-
. randum to senior officers dated Aug..

10 that also warned: “It is possible
that in the absolute worst case an
involuntary furlough of up to 10 days.
per month for all employees will be
required as a result of the seques-
ter” . . ot
Mr. Bush opened the news confers
ence by reading a lengthy statement.
on the failure of budget talks and:

" sandwiched political charges on that .

issue between questions on the Mid-
dle East crisis, a scenario feared by
some White House advisers who had

counseled Mr. Bush to postpone the -

blast at Democrats. ,
During the exchange, Mr. Bush
acknowledged for the first time the
leaked July 26 Republican budget
reduction plan that included in-
creased taxes on beer, wine and li-
quor and capping deductions for
state and local taxes at $10,000.

“We had a proposal. People know
what was in it. We had-an original
proposal with detail. They’ve had
none. And the deal was they were to
have a proposal. Now, let’s.come for-
ward with it and set aside politics
because it's getting tough now. It's
getting right down to the crunch,”
Mr. Bush said in reply to one ques-
tion.

He said politics prevented the
Democrats from responding to that
plan with one of their own.

“I'm’ not going to accuse [House
Speaker] Tom Foley [Washington
Democrat] of this or [Missouri
Deémocrat] Dick Gephardt of this.
But I think there were some saying,
‘Hey, we think we got the president
over a barrel here. We've made him,
back away and give and give and give
and get nothing, " Mr. Bush said.

e Carol Innerst contributed to this
report.
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. By MAUREEN DOWD
Special to The New York Times ’

WASHINGTON, Aug. 14 — Saying
the budget impasse at home deserved
the same urgent attention as the crisis
in the Persian Gulf, President Bush to-
day .dropped his gentleman’s agree-
ment with the Democratic leaders in
Congress and accused them of endan-
gering the economy by playing politics
with the Federal deficit.

Accusing Congress of ‘‘an abdication
of . responsibility that endangers our
economic vitality and the jobs that go
with it,”’ the President termed the lack
of a budget “a real threat to the eco-
nomic well-being of this country.”

Mr. Bush spoke at a news conference
at-the White House after a meeting
with advisers who gave him an assess-
ment of how the confrontation in the
Middle East would affect budget ne-
gotiations between the Administration
and Congress. .

Trying to shift part of the nation’s at-
tention away from the the Persian
Gulf, Mr. Bush began his news confer-
ence with a statement intended to sat-
isfy the demands of his fellow Republi-
caps that he take the offensive on the
budget before the resumption of the
talks early riext month.

‘Process Has Broken Down’

“We're getting right down to the
crunch,” Mr. Bush said. He added, ‘It
is no secrét to the American people
that the Congressional budget process
has broken down.”” ’

The President has been saying he
feels ““liberated” to criticize the Demo-
crats since a confidential Administra-
tion plan on taxes appeared in news re-

lye Ney
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Bush Warns of Budget Impasse, Comparing C'ri'sis to That of Persian Gulf

Nork Times

The tartness of .
_the President’s

attack surprises

Democrats.

ports last month. He blames Demo-
crats for the disclosure and said the
breach of the agreement to keep de-
tails of the budget negotiations secret
allows him totake the offensive.

Presidential aides say Mr. Bush hesi-
tated to do so last week because he did
not want to strain the bipartisan sup-
port for his decision to send troops to
Saudi Arabia. : .

The President has been smarting be-
cause the Democrats have managed to
get an Administration proposal for
taxes into the public debate without re-
sponding with any politically unpleas-
ant proposals of their own.

Democrats Taken Aback

Democrats seemed taken aback by
the tartness and timing of Mr. Bush’s
attack today. ) .

“Frankly, we are flabbergasted at
the President’s remarks,” said Ronald
H. Brown, the chairman of the Demo-

‘cratic National Committee. ‘‘At a time

when all Democrats are hoping and
praying for the success of the Adminis-
tration’s Persian Gulf policy, we do not
understand why the President wants to
dividle Americans . along partisan
lines.” )

Senator George J. Mitchell of Maine,

the majority leader, said: “If there has
been an ‘abdication of responsibilities’
on the budget, it has been on the part of
the President.”

“Just a few months ago,” Mr. Mitch-
ell said, “in his State of the Union ad-
dress the President claimed that his

proposed budget would reduce the defi-

cit, meet the Gramm-Rudman target,
and balance the budget by 1993, all with
no new taxes. Every one of those state-
ments was inaccurate, as he himself
has now admitted.”

Threat of Vetos '
The President warned that if there is

still no budget agreement by Oct. 1,

there would be a “‘painful”’ $100 billion
cut in non-military spending programs,
as required by the Gramm-Rudman-

Hollings deficit-reduction law. He also]

threatened to veto “any and every

spending bill” that he believed would |

stretch the budget beyond the limits
imposed by the law. '
“While they have the power of the
purse,” the President said of Congress,
he has ‘‘the power of the veto pen.”
“I'm still here in a nice tranquil
mood, wanting to discuss it with them,”
Mr. Bush said, with a grin. ‘“‘But you
see, we had this kind of a truce on this
abiding by the Marquis of Queensber-
ry’s ‘no comment’ rules. And so, during
this period of truce I’m going to put the
focus where it belongs and where the
American people yeéar after year know
it belongs, and that is on the party that
controls the United States Congress.”
Mr. Bush renewed his attack on the
Congressional budget process, calling
it a “‘procedural monstrosity,” and ar-
guing that “nobody cares” about Con-

gress getting bogged down “in the|
jurisdiction of this committee or an-|

other.”

Using a tried and true political tech-
nique, the President managed to blame
the Democratic leadership of the
House, including Speaker Thomas S.
Foley and Richard A. Gephardt, the
majority leader, by saying he was not
going to do so.

“I’'m not going to accuse Tom Foley
of this or Dick Gephardt of this,” he
said, “‘but I think there were some say-
ing, ‘Hey, we think we got the President
over a barrel here. We've made him
back away and give and give and give
and get nothing.” And my view is, ‘Well,
fine, if that's the game that some up
there want to play.’ ”

Careful Selection of Facts '

Both sides are carefully selecting
their facts and emphasis to present the
budget negotiations in the most favora-
ble light for their side.

While the President asserted that
Administration officials had refrained
from ‘‘divisive rhetoric” on the budget,
he was correct only in that they had not
done so for public quotation. There
have been several instances in which
senior Bush Administration officials
attacked Democrats in private ses-
sions in which reporters had agreed not
to quote them by name.

At the same time, the Democrats
have yet to offer a specific alternative
to the White House proposals.

Mr. Bush, who especially dislikes un-
authorized policy disclosures, referred
derisively today to the way an Admin-
istration plan that included some tax
increases had ‘“oozed’” into news re-

A gentleman’s
agreement with
Democrats in
Congress ends.

ports last month. :
Senator Mitchell responded today by

contending that it was a Republican-

negotiator who provided the informa-
tion to reporters and noted that many
Republicans as well as Democrats had
criticized the plan.

“The President’s anger at the leak of
the Republican. plan to the press by a
Repuhlican should not serve as justi-

fication for unfair and inaccurate criti-
cisms of the Democrats,” said Mr.
Mitchell.

Top Budget Aides Absent

White House officials said Mr. Bush
had returned to Washington. from his
vacation to discuss the budget with top
advisers. But no new numbers or pro-
posals were discussed at the meeting
and the President could not answer af-
terward how much the deployment of
American military forces to the
Persian Gulf would cost. .

Two of the pivotal figures on budget
matters did not attend the meeting.
Richard G. Darman, the budget direc-
tor, was not at the White House and
Nicholas F. Brady, the Treasury Secre-
tary, did not come back from a Mid-
west campaign swing for Republican
candidates.
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Bush assails Democrats
on deficit, budget talks

President demands plan to trim shortfall

By Robert Dodge
Washington Bureau of The Dallas Morning News ‘
WASHINGTON —  President

. Bush, saying the federal deficit cri-

sis is “getting right down to the
crunch,” Tuesday turred up-the
heat on Democrats and demanded
that they come up with a plan to cut
the soaring shortfall.

The president blamed congres-.

sional Democrats for the deadlock
in budget negotiations. He said tax-
payers are fed up with political tac-
tics that have prevented negotia-
tors from finding a tax and spend-
ing package to reduce a deficit that
may climb to $231.4 billion in 1991, -

“They've been laughing all the
way to what they think is the elec-

toral bank,” Mr. Bush said. “I think
the American people understand it
is the Congress that has to pass this
budget. They're the ones that have
the power of the purse.”

Mr. Bush met with economic ad-
visers before making remarks to re-
porters. '

His statements drew a strong re-
sponse from Democrats.

“Frankly, we are flabbergasted
at the president’s remarks,” said
Democratic National Chairman Ron
Brown. “At a time when all Demo-
crats are hoping and praying for
the success of the administration’s
Persian Gulf policy, we do not un-
derstand why the president wants

Please see BUSH on Page 6A.



Bush assails Democrats on deficit, bud

Continued from Page 1A.
to divide Americans along partisan
lines.”

Solving the deficit problem has -

become decidedly more difficult
since the budget talks ended Aug. 1.

The US. military respouse to
Iraq’s invasion of Kuwait, subse-
guent increases in oil prices, the
rising cost of the savings and loan
mess and new evidence showing
the economy is weakening all are
expected to make it more difficult
tn cut the deticit.

Moreover, a long-term U.S. mili-
tary presence in the Middle East is
expected to create added expenses
for the government. Current mili-
tary expenses will fall into the fis-
cal 1990 budget, but costs of an oper-
ation continuing after the new
budget year begins Oct. 1 would ex-
acerbate the budget problem.

Mr. Bush said he has not learned
how much military operations in
the Middle East are costing. But he
expressed confidence that US. al-
lies will help pick up the tab.

But he added that “our defense
budget must maintain a defense
posture consistent with the de-
mands on American leadership in
the world and in the dangers we

face.”

Despite the worsening economic
picture, Mr. Bush said he still wants
to cut the deficit by $50 billion in
1991 and by $500 billion during the
next five years.

Analysts say they worry that a
deficit reduction of that magnitude
would choke the economy because
it would require higher taxes and
deep cuts in federal spending.

Even the president indicated
that spending needs in the Middle
East might require a reordering of
priorities. .

“It (Middle East) may (be) cause
for a rearrangement in how money
is spent because this is not a freebie
out there in terms of the expendi-
ture,” Mr. Bush said. “But I don't
want to move away from those (def-
icit-reduction) targets now.”

Sen. Phil Gramm, R-Texas, said
the president's remarks will “turn
up the heat,” and he praised Mr.
Bush for taking his frustrations to
the public.

“I think the president has turned
the other check twice now," said
Mr. Gramm, a budget negotiator.
“He ran out of cheeks.”

But House Majority Leader Dick
Gephardt, D-Mo,, said he was “sad-

f Associated Press

President Bush meets with Mlchael Boskin, chairman of
the Council of Economic Advnsers, in the Oval Office on
Tuesday. The president interrupted his Maine vacation to
meet with advisers on the Mideast crisis and the budget.

\ ep. Leon Panetta, D-Calif.,
chairman of the House Budget Com-
mittee, expressed surprise at Mr.

dened to see the president resort to
partisan  complaining on the
budget.”

-Bush’s remarks.

" “In the midst of an economic and
military crisis, one might expect
the president to have more import-
ant things to do than calling a press
conference to make partisan at-
tacks,” said Mr. Panetta.

Sen. Lloyd Bentsen, D-Texas, also
a budget negotiator, was vacation-
ing and could not be reached for
comment, said his spokesman, Jack
DeVore.

In addition to maintaining a
hard line on the level of deficit re-
duction, Mr. Bush continued to
threaten Democrats with manda-
tory spending cuts of about $100 bil-
lion under the Gramm-Rudman
law. Those across-the-board cuts
would automatically occur if a tax
and spending package is not devel-
oped for fiscal 1991.

The president charged that as he
and administration economic ex-
perts participated in good faith dur-
ing the budget negotiations, the
Democrat-controlled Congress con-
tinued to spend. He noted that the
House approved 10 appropriations
measures, eight of which exceeded
his requests by $14 billion and
represented a $25 billion increase

get talks

from the previous year.

The budget negotiations ended
after 84 days when Congress ad-
journed for its summer recess.

The talks dlsmtegrate(l after the
administration offered a deficit-re-
duction proposal that was harshly
criticized by both Democrats and
Republicans. The plan, which was
not met by a similar package from
Democrats, called for $54 billion in
spending cuts, new taxes on alcohol
anid limits on federal deductions for
state and local income tax pay-
ments.

Political analysts said that Demo-
crats intended to leave Mr. Bush
shouldering the blame for the defi-
cit and worsening economy when
they didn't offer their proposal be-
fore leaving for summer vacation.

"I think there were some saying,
‘Hey, we think we got the president
over a barrel here. We've made him
back away and give and give and
get nothing,” " Mr. Bush said Tues-
day. “Now it's time for them to come
forward, and.we will be more states-
manlike and try to resolve this na-
tional problem.”

Staff writer Susan Feeney coh-
tributed 1o this report.
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President issues ultimatum
on stalled budget summit

WASHINGTON Presi-
dent Bush, blaming  the
budget stalemate on
-eomgressional - Democrats,
vesterday angrily chal-
lenged them to put up or
shut up in talks to cut the
federal deficit and avoid

catastrophic spending cuts. .

“One hundred days
after I called on Demo-

crats and Republicans in’

Congress to work on a bi-
partisan solution... the
Democrats have yet to

offer one full proposal at
the budget summit,” said
Bush, who flew back to
Washington from his
Maine vacation home for
meetings on the budget
and the Persian Gulf cri-
sis.

The president said until
the Democrats cooperate,
he would veto every
spending bill that cxceeds
his spending requests.
And he made clear he
would follow the mandate

of th¢ Gramm-Rudman
deficit-reduction law and
impose $100 billion in
across-the-government
spending cuts if no agrce-
ment is reached.

“I've been reluctant to
go public in this matter,”
Bush said. “"We've dealt in
good faith with the
leaders; we have played
by the rules, and now it is
up to the Democrats who
control Congress.”

With a flash of emotion,

Bush said Decmocrats
have been “laughing all
the way to what they
think is the electoral
bank. Every time we
throw up a proposal, they
gun it down and rush off
and tell the special inter-
ests of one kind or an-
other, ‘We're going to pro-
tect you.' Ha, ha.

S2nate Majority Leader
George Mitchell (D-
Maline) said Bush’'s bar-
rage “was not accurate

“inaccurate

and not helpful.”

“If there has been an
‘abdication of responsibi-
lities® on the budget, it has
been on the part of the
president,” Mitchell said.
“The president’s anger at
the leak of the Republican
plan to the press by a Re-
publican necgotiator
should not serve as a jus-
tification for unfair and
criticism of
Democrats.”

—Herald Wire Services
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Bush bashes Democrats over budget deadlock

WASHINGTON (AP) -~ President
Bush blasted congressional Demo-
crats yesterday for attacking his ev-
ery budget proposal and then
“laughing all the way to what they
think is the electoral bank.”

“Every time we ... throw up a
proposal, they gun it down and rush
off and tell the special interests of
one kind or another, ‘We're going to
protect you. Ha, ha.’” the president
said at a news conference.

“Now it's time for them to come
forward.”

The president said until the
Democrats cooperated. he would

veto every spending bill that ex-
ceeded his spending requests. And
he made clear he would follow the
mandate of the Gramm-Rudman
deficit-reduction law and impose
$100 billion in across-the-govern-
ment spending cuts if no agreement
was reached.

“They've been laughing all the
way to what they think is the electo-
ral bank,” he said. But if the auto-
matic spending culs take effect,
“They will bear heavy responsibil-
ity for the consequences.”

Shortly after Bush spoke. House
Majority Leader Richard Gephax*dt.

D-Mo., said he was “saddened to
see the president resort to partisan
complaining on the budget.”

“For months, the budget summit
has been meeting in good faith to
address a deficit that is the direct
result of ten years of Reagan-Bush
economic and fiscal policies,” he
said.

Senate Majority Leader George
Mitchell said, “If there has been an
abdication of responsibilities on
the budget, it has been on the part
of the president.

“The president’s anger at the

leak of the Republican plan to the

press by a Republican should not
serve as justification for unfair and
inaccurate
Democrats,” the Maine Democrat
said. -

The president met with reporters
shortly after returning to Washing-
ton from his Maine vacation home
for two days of talks and briefings.
Before his news conference, the
president gathered with his budget
advisers. He planned to devote
most of his time to the situation in
the Middle East.

The two issues are related be-
cause the rapid increase in oil

criticisms . of

prices sparked by the Iraqi aggres-
sion has the potential of tripping up
an already weak economy. In
addition, maintaining the huge U.S.
force in Saudi Arabia could add bil-
lions of dollars to the Pentagon's
budget.

Bush repeated the Republican
assertion that Democrats had re-
neged on an agreement to put a
proposal on the'table before Con-
gress left for its summer recess. He
conceded Republicans didn't exac-
tly put theirs on the table either.

“It wasn't totally on the table; it's
kind of oozed oul on the side. And

all we did was have a bunch of
Democrats going after me, going to .
every special interest raising hell,”
the president said.

Bush said he was “going to put
the focus where it belongs, and
where the American people year af-
ter year know it belongs, and that's
on the party that controls the
United States Congress.”

Treasury Secretary Nicholas
Brady, while not predicting a
recession, has said the slow growth
rate of the American economy
could fall “closer to zero” as the
higher oil prices took full effect.
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Bush ire on budget
almed at Democrats

By Michael Kranish
GLOBE STAFF

WASHINGTON - President
Bush, firing what may have been his
most partisan salvo since the 1988
election, said vesterday that Demo-
crats will “bear heavy responsibility”
for across-the-board budget cuts un-
less they come up with a deflcit re-
duction plan soon.

“Democrats sought to hold the
talks hostage over new revenues,”
Bush said, adding that even when he
broke his famous “read my lips”

pledge and endorsed higher taxes, -

Democrats put “nothing on the ta-
ble.”

“They’ve been laughing all the
way to what they think is the elec-
toral bank,” Bush said of the Demo-
crais. “Every time we . .. throw up a
preposal, they gun it down and rush
off and tell the special interests of

one kind or another, ‘We're going to
protect vou. Ha. ha'" ,
Bush said the result has been a
congressional “abdication of respon-
sibility that endangers our economic
vitality and the jobs that go with it.”

The president interrupted his va-
cation in Kennebunkport, Maine, to
fly to Washington to meet with his
economic advisers on the budget and
ways to reduce the deficit.

* Democrats reacted angrily to
Bush’s comments, calling them inac-
curate and an impediment to strik-
ing a budget deal.

“If there has been an *abdication
of responsibility’ on the budget, it
has been on the part of the presi-
dent,” said the Senate majority lead-
er, George Mitchell of Maine. He
said a Bush plan to raise alcohol tax-
es and limit the deductibility of state
taxes was never formally presented

BUDGET, Page 10
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Bush hits Democrats on budget talks

H BUDGET )

Continued from Page 1

{o Democrats but instead was leaked
by a Republican and then was criti-
cized by Republicans.

“The president’s anger at the
leak of the Republican plan to the
press by a Republican should not
serve as justification for unfair and
inacceurate criticisms of Democrats,”
Mitchell said.

Democrats “flabbergasted”

Ron Brown, chairman of the
Demoeratic National Commiltee,
said: “Frankly, we are flabbergasted
al. the president’s remarks. At a time
when all’ Demoerats are hoping and

‘praying for the suceess of the admin-

istration’s Persian Gulf policy, we do
not understand why the president
wanls to divide Americans along
partisan lines.”

Bush acknowledged he had not
formally put his budget plan on the
table but said everyone knew about
it because it “oozed out” through
leaks from some Republicans. Bush
did not confirm widespread reports
that it included higher taxes on alco-
hol and a limitation of deductions for
state and local taxes. Nor did he
mention the fact that congressional
Republicans have opposed the Bush
plan perhaps more loudly than have
Demoerats.

At the beginning of a White

House press conference that other-,

wise dwelled on the Middle East,
Bush launched a general attack on

‘Congress for failing to deal with the

budgel. Hr did not eriticize Demo-

crats directly. Acknowledging that
media attention is more focused on .
the Middle East, he said the budget
is a “longstanding crisis al home”
that “constitutes a real threat to the
economic well-being of this country.”

Bush says he kept bargain

Bush said that after he broke his
no-tax pledge and refrained froin
partisan rhetoric during the three

months of budget talks, “1 feel 1 kept:

my share of the bargain.” ;
But, he said, “one hundred d.l\'s
after 1 called on Democrats and Be-

RI'UT[RS PHO’IO
President Bush meets yesterday with Michael Boskin (left), chair-
man of the Council of Economic Advisers, and John Robinson, the
deputy 'l‘reaeury secretary

publicans in the Congress to work
with me toward a bipartisan solution,

/1 note, frankly in sadness, that after

three full months the Democrals
have yet Lo éffer one single proposal
at the budget summit.”

Bush said he was “reluctant” Lo
launch such a pdrlis.m attack but
sai(l ‘we've dealt in good faith.”

“now it is up to the Democrats
who control Congress,” he said. He
added that he stands “ready to work
on this process as long as it takes.”

The president said he wanted to
strike a $500 billion, five-year deal

that would eliminate the deficit. Un-
der his proposal, in the first year
that would include $25 billion in
spending cuts and $25 billion in new
taxes as well as a postponement of
the remaining $50 billion that is sup-
posed to be cut under the Gramm-
Rudman-Hollings deficit reduegion
law. -

Bush said the gulf crisis (.‘plll(l
prompl a reworking of budget pro-
posals, including reduced cutbacks in
defense.

The deficit reduction law says
Lh.lL unless a deal is reached by Oct.

I, a $100 billion across-the-hoard

automatic cutback will occur that
would reduce many defense and do-
mestic programs by more than one-
third. Citing the deployment of 1S
troops in Saudi Arabis, Bush has
exempled military personnel from
those cutbacks. But that exemption
means that Pentagon programs will
have to be cut more deeply.

Sept. 10 deadline set

The White House and congres-
sional negotiators are scheduled to
resume their negotiations on Sept. 6,
and under an ambitious schedule
propused by the White House, they
would reach tentative agreement hy
Sept. 10,

Bush warned that “we're getling
down o the cruneh” and vowed to .
invoke Lhe “painful” across-the-
board culs unless a deal was struck
by Oet. 1.

Democrats “will bear heavy re-
sponsibility for the "consequences,”
Jush said.
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Meanwhﬂe, Back: at the Budget

federal budget—much too big and grow-

P RESIDENT BUSH is right to consider the

- ing—to be a real threat. He is also right to

. be concerned that the events in the Persian Gulf
are distracting attention from the budget and
dlmmlshmg chances of a rational agreement. But

he is only about one-third right in blaming the -

deadlock on the Democrats in Congress. .

You are watching an elaborate game in which the
- goal has less to do with money than with the
audience’s reactions. Both sides now acknowledge
the need for higher taxes as well as some spending
cuts—and that’s real progress. But having ac-
knowledged it, and belng reconciled to the necessi-
ty of carrymg at least some of the blame for it, each
- side is now maneuvering to push as much blame as

possible onto the other. Is that surprising? Strategy

on each side is cautious and defensive.

In his press conference yesterday, Mr. Bush
sought to remind the country that the Democratic
leadership has yet to come up with a coherent
budget plan of its own. This is true, But the idea of
a congressional budget is inevitably pretty dubious.
A body of 535 independently elected people. will

always have trouble coming forward with the kind"

of specific commitments that Mr. Bush wants.
Common practice, as it has developed over the past

half-century, assumes that the budget process
begins with a firm presidential proposal. Mr. Bush
invited the present embarrassment when he de-

 clined to offer a realistic budget last January, just as

he declines to do it publicly now before the
Democrats join him. :

For the good of the country, to manage and
contain a corrosive quarrel, the Democrats ought to
give him some help. They seem to have decided that
they will. The question is how much. Mr. Bush is
trying to push them a bit harder. But they are off on
vacation. An answer is likely to be left, in the classic
high-risk congressional style, to the middle of some
night a couple of days after the absolute last
deadline.’

Speaking of deadlines, the commitment of Amer-
ican forces to Saudi Arabia does indeed change the
odds for a budget solution.. Earlier in the year it was

-common wisdom that both sides were willing to .

contemplate automatic cuts—even huge ones—in-
flicted by the Gramm-Rudman-Hollings Act because
the chief victim, the Defense Department, was in for
big reductions anyway. But leaving military spending
to the blind workings of an automatic formula
suddenly seems like a much less attractive idea to a
lot of people. If there are grounds for hope in this
year’s budget spectacle, it probably lies there.
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Bush Rips Democrats
Over Budget Impasse

By Margaret Wolf Freivogel
Post-Dispatch Washington Bureau

WASHINGTON — President
George Bush bludgeoned Democratic
_congressional leaders with unusually
blunt language Wednesday, saying
they were playing politics with budget
negotiations.

Bush accused Democrats of “going-

to every special interest and raising
hell” following indications that the
presndent was willing to consider rais-
ing taxes.

In an apparent attempt to recoup
some of the political costs of his tax
position, the president blamed con-
gressional leaders for the budget defi-
cit and the budget negotiation stale-
mate. He threatened to veto “any and
every spending bill that busts the
budget.”
 “The problem is a lack of actionon
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opening remarks at a White House
press conference after returning from
hi$' vacation home in Maine. In a
sothetimes testy discussion, he men-
tioned Gephardt and House Speaker
Thomas S. Foley, D-Wash., by name,

“Regarding the Democrats' failure

toproduce a proposal, Bush said: “I -

think there was some politics in it. I'm
not going to accuse Tom Foley of this
or Dick Gephardt of this. But I think
there were some saying, ‘Hey, we
think we got the president over a bar-
rel here.'”

Bush said Democrats had been
“ldughing all the way to what they
think is the electoral bank.”

the part of the Congress, an abdication
of responsibility that endangers our
economic vitality and the jobs that go
with it,” Bush said.

House Majority Leader Richard A.
Gephardt, D-Mo., said he was “sad-
dened to see the president resort to
partisan complaining on the budget.”

“We intend to continue working
with the president toward a solution to
the.deficit,” Gephardt said in a state-
ment released. in response to Bush’s
comments. “But we will not be a party
to an agreement that allows the
wealthy to avoid paying their fair
share, while shifting even more of the
burden onto working families.” Gep-

hardt is leading the congressional’

Democrats in their negotiations with

- Bush on the budget.
Bush broached the budget issue in
See BUDGET, Page §

He said, “What I'm trying to do now
is to put it in focus s0 the American
people will understand that it is the’
Congress that must move now to bring
this deficit under control.”

Senate Majority Leader George
Mitchell, D-Maine, and Ron Brown,
chairman of the Democratic Party,
also disputed the president’s views.

“If there has been an ‘abdication of

"responsibilities’ on the budget, it has
been on the part of the president,”
Mitchell said.

Bush has claimed that he would re- -

duce the deficit and balance the bud-
get with no new taxes, Mitchell said.
“Every one of those statements was
inaccurate, as he himself has now ad-
mitted,” Mitchell said. .

Noting that even Republicans criti-
cized Bush's willingness to raise taxes,

. Mitchell said, “The president’s anger

at the leak of the Republican plan to
the press by a Republican should not
serve as justification for unfair and
inaccurate criticisms of Democrats.”

Brown said that Bush “might better
spend time giving the American peo-
ple an accurate estimate of what he.
wants them to-spend at the gas pump
and a lot less time trying to make
Democrats pay phony political costs.”

Bush called on congressional lead-
ers not only to produce a budget pro-
posal but to overhaul the budget proc-
ess. “The Congress must recognize the
utter failure of its t;udget process to
control spending,” he said.
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Bush says Democrats dragging feet in budget talks

By CIiff Haas
Washington Bureau Correspondem

Washmgton D.C.

Following the advice of restive Re-
publicans, President Bush chewed
out congressional Democrats Tues-
day' for what he said was foot-drag-
ging in deficit-reduction negotiations
to achieve political advantage

“Every time we ... throw up a pro-
posal, they gun it down and rush off
and tell the special interests of one
kind or another, ‘We're going to pro-
tect you. Ha, ha’,”” Bush said during a

* White House news conference. “Now

it’s time for them to come forward.”

He said that-until the Democrats
cooperate in the budget talks, which
began in May, he would veto every
appropriations bill the Democratic-
controlled. Congress passes that ex-
ceeds his spending requests. He also
‘threatened-to follow the mandate of
the Gramm-Rudman-Hollings defi-

cit-reduction law, which-could trigger.

$100 billion or more in Automatic,

across-the-board spending cuts if
there is no budget deal by Oct. 15.

“They’ve been laughing all the way
to what they think is. the electoral
bank,” Bush said.of the Democrats.
But if the automatic spending cuts
take effect, “They will bear heavy
responsibility for the consequences.”

Soon after Bush spoke, House Major-
ity Leader Richard Gephardt of Mis-
souri, the Democrats’ chief negotia-
tor in the budget talks, said he was

“saddened to see the president resort
1o partisan complammg on the bud-

s

get.”.

“For months the budget summit has

been meeting in good faith to address

a deficit that is the direct result of ten
years of Reagan-Bush economic and
fiscal policies,” Gephardt said.

In the.same vein, -Senate Majority
Leader George Mitchell of Maine

- said, “If there-has been an abdication

of responsibilities on the budget, it
has been on the part of the president.

“The president’s anger at the leak of
the Republican plan to the press by a
Republican should not serve as justi-
fication -for unfair and inaccurate
criticisms of Democrats ” Mitchell
said. '

Before Congress began its recess ear-
lier this month, congressional Repub-
licans met with Biish to express their

frustration over the talks and warn

that the GOP is losing the initiative
on the budget is$ue since Bush agreed
to abandon his “no new taxes” cam-

_paign pledge as part of the effort to

get the bargaining going.

Bush and the Republicans then were
criticized after the leak of a GOP
suggestion. for higher taxes on alco-
holic beverages and a proposal to
limit the income-tax deduction for
state and local taxes. The Der_nocrats,
meanwhile, refrained from putting
forward any substantive budget pro-
posals.

Yesterday Bush repeated the Repub-
lican passertion that Democrats had

reneged on an agreement to offer a
proposal before Congress adjourned,
although he conceded Republicans

_had not really put one on the table,

either.

“It wasn’t totally on thc table; it’s
kind of oozed out on the side. And all
we did was have a bunch of Demo-
crats going after me, going to every
special interest raising hell.” the pres-
ident said..

Bush said that now he is “going (o
put the focus where it belongs, and
where the American people year after

year know it belongs, and that’s on’

the -party that controls the United
States Congress.”

“The success of this summit is essen- -
fial to assure the economic health of

the nation,” he said.

There was more than a louch of

“political theatrics involved in Bush’s

appearance. Administration and con-
gressional negotiators agreed to sus-

“pend the budget talks during Con-

gress’ month-long August recess and
resume after Labor Day with an am-
bitious schedule of bargaining aimed
at achrcvmg an agreement by Sept.

10.

But that agrccmenl was made before
Iraq invaded Kitwait two weeks ago.

The U.S. economy has-been slowing.
[t grew just 1.2 percent over the past
12 months, the smallest increase
since the end of the last recession
more than seven years ago. And ci-

vilian unemployment rose to 5.5 per- -

cent in July,

Meanwhile, an embargo of Iraq and
Kuwait was called for by the United
States and endorsed by the U.N. Se-
curity Council. If successful, it would

“push up oil prices — and the pros-

pect of recession.

While there is a conscnsus among
economists on the long-term need for
deficit reduction, expert opinion is

Congress continucd on page 10A
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split on whether this would be the
time to further burden the economy

" with higher taxes and reduced federal

spending.

Some argue against cutting the defi-
cit, and removing some fiscal stimu-
lus, while the economy .is slowing;
others insist that the long-term bene-
fit of reducing federal red ink is
worth any short-term risks.

Meanwhile, budget negotiators also
must contend with political consider-
ations in an election year.

“I think people who didn’t want to
do it before now have some excuses
that weren’t available to them before,
so I think it has become more diffi-
cult,” said Rep. Bill Frenzel of Min-
nesota, the senior Republican on the
House Budget Committee and one of
the budget negotiators.

Before the upheaval in the Middie
East, the negotiators had generally
agreed to aim for a deficit-reduction
plan of about $50 billion for 1991
and $500 billion over five years.

Frenzel also said that while he still
hopes to achieve those targets, the
softness in the economy along with
the uncertainty about the Middle
East adds to the difficulty in sticking
to those goals.

Achieving savings of $500 billion
over five years “presupposes a pretty
good economy in those five years.”
he said. “If we are starting. from a
very low (economic growth) rate it
may be that we could go ahead with
that kind of a program and not be
able to achieve it.”
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| Meanwhile, Back at the Budget -

federal budget—much too big and grow-
ing—to be a real threat. He is also right to
be concerned that the events in the Persian Guif
are distracting attention from the budget and
diminishing chances of a rational agreement. But
he is only about one-third right in blaming the
deadlock on the Democrats in Congress.
You are watching an elaborate game in which the
goal has less to do with money than with the
audience’s reactions. Both sides now -acknowledge

P RESIDENT BUSH is right to consider the

the need for higher taxes as well as some spending.

cuts—and that's real progress. But having ac-
knowledged it, and being reconciled to the necessi-
ty of carrying at least some of the blame for it, each
side is now maneuvering to push as much blame as
possible onto the other. Is that surprising? Strategy
on each side is cautious and defensive.’

In his press conference yesterday, Mr. Bush
sought to remind the country that the Democratic
leadership has yet to come up with a coherent
budget plan of its own. This is true, But the idea of
a congressional budget is inevitably pretty dubious.
A body of 535 independently elected people will
always have trouble coming forward with the kind
of specific commitments that Mr. Bush wants.
Common practice, as it has develope¢ over the past

half-century, assumes’ that the budget process
begins with a firm presidential proposal. Mr. Bush
invited the present embarrassment when he de-

 clined to offer a realistic budget last January, just as

he declines to do it publicly now before the
Democrats join him.

For the good of the country, to ‘manage and
contain a corrosive quarrel, the Democrats ought to
give him some help. They seem to have decided that
they will. The question is how much. Mr. Bush is
trying to push them a bit harder. But they are off on
vacation. An answer is likely to be left, in the classic
high-risk congressional style, to the middle of some
night a couple of days after the absolute last

. deadline.

Speaking of deadlines; the commitment of Amer-
ican forces to Saudi Arabia does indeed change the
odds for a budget solution. Earlier in the year it was
common wisdom that both sides were willing to
contemplate automatic cuts—even huge ones—in-
flicted by the Gramm-Rudman-Hollings Act because
the chief victim, the Defense Department, was in for
big reductions anyway. But leaving military spending
to the blind workings of an automatic formula
suddenly seems like a much less attractive idea to a
lot of people. If there are grounds for hope in this
year’s budget spectacle, it probably lies there.
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Budget talks to move to Andrews Air Force Base
By BUD NEWVAN -
WASHINGION (UPI) Bipartisan budget talks will move about Sept. 5
from Capitol Hill to suburban Andrews Air Force Base, and at least one
negotiator said Tuesday he plans to sleep there during the talks.
" We are offered a.bed if we want it or transportation to or from

4(Cap_itol) Hill, " Rep. Bill Frenzel, R-Minn., a budget negotiator, said

in an interview. " My guess is that eventually a lot of the deals are
going to be made after sundown and I thmk I'm gomg to apply for a
bed. "

The word came as Pre31dent Bush 1nterrupted his Maine vacation to
return to Washington to confer with his economic and budget advisers and
‘to hold a news conference.

Frenzel said his office heard about the decision to move the talks
to Andrews, about 15 miles east of Washington, from the office of House
Democratic leader Richard Gephardt of Missouri, chairman of the
negotiations.

".Gephardt's office called and said we're meetmg at Andrews Air

“Force Base, " Frenzel said.

But Deborah Johns, a spokeswoman for Gephardt, sald no final
decisions have been made " at this pomt " about where the final round
of budget talks would take place. .
~ " We are working on arrangements and we w111 continue to do so and
there'll be a formal statement later as to the final plans, " Johns
said. " It's still in the planning stages. "

A switch from Capitol Hill to a more isolated location was expected
after talks broke down in a partisan stalemate last month. Bush had even -
offered negotiators the use of Camp David, the presidential retreat in’
the Maryland mountains about 50 miles north of Washington.

The new location at Andrews, home base to Air Force One, was
expected to free up negotiators from outside distractions, such as
meetings with constituents and questions from reporters, who wai ted
outside the Capitol Hill meetmg‘ rooms previously used for budget talks.

The isolated location is intended to help negotiators concentrate
more fully on reaching a deficit reduction agreement by their unofficial
deadline of Sept 10, three weeks before the Oct. 1 start of flscal year .
1991.

" I think we can make the (Sept.) 10th deadline, " Frenzel said.

Failure to reach- and implement a deficit reduction. agreement by -

 Oct. 1 would result in the automatic. imposition on that date of about

$100 billion in spendmg cuts, split between defense and domestic
programs.

Both sides have said they want to avoid those cuts because they
would be devastating to the economy and many non-exémpt federal
programs.

It was not mmed1ate1y known how many of the roughly two dozen.:
adninistration and congressional budget negotiators, plus their staff
members, would sleep at the military base.

It also was not known whether there would be briefings for
reporters on the talks, or whether negotiators would femain in total
isolation from the media until an agreement is reached and announced.

upT U8B-13-90 02:20 ped’



- @he Washington Post

TUESDAY, AUGUST 14,1990

Bush Returns to Talk Budget

Democrats Under Pressure to Ease Defense Cuts

By Ann Devroy and Dan Balz

Washington Post Staff Writers

President Bush plans to renew pres-
sure on congressional Democrats to
reach a budget agreement by staging a
highly visible return to Washington to-
day for a meeting with his. economic
advisers and a public statement calling
on Democrats to negotiate in good faith.

White House spokesman Marlin Fitz-
water, briefing reporters at Bush’s va-
cation resort in Kennebunkport, Maine,
said the president would return to the
White House today and remain in Wash-
ington for a Pentagon meeting Wednes-
day before returning to Kennebunkport.

“We think it’s even more important
that we reach an agreement now be-
cause there needs to be a unity of pur-
pose in this country, not only about the
conflict in the Guif, but also about our
spending issues and about where the
budget is going,” Fitzwater said.

Bush has been itching to come out
swinging at the Democrats who
manuevered the White House into weeks
of pained defensiveness on the budget,

but several of his advisers question the
effectiveness of a strident attack in the
wake of the Gulf crisis. “You can’t act like
that didn’t change everything,” one of-
ficial said. “Our budget plan is no good

any more, their budget plan is no good -

anymore. The world is totally changed.”
Wednesday, the day Bush announced

the U.S. military deployment to Saudia -

Arabia, he also threatened a political
counterattack over the budget. Saying he
felt “liberated” from a prior non-aggres-
sion pact between himself and the Dem-
ocrats, Bush said, “I want to tell you ex-
actly how strongly I feel about it, but I

_ don’t want to do it” on that day.

Fitzwater said the White House

“meeting today is to include Office of

Management and Budget Director Rich-
ard G, Darman and Treasury Secretary
Nicholas F. Brady. Neither, however, is
in Washington and aides to each said
their deputies were more likely to at-
tend. The chief administration econo-
imist, Michael J. Boskin, is the only one
of Bush’s top three economic advisers
expected at the meeting.

Soime administration officials believe

the gulf conflict will make it politically
difficult for Democrats to press for larg-
er cuts in the defense budget and indi-
cated that the administration is pre-
pared to wage a public fight.
Administration officials are attempting
to put a price tag on the Gulf operation,
but Fitzwater insisted no good estimate
exists, Bush said last week that military
personnel will be exempted from across-
the-board budget cuts that could be im-
plemented Oct. 15 under the Gramm-
Rudman-Hollings budget law if negotia-

" tors have not reached a budget agree-.

ment.

Fitzwater said Bush was considering
altering a Republican plan prepared be-
fore the recess as part of a proposed

- overall agreement to cut $500 billion

over five years. But he said so far there
has been no official change in adminis-
tration economic forecasts to account
for the impact of Mideast events.

Bush is under pressure from Repub-
licans to lash out at the Demacrats for
failing to offer their own plan to cut the
deficit. Although the White House plan
was never formally offered, the details
quickly became public, including higher
taxes on alcohol and limits on federal
deductions for state and local taxes.

Staff writer Steven Mufson contributed
to this report. Balz reported from
Kennebunkport.
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Bush interrupts

vacation to whack
budget opponents

By Frank J. Murray

THE WASHINGTON TIMES

KENNEBUNKPORT, Maine —
President Bush returns to Washing-
ton today, a day earlier than planned,

chafing to lambaste Democrats for _

the growing budget deficit.

Mr. Bush is expected to ¢ast vaca-
tioning congressional budget man-
agers -— particularly Democrats —
in the role of spoilers at a time when
the Middle East crisis calls for na-
tional unity.

Although he smilingly conceded -
his statements could be read politi- -
cally, White House Press Secretary-

Marlin Fitzwater said, “This {the

budget] is an important issue, made

more important by the 51tuat10n in
the Persian Gulf”

Mr. Fitzwater said, “We think it’s
even more important that we reach
an agreement now because there
needs to be a unity of purpose in this
country, not only about the conflict
in the Gulif, but also about our spend-
ing issues and about where the bud-
get is going.” ,

Asked whether “unity of purpose”
did not exist before the Iraq confron-

‘tation, Mr. Fitzwater said, “Unity of

purpose in discussing two political
parties is always a shaky prop-
osition.”

Mr. Bush will hold a news confer- _

ence on the budget after meeting to-
day with Budget Director Richard
Darman, economic adviser Michael
Boskin and Chief of Staff John
Sununu. They will deal with spend-

ing cuts, tax policy and revisions

forced by the stlll-untabulated costs
of higher oil prices and the growing
U.S. military involvement in the Mid-
dle East. '

Mr. Bush, who will resume  his
Maine vacation Thursday, gave clues

to his intentions last Wednesday. He.

said then he would hold off talking
about his rising anger over the bud-
get because of concern over Iraq's
invasion of Kuwait.

But he declared his deal with Con-
gress dead. “I feel like a liberated
human being now,” Mr. Bush said. “I
don’t feel bound by an agreement
that I've told the congressional lead-
ers is no longer in effect.

“We've been getting one s1de of
that, mainly from the Democrats in
Congress. Now you're fixing to get
the other” he said.

The White House and Republi-
cans have ‘fed the rhetorical fires
while Democrats kept an uncharac- -
teristically low profile, even after

_ Mr. Bush reversed. tus no-new-taxes

pledge. . -
Budget summit .negouatxons to .re«
duce the deficit, estimated at-alntost

- $169 billion before the massive Mid-_

White House officials:-

- say they’ve been ready

Jor weeks to put

- forward a plan, but

Democrats wouldn’t
respond.

dle East-militarydeploymietit, ‘be<
came deadlocked because the White
Houseand Congress did not lay their
plans on thetable simultaneously. ™
The cost of sending forces to
Saudi Arabia and mounting a
-blockade against Iraqi oil and food
shipments has been exempted from
Gramm-Rudman-Hollings provi-
sions, a move that could increase the
impact of automatic cuts on other
spending. )
When it became apparent rio deal
could be finalized before the con-
gressional recess, talks were post-
poned until September. But the
Gramm-Rudman deadline of Oct. 1

. is fast approaching.

Generally, the two sides agreed to
stretch - out the deficit-reduction
deadlines by at least one year and
cut only $50 billion to $5S billion
from this year’s deficit.

Mr. Bush said he would accept
that only if it were coupled with a
five-year budget plan.

White House officials say they’ve

" been ready for weeks to put forward

a plan, but Democrats wouldn’t re-
spond.

“The plan that we had ready to put
on the table still represents our best
view, but we’re prepared to make
changes if we think it’s necessary"

' Mr. Fitzwater said.
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Iraqi President Saddam Hussein
has made points with Congress that
the Pentagon and the rest of the USS.
defense establishment have tried to
make and failed.

By invading Kuwait, he has
throttled congressional attacks on
President Bush’s defense budget
and provided new ammunition to
keep controversial weapon pro-
grams on track, according to admin-
istration officials.

Iraq’s invasion “sure does demon-
strate why the military capability is
needed. It augurs well for arguing
for more money,” said a defense aide.

“You've got to give the devil his
due," said one key Pentagon official.

To take advantage of public sup-
port for the U.S. military buildup in
the Middle East, the Defense De-
partment is drawing up plans to
show the defense budget and strat-
egy are aimed at such a flare-up.

Because the subject is so sensi-
tive, administration officials de-
tailed their plans only on condition
of anonymity.

“A stalemate is the most damag-
ing budget situation we can get into.
It’s easier if you get into a war,” said
a senior official.

Administration officials said the
Gulf crisis arrived “in time” to mute
attacks on the defense budget by
Rep. Les Aspin of Wisconsin, the
Democratic chairman of the House
Armed Services Committee, and
Sen. Sam Nunn of G(,Olgld, the
Democratic chairman of the Senate
Armed Services Committee.

The military crisis also ends
Democratic moves to force the De-
fense Department to absorb the
lion’s share of cuts in the budget ne-
gotiations between the White House
and Congress, officials said.

However, because of the declining
threat from the Soviet Union, De-
fense Sccretary Richard Cheney or-
dered a cutback yesterday in pro-
duction of the Scawolf attack
submarine and the Arleigh Burke
destrover i an attempt to save $7

"

An unidentified American »lookout aboard the USS LaSalle scans the skies above the Persian Gulf.

billion over the next four fiscal
years.

In announcing the cuts, the secre-
tary cautioned that the Persian Gulf
crisis demonstrates the need for an
up-to-date Navy.

A top aide to Mr. Aspin said Pen-
tagon spending will be spared deep
cuts and predicted wide congres-
sional support for creating a new
and scparate spending account to
cover costs of the Gulf operation.

The Gulf crisis forces Congress to
“hold the line on further cuts and
brings us back to the middle of the
road,” said one arms merchant.

The Senate has voted to cut $18
billion from President Bush's re-
quest of $307 billion for defense. The

House was expected to pass an even
deeper $24 billion slays. Mr. Cheney
is expected to recommend that Mr.
Bush veto any cut.

Before the Gulf crisis, many con-
gressional Democrats were confi-
dent of winning a showdown with
Mr. Bush over defense spending. Mr.
Nunn even proposed a new military

‘strategy dubbed “flexible readi-

ness,” which provides only that the
first forces to face combat be kept
fully prepared for war. It is based on
the belief the United States will have
ample warning before a military
strike.

“All that went out the door with
Iraq,” said a senior Pentagon official.
The official explained that the Iraqi

invasion was unexpected but the
U.S. response was quick.

“We couldn’t have done that under
Nunn’s plan,” said the official, noting
that it would have taken weeks to
man and supply just onc aircraft
carrier: The carrier Kennedy, ini-

tially scheduled to undergo repairs
this month, was manned and sup-
plied in just days for its trip to the
Gulf region, which was announced
yesterday.

Mr. Nunn's plan also would have
gutted maintenance spending and
operations costs since fewer forces
would be stationed in forward zones.

“Everybody was bowing to this
philosophy 30 days ago. Now they'll
put that stuff in the trash can so fast
it won’t even be a memory,”’ said an-
other administration official.

Mr. Nunn and his aides were un-
available for comment yesterday.

The Nunn plan, approved by the
Senate Armed Services Committee
before Congress’ August recess,
originally called for a smaller Per-
sian Gulf force.

Republicans on the panel rejected
that, writing in the committee report
approved in July but just released:
“Tensions in the region remain high,
making very real the possibility that
U.S. forces may be called on in the
near future to once again protect the
sca lanes in the Gulf. Now is not the
time to further decrease our ability
to respond to such a call”

Many congressional attacks on

Hussein makes Pentag on’s pomts on budget

the Pentagon budget had been based.

on the lessened Soviet threat. “Ev-
erybody is prepared to throw up
their hands and declare victory and
say, ‘Why have guys ready?’ " a Bush
defense official said at the time.

Since the Iraqi attack on Kuwait,
Mr. Aspin and Mr. Nunn have joined
other congressional leaders in call-
ing for strong U.S. military action.
Mr. Aspin has called for smaller and
quicker forces and argued against
cuts in Persian Gulf forces.
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Gulf Crisis Scrambles US BudgetEquation

By Marshall Ingwerson

Stall writer of The Chrislian Science Monilor

WASHINGTON

RAQ is altering the arithmetic of

I budget negotiations in Washington,

The cost ol sending US troops to the
Gulf wilt nitke it very ditficult for the White
House and Congress to make serious cuts
in the federal budger deficit this year.

Budget Director Richard Darman has
ordered federal agencies — except the mili-
tary = to submit plans by Aug. 27 for cutting
1.9 pereent from their fiscal 1991 budgets.

I no acton is taken on the budget, the
Gramm-Rudman anti-deficit law cuts $100
billion from a broad range of programs, be-
ginning in October. Defense cuts would
amount to about 25 percent of the Penta-
gon's $300 billion budget.

President Bush, however, will use his op-
tion to exempt military personnel needed
to counter Iragq i the Gulf region, ac-
cording to the White House. This means
that other defense programs would be cut
deeper = some by as inuch as 42 percent.

Négotiators agree that a $100 billion,
across-the-board cut in federal spending
would endanger economic growth, how-
ever. House Budget Committee chairman
Leon Panetta (D) of California has acknowl-
edged the new political difficulties for a
deal, but still hopes that the deficit can be
cut by at least $40 billion.

The budget summiteers had loosely
agreed to relax the Gramm-Rudman deficit
limits by $50 billion in any deal, leaving
them $50 billion to close up through spend-
ing cuts and tax increases.

‘Now the $50 billion in deficit closing
looks further from reach, for three reasons:

*Iraq has made the defense budget sud-
denly relevant.

*Oil prices are making energy tax in-
creases less popular. Congressional aides
had been working on proposals for a broad-
based energy tax as part of the deficit

package before the Iraqi invasion of

Kuwait. The plan reportedly would have
raised $12 billion to $14 billion a year.
*The weak economy makes deficit-cut-
ting more dangerous to growth. Growth
has averaged 1.3 percent for the last 15

C

months, a slide from the approximately 2.5

percent rate during the Reagan years.

Alter the Iraq crisis began, White House
spokesman Marlin Fitzwater said, “We may
need to amend our proposal” on how to cut
the budget. He has not discussed new
deficit numbers.

‘Alice Rivlin, former director of the Con-
gressional Budget Office, says she is still op-
timistic for a significant deficit-cutting deal,
though less so than before the crisis.

“Politicians like any excuse they can find
not to do difficult things,” she told re-
porters last week. “Now they've been hand-
ed two" - hraq and an economy. blurring
into recession.

House Speaker Thomas Foley (D)) of

Washington predicts that no deal will ap-

pear until a couple weeks before the Oct. |
automatic cuts are triggered. Any earlier, he
said at a Monitor breakfast, and special in-
terests have time to gear up political offen-
sives against it. “There will be arguments
that the economy is simply too weak for any
kind of a budget agreement,” he said,
adding that the Iraq situation may make
the argument more appealing.

“That's the easy course, and I'm worried
about us taking easy courses.”
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Crisis could hearten defense backers in budget talks

By. Robert Dodge

Washington Bureau of The Dallas Morning News

WASHINGTON — Sentinels of de-
fense spending may find new inspi-
ration in the unfolding Middle East
conflict. But budget negotiators re-
turning to the ‘bargaining table
next month will find that any new
support for military spending could
make it more difficult to cut the def-
icit.

Sending U.S. military forces to
Saudi Arabia by itself will cause
current defense. spending to bal-
loon.

Defense analysts told the Associ-
ated Press on Sunday that it will
cost the government an additional
$300 million to $440 million a
month. ,

Figuring the cost of deploying
troops to Saudi Arabia has been a
slippery exercise because of several
uncertainties, beginning with how
many troops the Pentagon intends
to send — 50,000, 100,000 or 250,000.

Pentagon spokesman Pete Wil-
liams said simply, “I have no idea
how much jt’s costing a day.”

Lawrence Korb, a former assist-
ant secretary of defense who is now
a defense analyst with the Brook-
ings Institution, estimated the cost
at $10 million a day for 50,000 troops
and three aircraft carriers, or $300
million a month.

The Center for Defense Informa-
tion, a group of retired military offi-
cials that often has criticized US.
military spending as excessive, esti-

“mated that deploying 50,000 troops

Stationing forces in Saudi Arabia will cause military spending to soar

would cost about $440 million a
month. If the Pentagon commits
250,000 soldiers, it would cost $1.69
billion a month, the center esti-
mated..

On top of those unexpected ex-
penses, the Iraq crisis is adding
higher energy costs to an already
weakened economy. Military and
budget experts said budget negotia-

_tors will find their task more com-

plicated than ever because a weak-
ening economy makes it nearly im-
possible to offset defense spending
with higher taxes.

“There is no question that things
like energy taxes become more dif-
ficult in the middle of an embargo,”
House Speaker Thomas Foley told
reporters recently. -

Pressure is growing on Presi-
dent Bush to use his authority to
forecast a recession and waive the
deficit targets in the Gramm-Rud-

‘man law.

“] think Gramm-Rudman just

went out the window,” said Rep. Al-

bert Bustamante, D-San Antonio, a
member of the House Armed Ser-
vices Committee.

Rep. Martin Frost, D-Dallas, said
he believes that the Bush adminis-
tration will trim the $50 billion in
deficit reductions that it proposed
recently to between $25 billion and
$30 billion.

“If we are not talking about as
much in deficit reduction,” Mr.

Frost said, “that takes some of the
heat off defense.”

Last month, before there was
any indication of Iraq’s intentions,
the Armed Services Committee
voted to end production of the B2
bomber and slashed $24 billion
from the president’s defense
budget. That would set military
spending at $283 billion, not much

less than the $289 billion approved -

by the Senate Armed Services Com-
mittee, which voted earlier this
month to continue production of
the B-2.

With Iragi President Saddam
Hussein calling for an Arab holy
war against - the United States,

budget experts expect military
spending supporters to make a new
push for big-ticket weaponry such
as the B-2 Stealth longrange
bomber, the V-22 Osprey tilt-rotor
plane and the C-17 cargo transport.

" In the past, the military has char-
acterized the C-17 and the Osprey as
vital to its efforts to project U.S.
forces into the Persian Gulf region.

“Walk softly and carry a big B-2,"
said Rep. Robert Dornan, R-Calif.

Rep. Dick Armey, R-Euless, said,
“This turn of events is going to miti-
gate against all those people who

"feel like peace has broken out all

over the world and we can disarm.”
But Stuart Eizenstat, chief do-

mestic policy adviser to former
President Jimmy Carter, said he
doubted that the Republicans
would draw enough strength from
the conflict to get the upper hand
in the defense debate.

“I don’t think it helps them gain
the issue back,” he said, “but it does
belp turn around any deeper cuts in
defense. It shows it's a dangerous
world out there.”

Indeed, many defense experts
said Iraq’s annexation of Kuwait
and rising tensions with the United
States and its allies do not argue for
weapon systems that were designed
to penetrate the Soviet Union or
protect Western Europe.

“The idea that you are literally‘

bamstrung against a Third World
country like Iraq without a B2
bomber is outrageous,” said Joshua
Epstein, a senior fellow at the
Brookings Institution.

Instead, analysts and some in
Congress are hopeful that the Mid-
dle East crisis will give a boost tb
policy makers like Rep. Les Aspin,
D-Wis., chairman of the Armed Sey-
vices Committee. He already has
proposed that the country needs a
military force more capable of re-
sponding to regional conflicts.

“How do we redirect the defense
establishment to meet the sort of
threats that we really face?” said.a
committee aide, who asked not to be
identified. “That debate ought to
start immediately.”




A new chance for
capital gains cut

he Iraqi invasion of Kuwait,

which sent shock waves

through the global economy,

may have changed Ameri-
ca’s political climate in ways that
President Bush and the Republicans
could not have anticipated.

With the economy virtually
standing still, after nearly eight
years of uninterrupted growth, a
mood of gloom and doom permeated
the financial markets last week.
Even the usually bullish Richard
Rahn, the U.S. Chamber of Com-

- merce’s chief economist, was pub-
_licly expressing fears of a recession.

Yet there were also signs that the
economic growth issues of lower
taxes and restraint in spending that
have worked so well for Republicans
throughout the 1980s may prove to
be their political salvation in a time
of great uncertainty.

The U.S. economic picture was
worsening even before Iraq’s seizure

_ of Kuwait sent world markets into a

tailspin. Last month’s unemploy-

..Inent rate shot.up_to.5.5.percent, but

that was only the latest in a string of
bad figures. Among them:

® The economy grew by an ane-
mic 1.2 percent in the second quar-

Donald Lambro, chief political
correspondent of The Washington
Fimes, is a nationally syndicated
columnist.

ter, a rate that is not going to produce
the level of new jobs needed to meet
a growing work force.

e Factory orders for manufac-
tured goods dropped in June by 1.5
percent. This is the third time this
year that orders have fallen, sug-
gesting that we may be in store for
more job layoffs and production cut-
backs.

® Meantime, the government’s In-
dex of Leading Economic Indicators
continued to show a weak economy
that was barely limping through the
third quarter, while construction
spending remained unchanged in
June following declines in the pre-
vious two months. ’

The economy “is not going to
hang on much longer;” Mr. Rahn said
as the gloomy numbers rolled in. “It
is headed directly into a recession.”

The economy’s
precipitous decline in
the past week may
have given Mr. Bush
and the Republicans
a golden opportunity
to begin selling the
capital-gains tax cut.
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Mr. Bush’s risky military stand in
Saudi Arabia to stop Iraqi President
Saddam Hussein’s drive to dominate
the oil-rich Persian Gulf, together
with his skillfully coordinated global
effort to cut off Iraq from the world
market, may stabilize events in the
Middle East and give Western pow-
ers a temporary breather.

But that alone is not going to be
enough to reinvigorate a deflated
U.S. economy, which needs the
healthy stimulus of new capital in-
vestment to get itself moving again.

While the Democrats will be re-

turning after the August recess with
new budget proposals to raise taxes,
the economy’s precipitous decline in
the past week may have given Mr.
Bush and the Republicans a goiden
opportunity to begin selling the poli-
tics-of economic growth in the form
of a capital-gains tax cut.

Congress will have a chance to

. vote for just such a proposal next

month when Sens. Robert Kasten of
Wisconsin and Connie Mack of Flor-
ida, both Republicans, and Richard
Shelby of Alabama, a Democrat, of-
fer their capital-gains amendment to
the debt-ceiling bill or some other
legislative vehicle.

The measure would set a maxi-
mum tax rate of 1§ percent on all
capital gains for both individuals
and corporations. (The top rate is
now 28 percent.) And in an effort to
deflect Democratic criticism that it
would help only the rich, the Kasten-
Mack-Shelby bill would cut capital-
gains taxes for low and middle-
income taxpayers down to 7.5
percent. :

Will it work? Dr. Allen Sinai, chief
economist for the Boston Company
Economic Advisers, says that over
the next five years, a 15 percent
capital-gains tax cut would boost
economic growth by 2.8 percent,
create 2.5 million new jobs, and
bring in $30 billion to $40 billion in
new federal tax.revenue from in-
creased asset sales.
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Unfortunately, the political obsta-
cle to all this is Senate Democratic
leader George Mitchell of Maine
who has prevented senators from
having an- up-or-down vote on the
proposal. Even when the economy
was showing signs of weakness last
year, Mr. Mitchell forced capital-
gains supporters to have to come up
with a three-fifths majority to cut off
unlimited debate. Republicans and
Democrats managed to come up
with 51 votes on a procedural motion
but that was not enough to overcome
Mr. Mitchell's unyielding opposition.

“George Mitchell’s single-handed -
blocking of the capital-gains tax cut
in 1989 is the greatest blow this econ-
omy has received in the last two
years,” says John Buckley,.a former
spokesman for the National Repub-
lican Campaign Committee.

But the events of the past week
have -sharply changed the political
and cconomic context in which is-
sues like capital gains are going to
be fought. Next month, with the
economy in worse shape than ever as
aresult of the Middle East crisis, Mr.
Mitchell and his anti-growth crowd
are going to have a much more diffi-
cult time blocking a capital-gains
tax cut intended to strengthen
America’s economy.

In the end, it will come down to'a .
battle between a proposal that will
cut the deficit while creating new
jobs and new investment to maintain
our economic leadership in the
world, and George Mitchell’s zeal-
ous drive to raise taxes and spend
more money. :

Under those circumstances, the
capital-gains gang should win — but
only if Mr. Mitchell ends his obstrue-
tionism and allows the Senate. to vote
its will.
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Crisis will be used as an excuse to 1gnore the deficit

WASHINGTON — The eruption into our
lives of Saddam Hussein, glowing with ener-
gy and pawing the ground, shows how one
man’s audacity can cause many variables to
dance unpredictably. What he has done in
the desert and, perhaps more important,
what as a result will not be done in Washing-
ton, jeopardize that which is the controlling
concern in this crisis: the economy.

In his address to the nation, the president
stressed the “wholly defensive” nature of the
deployment to protect “the integrity” of Sau-
di Arabia. Events, he said, demand that we
“define who we are and what we believe.” He
said “America has never wavered when her
purpose is driven by principle.” That is prin-
ciple, spelled p-e-t-r-o-1-e-u-m.

Far over the horizon is the principle of

defending democracy, which here means Is-
rael. Hovering in the ether is the principle of
acting against aggression. But the principle
that drives our purpose here is: We will de-
fend, with force if necessary, our economy.

This is not a contemptible principle.
Prosperity is a necessary. (not a sufficient)
condition of civilization’s progress. But it is a
stark, chilly principle, from the: frank ex-
pression of which political leaders flinch.

It is a principle that should be stated
clearly in order to make the following clear:
We are assembling fleets and airlifting
troops — rightly — to protect our economy.
But the economy is more jeopardized by po-
litical cowardice at home than by anything
done in Arabia. If Arabia’s great product

were agricultural — if it were a prodlglous
source of, say, wheat — Iraq's aggression
would be vigorously denounced, but fleets
would not assemble. The fact that the U.S. in-

- tervention_has been almost universally ap-
proved does indeed define us. The purpose -

Americans rally 'round is that of keeping the
industrial world’s economy humming.

The Saudi decision to increase produc-
tion may minimize the impact of this crisis.
But already Saddam is being exploited as an
alibi and an excuse. He is to be the alibi for
any recession and the excuse for evading dis-
agreeable decisions that would serve the goal
for which we have sent the fleet: prosperity.

In spite of economic sluggishness, infla-
tion is still between 4 and S percent. So the
lowering of interest rates has seemed contin-
gent -on deficit reduction. But even before
Saddam Hussein changed the subject, the
subject of deficit reduction was being dis-
cussed in inadequate terms.

- Cotinting the year’s cost of the S&L deba-
cle, and subtracting from revenue calcula-
tions the Social Security surplus, the fiscal
1991 deficit will be approxnmately $250 bil-
lion — without assuming a recession.

But now the plan to nibble even just $50
billion from that deficit may be shelved, with
sighs of relief all around the political system.
The shelving will be because the economy al-
ready is sagging, and because Saddam has
made two important components of deficit
reduction, defense cuts and energy taxes,
suddenly seem more problematic.

Americans spend a smaller portion of
their income on oil than they did in 1973
when the first oil shock shattered the illusion
that economic growth had become automat-
ic. Because of price-induced efficiencies,
Americans use less energy per unit of GNP
than they did then. And because Iraq is so
isolated and so many oil-exporting nations
have strong political and economic interests
in exporting, today’s oil-price spike may last
only long enough to have one long-lasting ef-

* fect: It will be used to justify inaction on the
- U.S. budget deficit.

Without any help from Saddam Hussein,
the auto and housing markets were already
depressed, the economy was littered with -
firms loaded with -debt, corporate profits -
have been declining since the fourth quarter
of 1988, and almost half the states report rév-
enue collections only equal to or below the
inflation rate. We do not know the 30-year
cost of the S&L salvage. We do know that
even a mild recession will make it worse.
And both inflation and recession trigger enti-
tlement spending by government.

Think about it: a recession that starts, not
ends, with a deficit approaching $300 billion,
and the banking system fragile, and the polit-
ical system exploiting a foreign-policy crisis
as the latest in an endless line of excuses for
not dealing with a larger domestic crisis.

Like a stone thrown into a lagoon, Sad-

_dam has produced many ripples. The ripples

may roil America’s political waters longer
than he dominates headlines.—(c1990.)



The Mlanda Towrnal

Jack Germond/Jules Witcover

After 18 months of s_mobthsai]ing, it’s test

. WASHINGTON — During his campaign for the
1980 Republican presidential nomination, Howard
- Baker delivered a thoughtful speech on the nature
of the presidency in which he argued that voters
shouldn’t decide on their choice by comparing each
candidate against a list of specific issues. Instead,
said Baker, the electorate should try to decide
which candidate would be most capable of han-
dling totally unforeseen circumstances.

Baker’s thesis had some obvious application-a
decade ago. President Carter was being measured

by his handling of the hostage crisis in Iran, an is-.

sue that ultimately crystallized all the doubts about
his strength. But Baker’s argument is also appro-
priate to the situation that President Bush con-
fronts in dealing with the crisis in the Persian Gulf.
-After 18 months of sailing along on a smile and
shoeshine, Bush has reached a time of testing.

It is clear that those who judged Bush on the
specific issue positions he took during the 1988
campaign made a serious mistake. All his rhetoric
about the death penalty, drug “kingpins” and pris-
on furlough programs has not been translated into

Covers Dixie Like the Dew
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any .diminution of the problem of crime and drugs
in America. And the single most specific campaign
promise he made during the 1988 campaign, that
he would not raise taxes, has been abandoned.
There was, however, no way in 1988 to antici-
pate that Saddam Hussein would send his tanks
into Kuwait. The question now is whether Bush can
deal effectively with the kind of unforeseen situa-
tion that Howard Baker warned any president
might face. Bush has made the stakes even higher
in the last few days by insisting that Iraq’s installa-
tion of a puppet government in Kuwait “will not

stand” and by delivering obvious threats to use

U.S. military force in the region.

The immediate danger to confidence in the
president lies in the possibility that he cannot de-
liver on those threats. Without support from U.S.
allies, a blockade on Iraqi oil shipments cannot
succeed. And few military experts believe the U.S.
can conduct a unilateral military mission to save
Saudi Arabia or to drive the Iraqis out of Kuwait.
The second hazard is the possibility of a new oil
shock that willisend the economies of both the Unit-

1ng time for Bush

ed States and its allies into deep recessions.
These new threats to the political health of the
Bush presidency have been made more menacing
because they come at a time when many things
seem to be going wrong for a president who, it
seemed, could do no wrong during his first 18
months. The failure of the negotiations on the defi-
cit, the angry reaction of conservatives to Bush’s
reversal on taxes, the S&L disaster — all of these

‘elements have created a situation in- which Bush

must show some leadership or suffer the conse-
quences in the opinion surveys,

The questions about George Bush have been es-
sentially unchanged since he first ran for the presi-
dency a decade ago. He has been peculiarly resis-
tant to spelling out either his bedrock values. The
crisis in the Persian Gulf — coupled with stagger-
ing domestic problems — will provide some an-
swers to fundamental questions about whether
“there is a there there.”

As Howard Baker said, the way to measure a
president is by his performance in circumstances
that could not have been foreseen.—(c1990.)
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So-called tax bubble is a myth

but importance of indexing isn’t

Taxes will go up. But whose? How much?

Taxpayers who don't care about the second
question as long as the answer to the first is
“somebody else’s” should watch Washington
closely in coming weeks. Amid the misleading
tatk of bursting tax bubbles. capping deductions.
and readjusting indexes are sly ways to sap more
money from most taxpayers. :

Changes in the index should be watched clos-
est because the biggest tax deceit is based on
inflation. Income-tax rates increase as income in-
creases. Prices have risen every year for the past
30 years. Without an index. taxpayers whose wag-
es only. keep pace with inflation must pay an
ever higher percentage to the government. This
is called “‘bracket creep.”

A politician’s dream

Because of the creep, Congress can slightly
lower tax rates, take credit for a tax cut, and still
have more tax dollars to spend — a politician’s
dream. The Institute for Research on the Eco-
nomics of Taxation estimates that between 1965
and 1980 taxes rose 17 percent for each 10 per-
cent of inflation. .

The outrage was corrected by indexing, per-
haps the most important element in Reagan'’s tax
reform. Tax rates now-are inflation-adjusted. The
index works. A taxpayer earning $30,000 both in
this year and last year will pay about $50 less in

1990 than in 1989. Some taxpayers in higher

brackets can save almost $500.

Reducing the inflation index would raise the
tax bill for all taxpayers, but in a dishonest way.
The index puts Congress on the spot to either
raise taxes or cut spending, a tough decision its
members: are paid to. make. The- proposal to
freeze the inflation adjustment is more than just
another way of raising all tax rates: it signals the
return of the secret tax increase.

Another source of intentional confusion is the
so-called tax bubble. A recent Newsday editorial
echoed key Democrats, calling the bubble, “the
infamous glitch in the tax code, created in the
1986 tax overhaul., that has many upper-income
taxpayers paying a 33 percent marginal rate on
some of their income, while wealthier taxpayers
pay 28 percent. The ‘bubble’ must indeed be
punctured, and the 33 percent rate made explicit
... The tax system just isn’t as fair as it used to
be.” .

A reader is left with the false impression that
wealthier taxpayers pay a lower tax rate than
lower-income taxpayers. The confusion is in the
term “marginal.”” A couple filing jointly, who
earn between $78,400 and $185,730, pay 33 per-
cent on each additional dollar they earn, while
higher-income taxpayers pay only 28 percent on

each additional dollar of income. But that doesn't.

mean the said couple pays more total taxes or a

" higher total rate, even though key Democrats call

the arrangement ‘‘absolutely ludicrous.”

The real tax rates, the percentage of taxes
paid out of total income, progress slowly and
steadily. No bubble exists in total taxes paid. Con-
sider these tax rates for a couple taking standard

" deductions: At $5,000, a couple pays no taxes. At

$10.000, the tax bill is 1.2 percent. At $20,000, it's

8.1 percent. At $30,000, it's 10.2 percent. At
$50.000. it’s 14.2 percent. At $100,000, it’s 21.1
percent. At $150,000, it’s 25.5 percent. At
$200.000, it's 27.2 percent, and it never exceeds
28 percent.

One may argue the rich should pay more. One
may complain that the system of marginal rates
— 15 percent, 28 percent, 33 percent, then 28
percent again — is unnecessarily confusing. But
it is untrue to imply that the wealthy pay less
because of a glitch. And it is misleading to say, as
Republicans do, that the code has only a few
simple tax rates. The code yields an infinite num-
ber of rates that increase progressively as in-
come increases. .

Another tax-raising plan would reduce the fed-
eral tax exemption for state income taxes. That
won’t bother Floridians but it should. Support for -
the change is building. The New York Times edi-
torialized on July 25: “Why should the federal tax
code lessen the impact of state and local income
taxes? After all, residents reap the advantage of
these taxes in the form of improved schools and
other public services.”

One reason. is that it is double taxation. In-
come taken by the state is not income a taxpayer
receives.

Another reason is that it is sound policy to
encourage states to raise needed resources. Cut-
ting the exemption for state income taxes would
make it hard for any state to increase such taxes
and would make it next to impossible for a state,
such as Florida, to introduce an income tax.

Shifting the tax problem to the states is not
the way to get the improved schools, highways,
and other public services that most states so bad-
ly need, and the shift would help the federal
government dodge fiscal responsibility.

A great many other ideas are in the wind to
increase taxes to cope with the mounting deficit
and the savings-and-loan bailout. ‘Whatever is

. done, the least taxpayers must demand of Con-

gress is honesty. .
That means the high taxes that lower-income

‘Americans pay to Social Security must be consid-
ered in any tax reform. The Social Security tax is

subtracted from wages up to $51.300 at a flat
rate. This bottom-heavy collection system works
against the progressive structure of the income
tax rates,

A family earning less than $20.000 is hit hard-
er by Social Security than by income taxes.

Squeezing the working class

. Including the Social Security bite. a family
earning in the $40,000s pays about 20 percent of
total income to the government. A family earning
in the $300.000s pays between 28 and 29 percent.

‘The working-class taxpayers are being
squeezed. It is easy to imagine where a tax in-
crease would hurt the family budget — it would
come straight out of meager savings for retire-
ment and college and from consumer purchases.
The economy would suffer.

congress must be very careful how ’and where
it squeezes. Above all, it must avoid the tempta-
tion to slyly pick pockets. That means hands off
the inflation index. :
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The deficit
The supremacy of partisanship
seems to have sunk the summit

~ What began with the earmarks of
an honest and earnest bipartisan ef-
‘fort to unravel the deficit riddle has
wound up as a bitter and unproductive
exercise in politics as usual. =
~ President Bush sent his emissaries
into the budget summit with every

budget-related issue on the table. He

was even willing to consider new
taxes, despite his frequently reiterat-

ed promises to the contrary. He asked -

only that congressional Democrats be
equally open-minded on the subject of
reducing capital-gains taxes and tak-
ing a fresh look at entitlements. -
Now, however, the summer-recess

season has arrived, the budget delib-
erations have broken down and the.

American people are left with the
conclusion that Washington sees parti-
san advantage as more important than
national solvency. ' A

. As they try to determine why it is
that their elected representatives find

it impossible to come to grips with a-

financial challenge. that dwarfs every
other domestic issue, the American
people need to consider the political
composition of the House of Repre-
sentatives. It -is not simply that the
Democrats have a majority in the
House, or even that they have con-
trolled the House for 66 years in the
last 70. It is rather that the Demo-

cratic margin in the House is so lafge
— 60% — that party leaders recog-
nize no need to compromise or even
to negotiate productively.

‘House defenders will say, of course,

that the Democrats control 60% of
the House because that’s what the

American peoplé decided when they

went to the polls in November, 1988.
But is lopsided Democratic mastery.of
the House really an expression of
popular sovereignty? Or is it the re-
sult of several generations of relent-
less gerrymandering, which draws
congressional - districts in a way that
assures disproportionate Democratic
control? '

How else can anyone explain why
Ronald Reagan could have carried 49
states in 1984 while 95.3% of all
House membets were being re-elec-
ted to keep Democratic domination all
but unchanged? '

Today’s deadlock is attributable to
the fact that too many congressional
elections across.the country are decid-
ed by voters who ask which candidate
can do most for them — at the
taxpayers’' expense.

The time has come for voters to
begin asking which-candidate can do
most for their country and its eco-

- nomic future.
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Spending Cuts? Really?

As Congress prepares to raise
some taxes on you and talks about
hoiding aown the national debt and re-
ducing annual budget deficits, are you
convinced that the members of Con-
g.'regs really mean what they are say-
1ng?

Or do vou think they are really
pianning more spending?.

The truth is that while some cuts
may be made, Congress is voting lots
of new spending for huge programs
that will balloon into many more bil-
lions of dollars of obligations in the
vears to come.

At the same time, Congress is add-
ing spending for some existing pro-
grams.

The Heritage Foundation has per-
formed a service by adding up some of
the spending items Congress is approv-
ing — many of them including “pork
rarrel” favors for various constituen-
cies.

In recent weeks, Heritage Founda-
t:on economist Scott Hodge says, ap-
.propriations bills for $182 billion have
been approved. :

Included in $31 billion earmarked

for the Department of Transportation
were: $118 million for airports in ma-

Jor cities, $12 million for a study of

intelligent vehicle/highway systems,
<108 million for new spending and $52

million in interest payments on the

vashington, D.C., subway, $6.7 million

for bicycle-program planning, jet-lag
research and other transportation-re-
lated programs.

The National Aeronautics and
Space Administration got $6.5 billion
for research and development, includ-
ing $1.7 billion for space-station re-
search and $6 million to search for ex-
traterrestrial life.

There was a $1.9 billion tack-on to
the State Department appropriation,
including such things as $214,000 for a
Christopher Columbus Quincentenary
Jubilee Commission, $15 million for
the Commission for the Bicentennial of
the Constitution and $1 million for the
Marine Mammal Commission.

Energy supply, research and devel-

‘opment got $2.7 billion, including $130

million for solar energy programs,

.$325 million for magnetic fusion re-

search and $318 for a superconducting
supercollider. ‘

The National Oceanic and Atmos-
pheric Administration got $6 million,
including $1 million for zebra mussel
research and $2.8 million for a fish
farm in Arkansas. .

Various international organiza-
tions got $788 million, including $261
million for the International Sugar Or-
ganization and $62,000 for the Interna-
tional Office of Epizootics.

There are more, of course.

Do these things make you “feel
good” as Congress presses for tax in-
creases and budget deficits continue?
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An early casualty
Has the Middle East confrontation killed
the efforts to cut the deficit?

. How small will the next round of
deficit reduction be now- that an oil
crisis is leading the néws and sap-
ping the economy? Well, even with
the kind of microscope Woody Allen
Tecommends for soul-searching
(“one of those very good ones with

‘two eyepieces”), you still might not
see it. Watch out for a do-nothing
year, with polmclans sighing that.

the economy’s’ too weak for major
belt-tlghtenmg

% *But-as President Bush warnedlast‘
"week inaction on’ the: deficit would”
‘bé.irresponsible, The nation needsa,
-strong, enforceable-plan-to balance -
' the budget within; several years. This.

- carefree attitude .toward debt, like -
' the carefree attitude on oil, has to
~end.

Advocates  for taking a kinder,
gentler approach on the deficit are

.right. about. one thing:. ThlS is the

xdlcey, risky dilemma that experts
‘over and-again-warned the nation’s

:leaders to -aveid. ‘A sharp recession-
~ 'now, instead of involving-a small

: deficit, could drive next year’s $231
~billion deficit (including S&L costs)

toward $300 billion. But there’s al-
ways a risk that higher taxes and

. lower spending might slow the econ-

-omy so much that the expected reve-
nue wouldn’t come in. With such a
the projected savings
could be wiped out by the rising costs
of food stamps, welfare and other
safety-net programs. This gives politi-
cians a plausible excuse for doing
what comes naturally — nothing —
while calling it a modest step for-
ward. '
Instead, Congress and the Presi-
dent should follow through on the
trade-off that the Federal Reserve
Board has sought for years. If and
when the politicians come up with a
‘trustworthy package of tax increases
and spending cuts — phased in over
several years, but enacted now — the
Fed will nudge interest rates lower
to coax economic growth. This task is
all the more delicate now .because

the rising price of oil is inflating the-

cost of everything, including the cost

-endure

of borrowing. But the: alternative —a
looser. budget and tig’hter money .—
doesn’t offer a lot ‘more hope of
avoiding economic hardshlp in the
near term and holds less promise of
restoring the economys fundamen-
tal strength ‘

Of course, the argument for doing
next to nothing.on the deficit also
involves the effect of the oil crisis on
major categories of federal spending.
How can the:United States scale back

“‘on’ defénse; for example, when it’s’

facing off militarily with Iraq? But
this “U.S. military intervention,
whose substantial cost can't be

‘known, doesn't suddenly eliminate

the prospect -of major savings from
scaling back a defense structure de-
signed to defend Western Europe

 against the erstwhile Evil Empire.
~'And while an economic slowdown
- inevitably raises the.cost of safety-

net programs, it does not fundamen-
tally undercut the case for reducing
the generosity of programs.such as

* agricultural subsidies, Social Secu-

rity and NASA."

Or take the biggest single item
being- discussed. on- the tax' side: -a
heavy tax on energy. There’s a politi-
cal reluctance to hit consumers-of

‘gasoline, heating oil and other en-

ergy products with another jolt now
that Saddam Hussein has hit them
already. But such a tax, ratcheted up
over several years, is the best single
policy for reducing energy waste and
U.S. dependence on imported oil.
We prefer to believe that the Per-
sian Gulf crisis is making citizens
more accepting of the financial bur-
den of new federal taxes on energy.
Perhaps this threat to U.S. security
might foster a new willingness to
] some Dbelt-tightening
throughout the budget. But regard-
less of upcoming polls and the pros-
pect of angry voters in November, it
is time for politicians to act like

. leaders. Now that the oil crisis has

dramatized the boring issues of en-
ergy and deficits, the soundest cause .
for outrage is that these leaders for
so long did so little.
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‘Remember the deficit?

‘Well, guess what — it hasn’t shrunk while
-Americans have been focused on Irag

" 'Let's take a timeout from the
threat of an oil war in the Mideast —
which politicians finally stopped dis-
regarding a few days ago — to re-
member another chronic danger that
politicians love to ignore: the deficit.
It’s only fair to note that, in the most
recent rounds of this year’s deficit
games, the initiative has come from

. President Bush.

"After eating his words (biting his
lips?) on that “no new taxes” pledge,
he went on to endure potshots for
fioating two specific tax hikes. Hav-
ing done his part, Mr. Bush was abso-

lutely right last week to demand that .

congressional Democrats offer their
own specifics for cutting the deficit.
Instead, they did nothing, leaving
the President out on a limb.
.-According to the conventional
wisdom, this was a political blunder
by Mr. Bush and at least one of his
tax ideas was wretched. We disagree.
. In terms of the politics, Mr. Bush’s
tax suggestions fall within the rela-
tively popular categories of *“sin
taxes” and taxes on the wealthy. In
fact, the proposals could counter the
popular caricature of him as' protec-
tor of the well-to-do resulting from
his preoccupation with cutting a tax
that falls primarily on the well-to-do:
the tax on capital gains.
" -"As for substance, some Democrats
biasted the White House’s support for
a-major increase in the taxes on beer
and ‘booze — which would raise
“about $7 “billion annually — as an
unfair burden on Joe Sixpack. Pre-
sumably, these critics would favor a

. higher tax on a $500 bottle of Cha-

teau Lafite but not on a $2 bottle of
Thunderbird. But to raise a substan-
tial amount of money, it's essential to
.tax the full price range. That’s also
.consistent with the tax’s basic ratio-
nale as a way to recoup some of the
government’s costs from alcohol
abuse. People get drunk by the
ounce, not by the dollar.

«- Democrats and many Republicans
“Bave been more antagonistic toward
<Jthe administration’s specific idea for
"doing something that two-thirds of
;the public supports: making the rich
Jpay more. The Bush plan would limit
*the deductibility of state and local
-ncome taxes to $10,000 per couple

P er year (and to a lower amount,

resumably, for individual filers).
Nearly all of the taxpayers affected
.by the limit would be earning of

more than $100,000 a year.

By the same token, because this -
indirect tax increase would hit so .
narrow a group, it would raise only
$3 billion a year. That would hardly .
dent a 1991 deficit estlmated at $169 '
billion. .

This $10,000 limit, -moreover, is :

. not the best way to recreate some of

the progressivity of the tax code that
was abandoned in the 1980s. For one
thing, while it would raise taxeson a |
millionaire in Philadelphia (whose
income is taxed at slightly more than
7.percent by the city and the state), it’
wouldn’t affect a millionaire in Mi-
ami (where there is no state or local -
income tax).

Another weakness of the $10,000

limit is the inconsistency of limiting @
the deduction for state and local

taxes on income, but putting no limit .
on the deductions for property taxes .
or for taxes on financial assets such '
as stocks. !
- By contrast, applying a 33 percent -
tax rate to high-income households
that pay 28 percent at present (these
are people at the highest end of the
high income spectrum) would raise
an average of $8 billion a year over
the next five years. What's more, it
would spread the burden equitably
among all wealthy Americans. Unfor-
tunately, Mr. Bush seems dead-set -
against any direct increase in the tax
rate on affluent Americans.

The most obvious omission from
Mr. Bush’s recent tax list is an in-
crease in the cigarette tax — the only
other option that has strong-public
support. The most likely reason: Re-
publican Sen. Jesse Helms is running
again this year in North Carolina
(a/k/a Tobacco Country). Still, dou-
bling that tax to 32 cents a pack
would raise less than $3 billion a
year.

Which should bring the budget
summiteers to the most important
option that White House omitted —
additional taxes on energy — which
would help to reduce energy waste
and dependence on ‘imported oil.
There’s a basic fairness to such a
policy because it would spare no one.

Thus as politicians talk about rais-
ing the tax burden on drinkers,
smokers and fat cats, they are imply-
ing that huge deficits can be slashed
without raising the taxes on the aver-
age American. That is a lie. '
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Bush Says
All Bets Are Off

Washington.

needed bipartisan support. he

needs it now in dealing with the
Middle East crisis. Thus it seemed
strange when — right in the middle’
of explaining U.S. intentions there
— he dropped a gratuitous promise
to start beating up on the Demp-
crats again.

In the news conference that fol-
lowed his speech on the Persian
Gulf emergency, someone asked
whether in this atmosphere deficit-
cutting measures might push the
country into recession. Of course

IF PRESIDENT BUSH ever

By Ernest B. Furgurson

not, Mr. Bush said: a budget agree-
ment is ‘‘absolutely essential” —
which is exactly what Democratic
leaders sald earlier.

But, said the president, he no
longer felt bound by the gentle-
man's agreement to hold off parti-
san sniping while the long-running
budget *'summit’ sought a compro-
mise solution.

He already has told congression-
al leaders that the deal is over, he
added, suggesting that he would like
to take a few shots at the Democrats
at that moment if the session were
not devoted to the foreign crisis.

The president’'s promise, or
threat, was totally out of tune with
what has come from the Democrats

since Saddam Hussein sent his .

tanks into Kuwalit last week. There

has been no hint of dissent, but uni-.

form support from the congression-
al majority.

Speaker Tom Foley made that
clear as many ways as possible
when he met reporters early in the
week. “There's no problem if the
president uses military force.” he
said, adding: :

“We would support military in-
tervention if necessary to protect
Saudi Arabia . . . I'm not concerned
that the president might go too far.
He has to take risks.

-] don’t want remotely to sec-
ond-guess him ... He has very
strong support not just from me, but
from the whole Congress . .. The
administration didn’t have to ask
my support, I've been offering it al!
along...” '

Asked whether he thought U.S.
intelligence had fallen down in not
predicting the Iraqi invasion of Ku-
wait, Mr. Foley brushed the ques-
tion aside. He would not be drawn
into criticism; however the invite-
tion was worded.

Why Mr. Bush chooses to re-
open "partisan bickering over the
budget is uncertain. Conceivably.,
the traditional wave of public back-
ing for a president confronting a for-
eign crisis makes him feel politically
strong enough to provoke the Demo-
crats, and hope they will over-react.
Any ill-considered opposition re-

sponse amid the current emergency
would be iikely to boost Mr. Bush's
standing rather than hurt it.

But in fact, the rhetorical cease-
fire around the budget negotiations
is already a dead letter. The presi-
dent didn’t have to advise GOP con-

* gressional leaders that it was over:
they had already broken it. Newt
Gingrich. the Republican whip and
one of his party's participants in the
“summit'’’ meetings, was lashing
the' Democrats days before Mr. Bush
pretended that presidential permis-
slon was-necessary.

To be sure, Speaker Foley had
his own thoughts about the deficit
talks. The Mideast situation adds
“‘complicating reality’* to those
talks. he said.

Added energy taxes were one of
the ingredients of a budget package
on which there was potential agree-
ment, but rocketing oil prices make
that more difficult.

Mr. Foley hoped that the budget
impasse would not lead to a **hor-
rendous ... damaging’’ sequestra-
tion under the Gramm-Rudman act.
which would force spending cuts
across the board. But so'far there
has been no formal proposal from
either side. despite Mr."Bush’s con-
ceding that *'tax revenue increases’”
will have to be part of any solution.

The current crisis may have a .
marginal. but not dramatic effect on
attempts to reduce defense spend-
ing, the speaker said. It is more like-
Iv to cause re-examination of the
kind of forces needed in a post-Cold
War world.

Anvone seeking encouragement
on the deficit from Mr. Bush's com-

- ments about the Mideast had to look
hard. But when asked about the
possible impact of the cnists on the
budget. the president acknowledged
that such an operation ""has consic-
erable-expense associated with it."”
He didn’t know how much it would
cost, “‘But whatever it is, were go-
ing to have to pay it.” '

Coming from an administration
that has steadily put off today's

-debts onto tomorrow's taxpavers.
that sounaed like a major conces-
slon. ) ’
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The deﬁcith

The supremacy of partisanship

seems to have

v el

What began ‘with the earmarks of
an honest and earnest bipartisan ef-
fort to unravel the deficit riddle has
wound upasa bitter and unproductwe

exercise in politics as usual. " _

_ President Bush sent.his. ernissaries
into the budget summit with every
budget-related issue on the table. He -
was. even - willing " to™ “consider new _
taxes, desplte “his frequently reiterat-""
ed promisesto the contrary. He asked -
only that congressional Democrats be
equally open-rmnded on the subject of
reducmg capital-gains taxes and tak-

l ing a fresh look at entitlements.

Now, however, the summer-recess
; season has arrived, the budget delib-
| erations have broken down and the
| ; American people are left with the
conclusxon that Washington seés parti-
| san advantage as more unportant than

" national solvency. "7
As they try to determine why it is

" that their elected representatxves find

it impossible to come to grips with a

financial challenge that dwarfs every
other domestic issue, the American
people need to consider the political
composition of the House of Repre-
sentatives. It is not simply that the
Democrats have a majority in the
House, or even that they have con-
trolled the House for 66 years in the
last 70. It is rather that the Demo-

sunk the summ1t,

%.w- v
cratlc margm in the House is so large
— 60% — that party leaders recog-
nize no need to compromise or even '
“to negotiate productively. . ‘;“ .

' ‘House defenders wﬂl say, of course,
-that - the Democrats control® 60%..of
the- House because that's. what. the
“Aitierican_ pedplé decided: when f.hey-
wenttothepolls nrNgem - JO88%
"But is Jopsided Democratic‘tastery/of’
the House really an expressron of1

popular sovereignty? Or is'it the re-
.sult of several generations of relent-
less gerrymandering, which draws
congressional districts in a way that
assures disproportionate Democratlc
control?

How else can anyone explain why
Ronald Reagan could have carried 49
states in 1984 while 95.3% of all
House membets were being re-elec-
ted to keep Democratic dommatlon all
but unchanged?

Today’s deadlock is attnbutable to
the fact that too many congressional
elections across.the country are decid-
ed by voters who ask which candidate
can do most for them — at the
taxpayers expense.

The time has come for voters to
begin asking which candidate can do
most for their country and its eco-
nomic future.

Sy
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A new chance for
capital gains cut

he Iraqgi invasion of Kuwait,
which sent shock waves
through the global economy,
may have changed Ameri-

"ca’s political climate in ways that

President Bush and the Republicans
could not have anticipated.

With the economy virtually
standing still, after nearly eight
years of uninterrupted growth, a
mood of gloom and doom permeated
the financial markets last week.

‘Even the usually bullish Richard

Rahn, the U.S. Chamber of Com-
merce's chief economist, was pub-

licly expressing fears of a recession.

Yet there were also signs that the

economic growth issues of lower
"taxes and restraint in spending that
- have worked so well for Republicans

throughout the 1980s may prove to
be their political salvation in a time

- of great uncertainty.

The U.S. economic picture was

- worsening even before Irag’s seizure
_of Kuwait sent world markets into a
- tailspin.. Last month’s unemploy-

ment rate shot up to 5.5 percent, but
that was only the latest in a string of
bad figures. Among them:

® The economy grew by an ane-

.mic 1.2 percent in the second quar-

ter, a rate that is not going to produce
the level of new jobs needed to meet
a growing work force.

e Factory orders for manufac-
tured goods dropped in June by 1.5
percent. This is the third time this
year that orders have fallen, sug-
gesting that we may be in store for
more job layoffs and production cut-
backs. :

@ Meantime, the government’s In-
dex of Leading Economic Indicators
continued to show a weak economy
that was barely limping through the
‘third quarter, while construction
spending remained unchanged in
June following declines in the pre-
vious two months.

The economy “is not going to
hang on much longer;’ Mr. Rahn said
as the gloomy numbers rolled in. “It
is headed directly into a recession.”

Mr. Bush's risky military stand in
Saudi Arabia to stop Iraqi President

" Saddam Hussein’s drive to dominate

the oil-rich Persian Gulf, together
with his skillfully coordinated global
effort to cut off Iraq from the world
market, may stabilize events in the

. Middle East and give Western pow-
ers a temporary breather.

But that alone is not going to be
enough to reinvigorate a deflated
U.S. economy, which needs the
healthy stimulus- of new capital in-
vestment to get itself moving again.

While the Democrats will be re-

turning after the August recess with
new budget proposals to raise taxes,
the economy’s precipitous decline in
the past week may have given Mr,
Bush-and the Republicans a golden
opportunity to begin selling the poli-
tics of economic growth in the form
of a capital-gains tax cut.

Congress will have a chance to
vote for -just such a proposal next
month when Sens. Robert Kasten of
Wisconsin and Connie Mack of Flor-

.ida, both Republicans, and Richard
Shelby of Alabama, a Democrat, of-
fer their capital-gains amendment to
the debt-ceiling bill or some other
legislative vehicle.

The measure would: set a maxi-
mum tax rate of 15 percent on all
capital gains for both individuals
and corporations. (The top rate is
now 28 percent.) And in an effort to
deflect Democratic criticism that it
would help only the rich, the Kasten-
Mack-Shelby bill would cut capital-
gains taxes for low and middle-
income taxpayers down to 7.5
percent.

Will it work? Dr. Allen Sinai, chief:
economist for the Boston Company
Economic Advisers, says that over
the next five years, a 15 percent
capital-gains tax cut would boost
economic growth by 2.8 percent,
create 2.5 million new jobs, and
bring in $30 billion to $40 billion in
new federal tax revenue from in-
creased asset sales.

Unfortunately, the political gbsta-
cle to all this is Senate Democratic
leader George Mitchell of Maine
who has prevented senators from
having an up-or-down vote on the

" proposal. Even when .the economy

was showing signs of weakness last
year, Mr. Mitchell forced capital-

. gains supporters to have to come up
with a three-fifths majority to cut off
unlimited debate. Republicans and
Democrats managed to come up
with 51 votes on a procedural motion
but that was not enough to overcome °
Mr. Mitchell's unyielding opposition.

*George Mitchell’s single-handed

blocking of the capital-gains tax cut
in 1989 is the greatest blow this econ-
omy has received in the last two
years,” says John Buckley, a former
spokesman for the National Repub-
lican Campaign Committee.

But the events of the past week
have sharply changed the political
and economic context in which is- .
sues like capital gains are going to
be fought. Next month, with the
economy in worse shape than everas
aresult of the Middle East crisis, Mr.
Mitchell and his anti-growth crowd
are going to have a much more diffi-
cult timeé blocking a capital-gains
tax cut -intended to strengthen
America’s economy.

In the end, it will come down to-a
battle between a proposal that will
cut the deficit while creating new
Jobs and new investment to maintain
our economic leadership in the
world, and George Mitchell’s zeal-
ous drive to raise taxes and spend
more money.

Under those circumistances, the
capital-gains gang should win — but
only if Mr. Mitchell ends his obstruc-
tionism and allows the Senate to vote
its will.
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symbol of what went wrong with
the S&Ls. Republicans can spew their
-venom on former House.speaker Jim
Wright and the four Democratic senators

- out of the “Keating Five” being
-investigated by the Ethics Committee.

Neil Bush, Wright and Sens. Alan
Cranston, Donald W. Riegle Jr., Dennis
DeConcini, John Glenn and John McCain
(the Republican among the Keating Five)

- can be left to the proper authorities. In

the case of the senators, this will include
voters in their states,

Congress is also about to legislate
tough penalties against S&L executives
who plundered their institutions.

But rounding up the criminals, while
good for the soul, won't get to the root of
the problem.

The problem is the federal deposit
insurance system itself.

The public is under the impression
that there has been a $100,000

. .insurance limit. Not true. Wealthy
- persons are not limited to the $100,000

ceiling, because—whatever Congress

may have intended—the limit is

$100,000 per deposit, not per person.
Even as the bailout cost escalates

- toward an incredible half-trillion dollars,

there have been no basic changes made
in Federal Deposit Insurance Corp. rules
to limit taxpayers’ exposure.

. This week, I received a brochure from

Deposit Insurance Needs Reform

o emocrats can declaim about
President Bush’s son Neil as a

a thrift institution explaining howa
family of four can legally get insurance of
up to $1.4 million in a single S&L, in part
by designating some accounts to be in
trust for other family members.

But wait, there’s more:

The government has pursued a “too

The federal system has

been allowed to
degenerale, through
interpretation by the
regulators, into an
absurd guarantee
without limit.

big to fail” policy for banks, in the _
mistaken belief that it thereby protects
the financial system as a whole. “Too big
to fail,” in actual practice, has meant that
in-all but the very smallest of bankrupt
banks and thrifts, the government
protects every deposit, no matter how
large. By folding weak institutions into
stronger ones, the FDIC becomes a de
facto insurance system covering every
deposit against every risk.

See ROWEN, H5, Col. 1
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Government Should Drop Idea That Some Banks and Thrifts Are Too Big to Fall’

. ROWEN,me H1 .

According to the American Bankers Association, the
FDIC has protected 99.5 percent of the value of all
uninsured deposits in closed banks since 1985.

There’s still more:

The records of some failed S&Ls, such as the
Lincolsi Savings and Loan Association (of Keating Five
notoriety), demonstrate that they solicited packages of
$100,000 units, combining savings of small depositors,
put together by brokerage houses looking for the
highest interest payments. The broker-hucksters and
their clients knew that the highest rates were being
paid by the weakest institutions, some about to go belly
up.

Melanie S. Tammen of the Competitive Enterprise
Institute (CEI) observes: “For S&L operators, their
ability to jack up deposit rates to wild levels and

instantly receive fresh funds {from brokers] was like
sitting at a blackjack table, going deeper into debt, but
all the while being able to yell, ‘Hit me again!’ ”

And finally, a big new shocker:

Since 1987, banks have been allowed by the FDIC to
offer full insurance to pension plans holding as much as
$100 million. The gimmick is a “bank investment
contract” (BIC) under which the $100,000 instirance
limit is “passed through” to each pension-plan
participant when the total fund is deposited in a bank. -

A low-rated Seattle mutual savings bank, an
aggressive BIC promoter, told a trade journal that
“FDIC insurance .". . eliminates the need to review [a

”

~ bank’s| credit rating. . . .. The bank’s advertising

carried the assurance: "Our BIC Offers the Backing of
a Higher Authority.”

According to the CEI, which has done much to
surface this new threat, BICs have added about $30

billion in liabilities to an already overloaded system.
This extravagant extension of FDIC insurance must be

- phased down and out.

In yreneral, the federal deposit insurance system has
been nllowed to degenerate, through interpretation by
the ru gulators, into an absurd guarantee without limit.
That is a basic cause of the S&L disaster, and the Bush
administration and Congress until now have not faced

.up to it. Treasury Secretary Nicholas F. Brady is

studying the problem, but told Congress that making
banks more profitable and competitive'—-presumably

_by letting them enter the securities, insurance and

other busmesses—may be as important as changing
deposit insurance rules. I doubt it.

FDIC Chairman L. William Seidman suggested that
banks could be limited to using their insured deposits
to “rcasonable, conservative and safe investments.”

_ Fred Smith and Thomas Miller of the CEI recommend’

a more thorough overhaul, lmutmgmumnee to -
$100,000 per depositor, with private coinsurance
available above that level for fat-cat depositors lmdy
to pay substantial premiums.

And above all else, as the American Bankers

* - Association says, the government should abandon the

doctrine of “too big to fail.” It has outlived its'

usefulness (if it ever had any) and endangers rather

than protects the financial system. .

The Bush admiriistration should be working hard at
providing a cap on the growmg liabilities taxpayers .
face in the S&L-and-bank crisis, now about $3 trillion,

and in an additional near-$3 trillion in exposure

through government-chartered enterprises such as
Fannie Mae and other credit programs.

There is still something to protect by locking the
barn door.




(hicago Tribune

Friday, August 10, 1990

Fi'rst. goal is getting the S&L crooks

WASHINGTON—I was surprised and
disappointed when | read the column by Mona
Charen (July 16) on the savings and loan disaster.
She apparently does not even read the Chicago
Tribune because her entire column is rebutted in a
news story by staffer James Coates (July 15).

Ms. Charen writes that the president’s son. Neil
Bush. was being railroaded by Democrats becausc
he is the president’s son. She particularly includes
me among the group.

First. ar a hearing ot the House Banking
Committee on the demise of the Silverado
Banking, Savings and Loan Association. Neil Bush
said he was not naive and became an outside
director of the S&L at age 30 and with no
experience in the financial services industry

. because he was the president’s son. During his

term as a director, according to Mr. Coates. the
federal office of Thrift Supervision has leveled
charges in closed hearings against Bush and
several other Silverado directors. accusing them of
violating numerous rules governing S&L board
members, the people who are supposed to oversee
savings-and loans that have deposits insured by a
federal agency.

Federal regulators have posed some hard
questions about Neil Bush’s role in loans to Bill
Walters and Kenneth Good. two big land
developers who got hefty loans from Silverado
that were not repaid. These unpaid loans were a
prime causc why Silverado became insolvent in
1988. and will probably cost the American
taxpayers $1 biliton. .

For the rccord. I want to correct Ms, Charen’s
figures about me. In 1987. 1 received a $1.000
legal donation from Charles Keating. not $6.00(:.
and it was duly reported-and made public. Ncil
Bush never told his fellow directors that Good and
Walters were his business partners. nor did he tell
them that Good lent him $100.000 in 1984, with
the instructions that he never had 1o repay it if his
investments went bad.

No one is blaming Neil Bush tor the $300
billion debacle of the savings and loan industry.

When the House Banking Committec started
looking into some of the morc flagrant failurcs.
the first hearings were on Lincoln Savings and
Loan. and | asked the tough guestions about Mr.

- Keating’s dealinigs. The next institution was

CenTrust. and I had similar querics about David
Paul. When Silverado came before the committee,
I not onlv questioned Ncil Bush. but the other
directors and officers. .

In 1980, when the Congress deregulated the
S&Ls. at the request of the Rcagan-Bush
administration. and incrcascd the insurance on
deposits from $40.000 to $100,000. I was.a
member of the House-Senatc Conference
Committec which came up with the legislation. 1
was the only conferec who refused to sign the
report. When the bill came up on the House floor.
I was onc of 13 members who voted against it
because | rightly predicted. unfortunately, that the
crooks would come out of the woodwork and
prey on the nation’s taxpayers.

Congress tried to tighten the deregulation kuw in
the mid-1980s but thc Reagan administration’s
Donald Regan fought the move.

Since the S&L bailout bill was signed into law
last August. I have made cvery effort to get the
Bush administration. especially the Justice
Department. to investigatc and prosccute the
crooks and tryv to get the taxpavers’ moncy bach.
At my behest. Congress authorized $75 million a
vear for three vears for this purpose. The
administration asked for only $30 miilion this
vear.

Now the president his asked Congress for
increased funds and tools 1o do the job. The
House Financial-Institutions Subcommittee. which
1 chair. approvcd. on Junc 28 by a vote of 47-0. a
package containing many of the items requested

“by President Bush, n addition to doubling the

amount of money for invesuigations and
prosecutions. There is only onc thing | seck: Put
the crooks in jail.

Rep. Frank Annunzio
Cnarrman. House Financial Institutions Subcommittee



The Detroit News

~

August 10, 1990

S&E Scandal Looms
‘Big-Time Major’

By Mark Shields

How major an issue is the savings
and loan scandal in this political vear
19907 Based upon the evidence of
two reluctant U-turns publicly taken
respectively (and unhappily) by the
Republican in the White House and
the Democrats on Capltol Hill, the
answer is: big-time major.
. So enormous is the price tag for
the S&L bailout that President Bush
was forced to abandon his no-new-
taxes oath; while, to tranquilize the

voters’ rage at the scandal’s cost and

cdrruption, congressional Democrats
warily voted to reform the rigged

- campaign-financing system.

The only question remaining
about the S&L saga and the upcom-
ing fall campaign is whether this
scandal will be a principal issue or
the principal issue on voters’ minds.

Republicans, who stand to suffer
most, can only pray for neither of the
above. Recent national polls, follow-

Yo m883

ing publicity about Neil Bush’s “in-

credibly sweet deal” and his perfor--

mance as director of the failed
Silverado Savings and Loan, have

.ziven the president 2-to-1 negative

scores on his handling of the S&L
situation. By a similar 2-to-1 margin,
voters blame the crisis scandal on the

- Republicans rather than on the

Democrats.

THE POLITICAL problem for
the Republicans is that by 1992 they
will have held the White House for 20
of the last 24 years — and for all of
the last 10. The iron rule of cred-
it/blame in American politics holds
that you can take bows for every-
thing good — the fall of the Berlin
Wall, the collapse of the Soviet
Union, economic good times — that

happens on your watch. The down’

side is what hurts. A hostage crisis,
an oil embargo and government scan-
dals leave the guy in charge with a
political black eye and a fat lip.

The Republican defense of blam-
ing everything on ‘an omnipotent

Democratic Congress is fatally

ilawed. That Rnnald Reagan was a
strong leader and a successtul two-
term president is almost universally
stipulated. Now we are supposed to
believe that the same Gipper who
brought the Red Menace to its knees
and to the negotiating table some-
how trembled in the legislative com-
pany of defeated House banking
chairman Rep. Ferdinand St. Ger-

main, D-R.I. No, sir, that’s not the
Ronald Reagan we watched destroy
the air traffic controilers union and
tame a sullen Congress into doubling
the defense budget and cutting taxes
by a third.

This is not to suggest - ‘that all
Democrats were innocent bystanders
in this seamy story. They weren’t.

Congressional Democrats were far .
-from unfriendly to the savings and

loan interest whose campaign contri-
butions during the 1980s went to
incumbents over challengers by a
margin of 19-to-1.

In 1933, every city in the nation
had banks with closed doors. Mil-
lions of Americans lost their life’s
savings. .

The Democrats’ answer was to
federally insure citizens’ savings and
to strictly regulate the financial in-
stitutions. Conservative Republicans

_put their faith instead in the market:

If enough depositors wanted’ insur-
ance on their savings, the banks
would provide it at a competitive
price. For Republicans, regulation
was a euphemism for anti-
businéss bureaucratic meddling.

What we got in the 1980s was the
worst.of both worlds. We, the taxpay-
ers, guaranteed and insured all de-
posits while the Republican admin-
istration all but eliminated federal
monitoring. It was a guaranteed for-
mula for disaster.

For the recent Senate passage of
authentic campaign finance reform,
Sen. Mitchell deserves credit and
co-billing with the S&L scandal.
Recognition is also due to Sen. David
Boren, D-Okla., who began this bat-
tle seven years ago in a joint effort
with the now retired Arizona con-
servative Barry Goldwater. The re-
sistance of incumbents to any tam-
pering with a divinely inspired
system that keeps turnover to a
minimum could only be shaken by a
big scandal and an effective leader.
Too many House Democrats who
were fiery reformers in the 1970s
have become today’s subcommittee
cnairmen and grumpy defenders of
the status quo. What our politics
desperately needs is competition.
And in American business and poli-

tics. one’s enthusiasm for competi-

tion is in inverse ratio to his percent-

age share of the market. .
In 1990, the early returns already

indicate that S&Ls are really big.
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it,

but we’re in a recession

8 Tuesday’s Cabinet meeting con-

vened in a war crisis atmosphere,

Housing Secretary Jack Kemp of-
fered unwelcome advice on how to combat a
recession that everybody except President
Bush’s advisers admits is here.

Instead of denying the slump is finally at
hand, coinciding with the oil-price spike,
Kemp said, the administration should fix
the blame on Senate Majority Leader
George Mitchell for block-

that makes a budget settlement imperative
after what he termed years of profligacy.
Treasury Secretary Nicholas Brady chimed
in that if $200 billion in additional annual
debt were to double in the wake of Iraq, the
U.S. government would be hard put to find

" lenders at an acceptable price.

But higher taxes in the teeth of recession
was derided the next day in the rare official
U.S. Chamber of Commerce news confer-
ence, conducted by its chief

ing reduced capital gains
rates last year. The secre-
tary went on to urge that
this proposal be substitut-
ed for the Bush team'’s re-
cession-fighting formula of
higher taxes enacted by
Congress and easier money
pumped out by the Federal
Reserve Board. :

Not for the first time,
Kemp played the skunk’s
role at the Cabinet picnic.
Nobody applauded. De-

Rowlaﬁd E'vans &
Robert Novak

economist, Richard Rahn.
In predicting a mild reces-
sion under present condi-
tions, he said a tax increase
piled on top would be an
‘“unmitigated disaster.”
While berating the Federal
Reserve for suffocating
growth the last two years,
Rahn stressed that he does
not want the central bank
to ‘‘dramatically loosen
monetary policy to jump-
start the economy.”

spite deepened economic
" deterioration in the eco- )
nomic aftermath of Iraqg’s absorption of
Kuwait, Bush's plan is unchanged. That
means he is responding to recession like
Herbert Hoover (with higher taxes) and
Jimmy Carter (with easier money).

There was no sign of changing this policy
at Tuesday’s Cabinet session as Michael
Boskin, chairman of the Council of Eco-
nomic Advisers, delivered an upbeat over-
view of the economy with no definite sight-
ing of recession. That provoked Kemp into
complaining the scenario was too rosy the
day before the U.S. Chamber of Commerce
would announce the arrival of the recession.

We were alerted to what followed by
neither Kemp nor his staff but by others in
the room. Kemp praised the president for
. courage and skill in responding to Saddam
Hussein’s aggression. But he faulted Bos-
kin, Kemp’s frequent free-market collabo-
rator, for failing to scold Mitchell and’ the
Democrats for provoking the recession.

Kemp asserted it would be folly 1o meet
the $64 billion deficit target under the
Gramm-Rudman Act. Revenue needed to
do that would mean higher taxes, he contin-
 ued. Such a tight fiscal policy, accompanied
by looser money demanded by the adminis-
tration, recalled for Kemp the bad old days
of the Carter administration. Dubbing him-
self an old hand at “bashing the Fed,”
Kemp asked: “Do you really want the Fed
to inflate?”

In the ensuing discussion, nobody backed
Kemp. Budget Director Richard Darman
conceded some points but stressed that the
federal government's overriding problem is
debt—mountains of it, ever rising higher—

Like Kemp, Rahn argues
a capital gains rate of 15
percent (down from the current 28 percent)
18 essential to growth. Since Democrats call
that a tax benefit for the rich, he would
balance it by adopting part of Democratic
Sen. Daniel P. Moynihan’s proposal to cut
back massive increases in Social Security
payroll taxes (a proposal not mentioned by
Kemp to the Cabinet but surely supported
by him). Rahn's combination frees capital
and labor. '

But Bush policy seems frozen, infilexible
and flawed. The president long ago put
himself in concrete against any Moynihan-
style cut. His own officials privately echo
the Democratic dirge that the capital gains
reduction is for rich men and cannot be
sold to the public, forgetting that it was one
of George Bush's few substantive issues in
the 1988 campaign.

The president’s men hope the crisis will
make Democrats more forthcoming on &
budget agreement and the Fed willing to
accommodate that with easy money. Thev
may be disappointed on both counts.
Democratic budget summiteers show no
weakening because of the Mideast. At the
Fed, there is substantial feeling thai easier
money will only feed intlation.

Bush has moved boldiv, though with
great risk, against Iragq. But the greater
danger to his presidency may stem from
deciding to stay the tight-fiscal, easy-moneyv
course. Kemp’'s admonitions to his col-
leagues won him no Cabinet popularity
prize but are worth pondering.~

Evans & Novak arc nationaliy syndica:-

_ed columnists of the Chicage Sun-Times.
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The sorry search
for S&L viliains

By Jim Wright

Fort Worth, Texas

The glee with which some of my
fellow Democrats have seized upon
the involvement of President Bush's
son Neil in a failed Colorado savings
and loan company is. symptomatic of
a sickness in our political society.
That malady is corntagious. It has
invaded both political parties. It is
every bit as pervasive and destruc-
tive as the human weaknesses that
underlie the virtual collapse of the
nation’s thrift industry.

The most prominent symptom of the
illness is the incessant search for
scapegoats — not for causes and so-
lutions. but for -villains in-order to
personalize the blame. A year ago. I
called this tendency “mindless canni-
balism.” We see it in the eagerness of
party members to scandalize leaders
in the opposition party by attacking
not their philosophy but their per-
sonal character.

We see it also in the prevalence of
negative’ campaign advertisements
that pollute the airwaves and degrade
the political process. Slander begets
slander. and this begets public dis-
gust., Orie obvious result is a 'marked
decline in voting.

Of Neil Bush's problems, 1 know
very little. From all 1 have read. |
infer that his sins. if any, were mainly
of omission rather than commission:
Gullibility rather than culpability. In-
attentiveness rather than fraud. If his
name were Neil Jones. there would
be no public outcry and surely no call
for a special prosecutor.

Perhaps I can sympathize with Neil
Bush better than most. While House
speaker, my name became a targel
for various charges in the finger-
pointing frenzy involving the S&L
industry. While most of the charges
were either untrue or grossly exagger-
ated. 1 do hold myself to account that
1. like many others, failed 1o see the
scope of the looming crisis in time 10
head it off.

openly encouraged them to abandon
their historic mission to family
homeowners and look instead for
speculative borrowers who would
pay them higher rates of interest.

The result should have been predict-
able. Spurred by 40 years of steadily
rising land values, speculators bor-

_rowed and thrifts scrambled to lend

at high interest rates on every sort of
land and real-estate venture — office
buildings. shopping centers, high-rise
apartments, commercial subdivi-
sions. Then came the fall.

My state of Texas was the first to feel
the pinch. For the first time in 50
years, land prices dropped. Office
buildings stood vacant. Rentals fell.
Entrepreneurs who put the deals to-
gether could not meet their pay- -
ments. Bankruptcies rose to the high-
est level since the Great Depression.
Lending institutions held paper

" based on old. inflated values. Fore-

closures would no longer pay off the
debts.

Most of this was not the result of
fraud but of greed and overreaching
by businesspeople and bad judgment
by public officialdom. We should not
have deregulated the thrifts.

Another major factor was the sky-
rocketing increase in home foreclo-
sures that began in the mid-1980s.
An epidemic in foreclosed homes
was precipitated by the adjustable
rate mortgage and its pernicious
handmaiden. negative amortization.
The Home Loan Bank Board should
never have authorized that. Congress
should never have permitted it.

A lot of naive borrowers, particularly
young families, were lured into insol-
vency by deals with low down pay-
ments and graduating rates of inter-
est. Disillusioned purchasers discov-
ered to their dismay afier a couple of
vears that they owed more than when
they started. Their monthly pay-
ments meanwhile had escalated far
bevond their ability to pay. Left no
alternative. they walked away from
their obligations in great numbers.
leaving the once-eager lenders hold-
ing their abandoned properties..




The obsession withl scapegoating is
worse than childish. In this case, it is
dangerously distracting. It diverts at-
tention from the economic failures
and policy misjudgments that caused
the S&L industry’s downfall.

People understandably resent the gar-
gantuan price tag of bailing out mil-
lions of innocent depositors. Much of
that cost, now estimated at $500 bil-
lion, will have to come- from the
taxpayers. But it is escapist folly to
suppose that any major part of this
tragic cost is due to “crooks” and
political charlatans in either party.

In truth, the causes of the monumen-
tal collapse were more economic
than moral. There were plenty of
human errors and mistakes on all
sides. Lenders and borrowers made
flawed business judgments. Public of-
ficials in both political parties erred
in policy judgments.

The most obvious error was, the
headlong rush in beth the adminis-
tration and Congress to deregulate an
industry whose deposits are insured
by the public and 1o cut it loose from
its fundamental public purpose. The
thrifts were created to perform a very
basic and necessary service: to make
home loans 10 American families at
interest rates they could afford.

In 1982, when interest rates rose to
an unhealthy level and S&Ls were
stuck with a lot of old mortgages
paying traditional rates, both White
House and Congress took the -easy
way out. At the urging of then-Presi-
dent Ronald Reagan. and by big ma-
jorities in both parties. Congress de-
regulated the thrifts. The new law

There was some outright fraud, to be
sure. The guilty must pay the price of
their misdeeds. But most of the loss
was not due to theft or fraud or
criminal activity, and it is a great
disservice to the public to pretend
that it was.

Most of the bailout cost for which the
public will have to cough up money
is the result of bad policy judgments.
The taxpayers will be served not by a
strident political finger-pointing con-
test but by a rectification of those
policy errors.

Government can start by putting a
premium on solvency and setting the
example. It should show the courage
10 raise taxes and to pay as we go.

With a balanced budget, government
can and should insist on steadily de-
clining rates of interest. The goal
must be to make it possible for peo-
ple to get out of debt.

The thrift industry should return to
the historic role in which it and the
taxpayers suffered no losses for 50
years: helping families own homes.

And surely we must put brakes on
the mania to deregulate. If govern-
ment is to guarantee deposits, it owes
it to the citizens to make sure that
publicly insured institutions are serv-
ing the public weal.

Jim Wright, former speaker of the
House, was a congressman from Tex-
as for 34 vears. He wrote this article

for the Fort Worth Star-Telegram.
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An S&L sugarcoating

The more Washington officialdom tries to justi-
fy its-handling of the saving and loan imbroglio,
the worse the nation’s most egreglous ﬁnanclal
scandal seems to get.

One year after President Bush signed the
S&L-bailout legislation, the administration is still
attempting to put a happy face on what it cynically
believes the American public will consider the gov-
ernment’s deft treatment of an appalling mess.

Trying to emphasize the positive, Treasury
Secretary Nicholas F. Brady noted that the Finan-
cial Reform, Recovery and Enforcement Act of
1989, as the bailout bill is euphemistically called,
has protected 6.4 million deposit accounts.

“Our job is to conduct the massive cleanup op-
eration effectively and responsibly, to rise above
the political blame game, and to work steadily and
professionally to get the job done,” said Brady
with a straight face. .

But the S&L cleanup is much wider -and its
projected cost a lot steeper than when Bush signed

the law. The total cost of the cleanup could amount
to $500 billion.

Further, the bailout threatens to create a cred-
it erunch in the general economy. Real estate de-
velopers and small businesses already -are com-
plaining that they can’t get loans.

The Resolution Trust Corp., created to handle
the bailout, has closed or sold 211 insolvent thrifts
and plans to deal with 126 more this year. That
still leaves it operating 135 failed thrifts and look-
ing forward to an additional 230 to 550 collapses
among the remaining 2,430 privately run S&Ls.

What all of this administration blather amounts.
to is a pitch to extract more money from taxpayers
to finance the cleanup of a scandal that never

- should have been allowed to happen.

With congressional contests coming up this
year, voters will have an excellent opportunity to
register their disgust with the scandal and the
$100 billion bailout by voting against incumbents
who accepted contributions from the industry.
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S&L Scandal Fuellng Underdog s Senate Bid

Attacks on ‘Szlverado Desperadoes’ Revitalize Democrat s Primary Campazgn in Colorado

By John E. Yang

Washington Post Staﬁ Writer

DENVER Aug. 11—Carlos Lu-
cero, dismissed just weeks ago as a
certain loser in the race for the
Democratic Senate nomination in
Colorado, has revitalized his under-
dog campaign with the help of a
president’s son and a failed Denver
savings and loan.

The 49-year-old attorney has
been far outspent and out-organized
by his opponent, Josie Heath. He
cannot afford consultants, polls or
television commercials. His cam-
paign manager just turned 22 and
was promoted in June from being
his driver.

Although still trailing Heath by a
significant margin going into Tues-
day’s primary, Lucero appears in
newspaper polls to be faring better
than his mismatclied resources
might suggest. A Denver Post sur-
vey, conducted with Denver tele-
vision station KCNC and published
in Sunday’s editions, showed Heath
Jeading -36 percent to 20 percent,
with 49 percent undecided. The
poll’s ‘margin of error is 4.5 per-
centage points either way.

Schroeder (D-Colo.) called for a

Federal Election Commission inve-

sigation into the matter.

Lucero, a former director of a
thrift in his hometown of Alamosa,
has dubbed his investigators “The
Untouchables,” after the famed fed-

eral agents who fought organized

¢rime in prohibition-era Chicago.
They are led by Ed Graham, a Den-
ver direct-marketing consultant
who approached the campaign in
search of a vehicle for pursuing the

" S&L scandal.

Although Denver rewspapers
have lately become more aggres-

sive—it was the Denver Post that

broke the campaign contribution
story—it was the Lucero campaign
that made some of the early disclo-
sures in the Silverado scandal.
“He's not just getting the press;
he's doing the investigative report-
ing,” said Colorado poll-taker Paul
Talmey, who is neutral in the race.
Heath, a 52-year-old former
schoolteacher and Boulder County
commissioner, complained that Lu-
cero.is a “Johnny-One-Note. . . . We

need to elect people who have

talked about the issues.” The S&L
scandal, she said, “ought not be triv-
jalized by grabbing whatever is the
political headline.”

Heath was well-posmoned to
benefit from public outrage over

_the S&L mess with her suburban,

good-government image.

But “Lucero took on the Sll-
verado issue and made it his own,”
said Marshall Kaplan, dean-of the

University of Colorado at Denver’s .

Graduate School of Publlc Affairs.
“He captured a wave.”

Now, the furor over Silverado all
but drowns out Heath’s discussions
of environmental, education and
health care policy. :

This week, for instance, she used

the turmoil in the Middle East to
call for a national energy policy.

~

_ The Denver Post reported it in a
short story relegated to an inside
page while the uproar over. the
campaign contribution scandal dom-
inated page one.

On paper, this race should be no
contest. Heath, the more polished
of the two, has drawn on her long
involvement in environmental and
women'’s issues to develop a strong
organization of workers com-

manded by campaign manager Su-

san Casey, who presided over Gary
Hart’s surprise victory over Walter

'F. Mondale in the 1984 New Hamp-

shire presidential primary.
Lucero has a much more modest
operation. Campaign = manager

-Calisher is a novice who said his

ambition is to go to law school. “I'm
just a punk kid,” he said with a self-
deprecating shrug.

'Further, Heath had raised more
than three times as much money as

Lucero and had nearly five times as

much money in the bank by late last
month. That has allowed her to air
television commercials in the cam-

" paign’s” two closing ‘weeks, while

Lucero has been able to afford only
radio advertising for the final five
days.

While Lucero has captured the
public’s imagination, it is not clear
whether that will bring victory in a-
primary election, when voter turn-
out is usually very low. It could be
that Lucero’s one-issue campaign
appeals most to disaffected voters
unlikely to go to the polls Tuesday

.and that Heath’s organization will

get more of her supporters to vot-
ing booths.
“I don’t know if this is all going to.

_ translate into votes,” Calisher said

as he juggled telephone calls from
reporters around the country. “But
we’re doing something right.”



Luceros challenge is fueled by
the fumes of scandal that surround‘
the ruins of the bankrupt, hxgh—ﬂy-
ing Silverado Banking, Savings and
Loan Association .and its best-
known director, President Bush’s
son, Neil. With the zeal of a crusad-
ing district attorney and armed with
volunteer investigators, Lucero has
been grabbing headlines and tele-
vision time with his attacks on the
“Silverado desperados.”

His rallying cry: “I don’t care who
" they are, I don’t care if their father
is the president of the United
States—if they did the crime,
they’re going to do the time.”

“It has been a most unorthodox -
campaign,” Lucero said as his red
Jeep Cherokee rolled along farm-
land to the Adams County Fair and
Rodeo-in nearby Henderson,‘Colo :
‘ “It's become a cause.”

The balloting may not only decxde
which Democrat will vie with Rep.
Hank Brown (R) this fall to succeed
Sen. William L. Armstrong (R), who
is retiring. It could be an indication
of the power of the savings and loan
debacle as a political issue. It has
been estimated that it will cost the
federal government $300 billion to
clean up the failed savings and loan
industry nationwide.

By pounding away at Silverado,
Lucero has struck a nerve in a state
noted for clean-government atti-
tudes, where the excesses of the
energy boom of the 1970s that
went bust in the -1980s are as ev-
ident as the half-empty skyscrapers
that dot Denver’s skyline,

Lucero, who narrowly lost the
Democratic Senate nomination in
1984, talks about little else. It is the
sole theme of his radio commer-
cials.

“We're ndmg the S&L issue right
now because that’s what people are
interested in,” said campaign man-
ager Dan Calisher. -

That judgment was reinforced
when Lucero arrived at the county
fair. “I'm with you; go get those
" sons-of-guns,” Mary Arnold, a
sprightly 70-year-old Commerce
City, Colo., resident told him as she .
finished last bites of her pancakes -
and sausage. “That thing stinks.”

Other Colorado politicians are
picking up on the S&L theme, too.
Brown, who. has no competition in
the GOP primary, called this week
for -tighter federal regulation of
thrifts.

Also this week, Gov. Roy Romer
(D), who is running for reelection,
called for a state grand jury to look
into reports that a home builder
with ties to Silverado made illegal
.contributions to campaigns, includ-
ing his own. Romer gave $32,900 in
Silverado-tainted donations to the
- Resolution Trust Corp., the federal
agency overseeing the S&L
cleanup. On Friday, Rep. Patricia
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The S‘-.&'L. Cleanup Advances — Slowly

" The first anniversary of the savings and loan
bailout bill has brought forth a predictable one-two
punch from Republicans. Treasury. Secretary
Nicholas Brady proclaimed that everyone should
‘“rise above the political blame game.’’ And the Re-

_ publican National Committee ran ads blaming the

Democrats.
Republicans and Democrats can be expected to
continue the blame game through this year’s Con-

. gressional elections and on to 1992. But uniess they
want to drive the electorate to total disgust, they-

had better concentrate on managing the crisis with-
out wasting more public money.

The bailout has turned out to be more difficult
and vastly more expensive than anyone anticipated.

The final bill is now projected at $160 billion, plus -

twice as much again in interest. That's $2,000 per
taxpayer. But even as the Administration trum-
peted the headway it has made, the Federal Deposit
Insurance Corporation’s chairman, L. William Seid-
man, told Congress that outlays to bail out S.& L.’s
in the coming fiscal year would be double the earlier
estimates, and that bank losses are mounting, too.
The Administration’s progress report started
with Attorney General Dick Thornburgh’s report
that the Justice Department had got indictments of
more than 300 S.& L. executives and employees,

and, so far, 231 convictions. Three-quarters have
been sentenced to prison, and convicted executives
have been ordered to pay $56 million in restitution
— but that’s a-mere trace of what they squandered
or stole.

The Treasury followed with a report that six
million savings accounts, averaging $10,000 apiece,
have been ‘‘made whole’’; that adds up to $60 bil-
lion. The Government has taken over 472 bankrupt
institutions and closed or sold 211. At least 500 more
are teetering and likely to be taken over, shut down
or sold.

The Admmlstratxon s score card looks better
than it did a few months.ago, but no amount of suc-
cess can erase its embarrassment over the clean-
up’s slow start, the bureaucratic feuding over who
was in charge of what, the gross miscalculation of
the eventual cost, and some obviously questxonable
sales of bankrupt savings institutions.

Scrambling to cover its own embarrassment,
Congress is now moving legislation to stiffen penal-
ties for S.& L. crooks, curb political.contributions
and launch yet another i mqmry inte how this scandal
happened.

That’s all well and good. But Congress and,

" especially, President Bush must now-focus on man-

aging the bailout and avoiding a second scandal. -
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Less Political

CONGRESS HAS DONE MORE than its share to bring
about the thrift industry crisis, which will end up costing
taxpayers half a billion dollars. And having learned from

. their experience with the thrifts, some representatives

want to do the same with commercial banks. The latest
idea being floated on Capitol Hill, to make the Office of the
Comptroller of the Currency into an independent regulatory

. agency, should be sunk straightaway.

The Office of the Comptrolier is one of three federal

- agencies charged with regulating the banking system, along

with the Federal Reserve Board and the Federal Deposit
Insurance Corp. The comptroller’s particular responsibility

" is national banks — those institutions chartered by the
" federal government rather than a particular state. The

agency is part of the Treasury Department.
There’s a good argument for doing away with the

- Comptroller’s Office altogether and letting the Fed take
- charge of the national banks. Congress, however, wouldn’t

dream of doing that, because the banking industry loves to

~be able to choose which regulator it does business with.
" Instead, certain congressional Democrats want to remove
- the Office of the Comptroller from the Treasury Depart-

ment and let it function on its own, in order to make bank
regulation less political.

There’s not much in Washington that’s non-political, .
and an independent Office of the Comptroller surely will
not be. Politics abhores a vacuum. If the reorganized Office
of the Comptroller is less dominated by the White House, it
will be more dominated by the members of Congress on
whom its survival depends. And we’ve seen what happens

- when that occurs: the Federal Home Loan Bank Board, the
- agency that supervised the entire savings and loan mdustry

debacle, was an independent agency.
In fact, if we recall correctly, Congress “solved” the

thrift crisis last year by stripping the bank board of its

independent status and putting it under the thumb of the
Treasury Department. Apparently there’s nothing wrong
with politicizing bank regulation when it means tossing the
other party a grenade.
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TOUGH — BUT LATE

Stiff penalties for S&L crooks.only part of solution

the House passed its own tough bill to

. punish savings and loan thieves as

. Congress packed for its August vacation. While

' this belated interest in seeing that thrift crooks

- get justice is welcome, both houses’ bills

-amount to locking the barn door long after the
horse has been stolen.

This is an election year. So there was biparti-
san urgency in passing the bills before the
lawmakers headed home to face their constitu-
ents. These voter/taxpayers are quite justifi-
ably angry about having to pay most of the
thrift industry’s $500 billion bailout costs.

Don’t be too impressed by the stiff penalties
in either the House bill or its Senate counter-
part, which is incorporated in an omnibus
crime bill passed July 27. As House Banking
Commiittee Chairman Henry Gonzalez, D-Tex-
as, a critic of the House measure, observed:
‘'This bill is touted as addressing the thrift cri-
sis, but it will not deal with those who brought
the thrifts to insolvency, because theu' crimes
‘were committed several years ago.”

NOT TO BE OUTDONE by the Senate,

" “The Bush administration rightly opposes the»

Hpuse bill's creation of a bipartisan commis-
sion to study the causes of the S&L fiasco on
the grounds that it could interfere with thrift
fraud prosecutions. Yet the administration has

) dropped its opposition to a similar but (it

claims) less-intrusive Senate proposal.

Among the House bill's penalties are life
sentences for so-called kingpins in financial
institution fraud. This is identical to a provision
of the Senate bill. (The statute of limitations
would be extended from five to 10 years for a
series of crimes involving financial institutions
to permit prosecution, even if the crimes were
committed in the early 1980s.)

Both bills’ tougher penalties for white-collar

crime are overdue. But we will have to see

how many of them survive after the House and
Senate consolidate their respective measures
into a single piece of legislation. .

Another test of our lawmakers' determina-
tion to clean up the thrift mess also awaits
them when they return to work in September:
Will they try to duck a vote on $100 billion
needed for the S&L bailout and pass a stopgap
measure of $10 billion or less? That possibility
was mentioned by a Treasury official last week.
It would be a way to finesse a politically un-
popular task until after the election.

It is much easier to pass bills getting tough
on S&L crime than it is to burden the taxpayers
with more debt. But the longer hundreds of
failed thrifts remain open, the more they will
cost finally to liquidate or to sell.
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' Washmgton -

$1,000 cash
money and a
bunch of prom-
ises to federal
banking au-
thorities.in De-

LARS-ERIK
NELSON

and wound up

mth both the most pmﬁtable savings bank

in Texas and the prospect of $3 billion in
federal subsidies. .

This is one of the greatest parlays i m the

history of finance: — and, as it happens,

the most engaging character to eémerge
from this savings and loan scandal, a good
ol ‘boy from the backwoods who needed
help in negotiating the murky ways of
Washington. If you made a movie of his op-
erations, it would have had to star W.C.
Fields. Unfortunately, it would be ex-
tremely expensive.

In 1976, Fail was indicted for i msurance

fraud in Alabama but pleaded his compa- -

ny — not himself — guilty. This indictment
would have been enough to dlsquahfy him

James Fail took -

s cember 1988 .

from takmg over the Texas banks, but
somehow he never quite disclosed it on the
appllcatlon forms. By his own admission,

Fail is not too good with little details like

filling out forms that list a man’s criminal
record. He checked the wrong box where it

_said, “Have you ever: been indicted?” He
. checked “No.” .

He is not too good at blg details, elther

In 1989, the federal government gave
him $275 million in subsidies for his new
bank, Bluebonnet Savings and Loan. Sen.

. Howard Metzenbaum (D-Ohio) asked him

about that: “How much did the federal gov-

" ernment put into Bluebonnet in 1989?” -
one of the most entertammg Fail is by far -

Fail: “Senator, I'm not an accountant.”
Who keeps track of little things like a quar-

. ter ofa billion dollar gift ﬁ'om the govern-

ment? .

Metzenbaum: “The amazmg thing to me
is that you’re not an accountant but you're
sure wonderful about handling figures.”

Fail (modestly):.“Thank you.” :

How does Fail operate? One transactlon

- gives a clue. In early 1989, Fail, who had *

Just taken- over the group of defunct sav-
ings and loans that he combined into Blue- -

. bonnet S&L, owed one of ‘his backers, $5

muhon. At the time, however Fail had
only $25,000 in his banking account.-

‘This is what he did: He had an insurance
company that he controlled lend the back-
er, Robert Shaw, $5 million. Shaw then
lent Fail back the $5 million as a personal
loan with no collateral. Fail then used this
$5 million to pay Shaw the interest.

Does this make sense? No? Then clearly
you are not eqmpped to run a federally
subsidized savings and loan. Metzenbaum
wondered why Fail dldn't simply borrow
the money from his own lnsurance compa-
..nies to pay Shaw.

Fall's eyes widened in wonder at this

_ suggestion.: “Senator,” ke said, “I would .

not make the loan to myself dirgctly. I was
not credit-worthy at that point.” In proof of
this, he never repaid the $5 million he bor:
rowed from Shaw: Somebody is out $5 mil-
“lion "on this transactxon, and I suspect it
w:ll not be Jim Fail. -

How did this unpovenshed absent-

minded, slightly disreputable fellow ever -
getco trol of a federally insured, federally .
“ sisbsidized” S&E? After all, this’is a man -

who is too smart to lend himself money —
but the U S. govemment tmsted hnm

How to ‘parlay’i in language of S&Ls -

enough to gwe him'a bank. .

The answer is he hired an mtermedlary,
Robert Thompson, a former aide to then-
Vice President Bush, who knew all the
right people. Fail said Thompson made
the paper work flow.

And indeed it did. To acquire Bluebon-
net, Fall took $35 million from one of his
insurance companies — an action that has

prompted an investigation by Arizona in-

surance regulators. He borrowed another
$35 million from Shaw by pledging all his_
personal wealth to a’ company controlled
by Shaw. In fact, Shaw did not come up
with the $35 million until Fail offered as
collateral 100% of the stock of the holding
company that owns Bluebonnet. -

. This appears to be against the law. You

- can’t use. the-stock of a bank as collateral
. to raise the money to take over the bank.
-Fail did it. With Thompson’s Ronald Rea-

gan-administration contacts, Fail accom-
plished-a $1,000-down, leveraged buyout of
Bluebonnet, a money-making machine that
will be subsidized by your taxes. Jim Fail,
you remember, is not the cause of the sav-
ings and loan scandal. On the contrary, as
he points out, he is the solution.
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S&L bailout helps the rich get richer

WILLIAM RASPBERRY

WASHINGTON — Treasury Undersecretary Robert
R. Glauber, pressed by increasingly testy ‘members of
the House Banking Committee to put a high-end figure
- on the cost of the savings-and-loan bailout last week,
finally became testy himself.
“It's going to cost what it will cost,” he said.
It was an underestimate. Whatever the taxpayers’
bill for the S&L scandal — at least $100 billion in the

. next fiscal year, with final estimates ranging from a- .

third of a billion dollars to more than a trillion — it will

cost more. One additional cost is in the failure of the

Resolution Trust Corp., the agency charged with over-

seeing the bailout, to use the disaster to relieve the

housing problems of the poor.

The law creating the RTC authorizes. 1t to sell low-
priced homes in its inventory at reduced prices and
financing. But advocacy groups say the agency has re-
fused to make available the information necessary to
implement that provision of the law.

. One of them, the Association of Commumty Organi-
zations for Reform Now (ACORN), is suing the RTC in
an attempt to force compliance with the affordable-
housing provision.

*Congress intended that the ballout be used to begin
to solve the housing crisis.” ACORN’s national president
Maude Hurd said at a Chicago press conference an-
nouncing the suit. “The RTC has turned a deaf ear to
our pleas to be included in that process, as the iaw
allows. It will have to listen to the court.”

Under the bailout legislation, certain foreclosed
‘properties are reserved for purchase by low- and mod-

“ erate-income families. It further requires that access to

“those properties be limited to low-income families and
nonprofit organizations — like ACORN — for 90 days
and specifies that information on the properties be dis-
seminated through nonprofits.

“Despite ACORN’s repeated efforts to ensure com-

pliance,” ACORN said at its press conference, “the RTC .

is disposing of eligible properties without following the
procedures of the law. In addition, the RTC has contin-
ued to do nothing about appointing ACORN or other
organizations as clearinghouses, and the agency seems
unwilling or unable to provide ACORN with the infor-
mation it needs to bring affordable housing to low- and
moderate-income people.”

It's probably true, as Glauber said, that it’s impossi-

ble to come up with a reliable figure for the bailout's
final cost. Not only are the thrifts continuing to fail, but -
it is impossible to know how much money will be re-
captured by the sale of foreclosed real estate, or how
much will be needed to cover unpaid real estate taxes
on many of the properties. That will “cost what it will
cost.”

But the added cost of failing to use the provisions of
the law to assist low-income families is avoidable — at

- least in the case of those properties remaining in the

RTC inventory. ACORN hopes its suit will force the
RTC to do the right thing.

ACORN, a nationwide organization of low- and mod-
erate-income peopie, has been in the forefront of the
fight for affordable housing. It is seeking a preliminary
injunction to stop the sale of eligible houses until the
suit- is. settled.

Thursday’s .announcement was made at a house
seized by ACORN activists in the repeat of a tactic that
already has landed four members in jail. The members .
had squatted in three RTC-owned houses last month, in .
an attempt to force the RTC's hand. Later the agency °
announced that one of the homes had been sold to an !
investor. . !

Which makes ACORN's point. The organization and
other advocacy groups, including the Financial Democ-
racy Campaign, have argued that it was principally the
rich who benefited from the deregulation that brought
on the S&L crisis in the first place. And now, thev say.
the rich are benefiting from the crisis, as investors snap
up foreclosed properties at fire-sale prices. -

The law, which ACORN worked to pass, anticipated
that wealthy investors could reap windfall profits from
the resale of foreclosed houses. For that reason, the
low- and moderate-income provision was included as a
way of gaining some social good from- an economic
disaster.

For example, an estimated 70 percent of the RTC
holdings in hard-hit Texas could be offered to low-in-
come buyers. “There’'s tremendous opportunity here, -
but the program is being set up to fail,” said Thomas :
Smith, director of Texas Public Citizen. “They are not -
providing concessionary financing or discounting hous-
ing, but they are providing those benefits for people
who want to buy commercial real estate.”

ACORN is demanding not only that it be given time-
ly access to RTC’s residential listings. It also demands '
that damages be naid for homes RTC sold to specula- -
tors without first offering them to low-income buyers :
and nonprofits.
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Budgeteers look for ways to soak rich

CONGRESSIONAL QUARTERLY

WASHINGTON — For a time, the
midsummer’s hot topic in federal
fiscal conversation was a tax on the
sale of stocks and bonds. Then talk
turned to a Republican suggestion

for capping deductions for state
and local taxes at $10.000.
Both  ideas  were  quickly

. shredded. but there are more pro- -
. posals where those came from.

The real estate industry, for
example, has begun to fear fresh
inroads on the deduction for home
mortgage interest. Too popular to
assault frontally, the mortgage in-
terest break could be restricted to
one home (it can now apply to two).
Or it-could have the current “man-
sion cap” on the mortgage value
lowered (it is now $1 million). -

All of these have a common
theme: Soak the rich.

Democrats have demanded that
any tax changes made as part of a
budget deal make the overall fed-
eral tax burden more progressive —
more sensitive fo
income. At a minimum. they do not
want a package that relies exclu-
sively on such changes as higher
taxes for beer, wine, tobacco and
possibly energy — all regressive’
taxes that have been floated during
the summit.

taxpayers'’

Democrats have demanded that any tax
changes made as part of a budget deal make
the overall federal tax burden more progressive
—- Imore sensitive to taxpayers’ mcome

And members from both parties
are concerned about selling a bud-
get-reduction package that actually
makes the tax code more onerous

_ for the middle class.

“The obvious. way to address that

" is to raise the top rate on the per-
- sonal income tax,”

says Robert S.
Mclintyre, director of Citizens for
Tax Justice.

But a higher top rate has re-
mained the -Rubicon that Repub-
licans refuse to cross.

Stephen Bell. a former top Sen-
ate budget aide who is a partner in
the investment firm of Salomon
Brothers, says Republican budget
summit participants discussed rais-
ing the top rate from 28% to 33% in
mid-July in exchange for a lower
rate on capital gains.

The response from GOP senators
was “over my dead body,” Bell says.
And the House Republican
Conference, deeply disturbed at
hearing the top rate was on the
table, voted July 18 to disown any
tax increase.

Bell says that recent su'ggestions

for raising revenue from higher- -

income groups are neither trial bal-
loons nor attempts to lure Demo-
crats into a deal.

“They're not trying to get Demo-
crati¢c acquiescence: they're trying

. to get Republican acquiescence,”

says Bell. “They’re not trying to see
how the public reacts; they're try-
ing to see whether Republicans
themselves can coalesce.”

A tax on.the sale of stocks and
bonds would seem an  unlikely
choice for spurring GOoP
coalescence, given the party's com-
mitment to encouraging investment.

But then the excise tax on securi-
ties transactions has had an un-
likely champion — Treasury Secre-
tary Nicholas F. Brady. who came
to government from a career on
Wall Street.

The tax would serve several

“-objectives. It would raise revenue,

it would at least appear to “soak
the rich,” and it would be struc-

tured to discourage the rapid turn-
over or “churning” of assets — a
longstanding Brady policy goal.

As proposed by Brady. the tax
would equal one-half of 1% of the
sale price on all stocks and bonds
other than securities issued by the
U.S. Treasury. It would not matter
whether the seller realized a profit
or suffered a loss in the transaction.

The Congressional Budget Office
has estimated such a tax would
yield about $12 billion in new reve-
nue annually, or about half the rev-
enue target of the current budget
summit.

But opponents — including many
economists as well as’ investors,
brokers and pension fund managers
— say 'revenue would be disap-
pointing because the tax-would dis-
courage asset sales and some inves-
tors . would shift to ° foreign
exchanges. Economists' say this
would hamper the flow of capital to
its most efficient uses and raise the
cost of capital to U.S. enterprises.

If the securities transaction tax -
has few friends, the idea of limiting
deductions for state and 'local
income taxes summons a host of old
enemies.
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S&L issue changes :
(Colorado primary

By James Coates
Chicago Tribune

DENVER—AnR underdog’s pri-
mary election campaign in Colora-
do could mark the first time a poli-
tician ‘has translated public anger
over the savings and loan scandal
into success at the polls.

In two months, Carlos Lucero,-a
political unknown, has ridden the
S&L issue to come from 30 points
behind front-runner Josie Heath
and become a contender for the
Democratic Senate nomination in
Tuesday’s primary that pollsters
now say is too close to call.

Both campaigns attribute Lu-

cero’s success to a series of -

headline-grabbing disclosures he
made about some of the thrift
scandal’s most flamboyant targets.

Many of Lucero’s blatantly parti-
san investigative efforts have fo-
cused on President Bush’s son,
Neil, and his actions as a director
of Silverado Banking, Savings and
Loan Association, which was taken
over by federal regulators in 1988
in one of the worst S&L collapses
to date.

Lucero, with the help of a group
of aides who call themselves “The
Untouchables,” develops informa-
tion the way investigative reporters
operate: poring over public records
for details about business transac-
tions, analyzing public lists of po-
litical contributions and inter-
viewing sources.

The resulting. disclosures, often
announced at news conferences on
the sidewalk in front of Neil Bush’s
office in downtown Denver, have
won Lucero substantial name re-
cogniton in Colorado and have
prompted congressional investiga-
tions in Washington, nationwide
FBI probes and at least one Colo-
rado grand jury investigation.

Lucero, 49, a lawyer from the
small town of Alamosa, and Heath,
52, a well-known Boulder County
commissioner and one of six
women seeking Senate seats na-
tionwide this year, are vying for the
Democratic nomination to fill the
seat being vacated by Republican
Sen. Bill Armstrong, a popular
conservative. The winner of Tues-
day’s primary will face Republican
Rep. Hank Brown in November.

Heath, who has raised almost $4
for every $1 donated to Lucero’s
campaign, has focused on social
and economic issues but has con-
sistently made her own strong
statements demanding full dis-
closures about S&L wrongdoing.

To counter Lucero’s challenge,
Health this weekend is sending out
TV andiradio spots underscoring
her substantial political record and
her nationwide support. She hopes
to overcome Lucero’s Silverado-
based headlines by hammering
away on the fact that Lucero has
become a one-issue candidate.

Some of Lucero’s disclosures:

® Last week FBI ‘officials ac-
knowledged a criminal investiga-
tion is under way into charges first
leveled by Lucero that officials at

-Silverado and executives of a large

real estate development -company,
M.D.C. Holdings Inc., improperly
pressured subcontractors to make
political donations to candidates
who favored building Denver’s new
airport on and near land owned-by
Silverado and M.D.C.

Colorado’s Democratic Gov. Roy

Lucero " Heath

Romer, an airport_supporter who
acknowledged receiving donations
from the subcontractors, also or-

dered a grand jury investigation

into the allegations.

® Two weeks ago Lucero dis-
closed the existence of 174 secret
trusts established by Silverado fig-
ure Kenneth Good in far-flung
rural Colorado counties. Good is a
flamboyant Denver real estate de-
veloper and a major business part-
ner of Neil Bush’s in a defunct en-
ergy company.

Good hassaid most of the trusts
are worthless and all were created
before 1981, well before he bor-
rowed any money from Silverado.

@ Earlier, Lucero produced docu-
ments -to show that Good donated
$100,000 to the Republican Na-
tional Committee after he defaulted
on more than $32 million in Sil-
verado loans, pleadinaf bankruptcy.
Lucero said Good also maintains
homes in Florida and Manhattan.

At one point, Bush urged fellow
directors to issue Good a $900,000
letter of credit, a move federal re-
gulators now charge was improper.

@ Lucero followed the disclosure
of Good’s trusts by showing that
Neil Bush had bought a $550,000
house in Denver from M.D.C. in

‘April and had placed it in the

name of his wife, Sharon.
Bush said he put the house in his
wife’s name for “estate planning

purposes.” His assets could be
seized by the government if there is

a finding of wrongdoing in his Sil-

_verado actions.

Throughout the controversy,
Bush has insisted that he dcted
properly at all times, but federal re-
gulators will hold a hearing in Den-
ver in September to examine
charges that he engaged in “unsafe
and unsound” banking practices.

Meanwhile, as a result of Lu-
cero’s disclosures, House Banking
Subcommittee Chairman Frank
Annunzio (D-IIl.). has summoned
Good to Washington hearings that
will explore whether Good and an-
other Neil Bush associate, develop-
er Bill Walters, concealed trusts
and lied when they testified this
spring that they were broke.

News reports in California show
Walters living in-a $1.9 million Los
Angeles mansion and driving ex-
pensive cars, all owned by a trust
in his wife’s name. Walters defaul-
ted on $100 million in loans, many
of which Neil; Bush' voted to ap-
prove, after the two became busi-
ness partners. ) -

Political columnists at the Den-
ver Post and. Rocky Mountain
News have called Lucero’s Silvera-
do-dr,gven media coverage “free

press. .
* But Dan Calisher, the Lucero
campaign manager countered,
“What Carlos has to say is news,

‘and it is very important news at

that. He earns the time he gets in

- the media.”
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Bush Urges

Reductions

In Budget

Brady Joins Chorus,
Despite Gulf Crisis

By Steven Mufson
Washington Post Staff Wnter

The Persian Gulf crisis and the
prospect of rising oil prices should
not deter Congress and the adminis-
tration from reducing the size of the
federal budget deficit, President
Bush said yesterday, echoing the
views of congressional leaders.

“I still think it's absolutely essen-
tial to get a budget agreement,” the
president said at a press conference
that dealt mainly with the Guif crisis.

At the same time, Bush again sig-
naled that he might renew partisan
attacks on Democrats for the budget
stalemate. In reference to an earlier
truce in political jousting over the
budget talks, Bush said, “I don’t feel
bound by an agreement that I've told
the congressional leaders is no lon-
ger in effect.” He added, “I feel like a
liberated human being now.”

Bush’s comments came amid
speculation among some economists
and business leaders that the pros-
pect of a recession should make law-
makers more cautious about deep
cuts in government spending this
year.

But in a speech before the Nation-
al Press Club yesterday, Treasury
Secretary Nicholas F. Brady also
called for budget cuts, declaring “the
problems facing the U.S. can be bet-
ter handled if we have the budget
deficit under control.”

Brady hinted that the Bush admin-
istration might favor a smaller defi-
cit reduction in the first vear of the
five-year package that 1s being nego-
tiated. “I'm not sure that the first
year figure [for cuts] will come out
to exactly $50 billion,” Brady said in
reference to the target set at the
budget summit. But, he added, “We
cannot be strong when the budget
deficit is where it 1s.”

With the conflict in the Persian
Gulf making business leaders increas-
ingly skittish about the economic out-
look, attention focused vesterday on
the health of the economy.

The U.S. Chamber of Commerce
said that the economv is sliding into
a recession and it accused the Fed-
eral Reserve Board of being the

See ECONOMY, E3. Col. 4

ECONOMY, From E1

chief culprit. But a report by the Federal Re-
serve Board said there 1s “continued eco-
nomic growth,” even though “the pace was
slow or had slackened recently.”

The Fed's so-called “beige book,” a sum-
mary of economic activity prepared for use
by the central bank’s main policy-making
body at'’its next open market committee
meeting, scheduled for Aug. 21, surveyed
the central bank’s regional offices. In break-

.ing down the economy’s performance, the

central bank’s report said that retail sales
are “a little better than a vear ago or soft,
with weaker-than-expected demand for big
ticket items.”

The Federal Reserve added that manufac-
turing activity is flat, though in some regions
there was growth in tradable good.

The beige book noted that real estate con-
struction and sales and housing activity in gen-
eral remained below that of 1989 as the inven-
tory of unsold housing stock remained high.

The Chamber of Commerce said, howev-
er, that the economy will stall in the third

quarter of this year and slide into negative
growth rates in the final quarter of 1990 and
first quarter of 1991, according to Richard
Rahn, vice president and chief economist of
the chamber.

While the Persian Gult crisis and the pros-
pect of rising oil prices could hurt the econo-
my, Rahn put most of the blame for the slow-
down on the Federal Reserve. “The
impending recession is not the result of Iraqi
adventurism in the Middle East,” Rahn said.
“It is due to bad economic policy by the U.S.
government. The Federal Reserve has left
the economy no margin of error. ... The
Iraqi invasion of Kuwait only makes a bad sit-
uation worse.”

Brady also called for lower interest rates
yesterday. Unlike Rahn, Brady asserted that
the economy is continuing to grow, albeit at a
slow rate. Brady said that “economic growth
in this country is still going up. Not as fast as
we would want, but it is still going up.”

While Brady admitted that an increase in
the price of oil would “impose additional
hardship,” he said the Bush administration is
“not contemplating a recession.”
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Post

Hill Leaders Press for Deficit Cuts

Budget Negotiations Urged Despite Mideast Crisis, Recession Threat |

By John E. Yang and Steven Mufson
Washington Post Staff Writers

Congressional leaders said yes-
terday that the threat of a reces-
sion, which has been aggravated by
the turmoil in the Middle East,
should not deter White House and

congressional negotiators  from
seeking a substantial cut in the fed-
eral budget deficit.

House Speaker Thomas S. Foley
(D-Wash.) told reporters that law-
makers should resist the “beguiling”
arguments that “the economy will
be too weak for” the $50 billion in
spending cuts and tax increases the
' pargainers hope to achieve.

“It is tremendously attractive to

* members of Congress to think that
this whole problem of the budget
summit might just conveniently dis-
appear a month before elections,”
Foley said. “We ought not let the
easy decisions predominate.”

Even before the Persian Gulf cri-
sis, the economy had been lacklus-
ter: The civilian unemployment rate
rose sharply in July to 5.5 percent
and the economy grew only 1.2 per-
cent in the past 12 months, the
smallest increase since the last re-
cession ended more than seven
years ago.

And if the U.N. Security Council
succeeds in implementing the total
embargo on Iraq and Kuwait it ap-
proved yesterday, oil prices will

likely skyrocket—along with the
chances of recession in the United
States. That would make it a bad
time to put a further drag on the
economy with new taxes and re-
duced federal spending, some econ-
omists argue.

“The best time to have cut the
deficit would have been when the
economy was doing well and oil
prices were falling, like they were
in 1986,” said Harvard University
economics professor N. Gregory
Mankiw.

But Senate Budget Committee
Chairman Jim Sasser (D-Tenn.) said
that the price of not cutting the def-
icit would be greater than the price
of making the cuts. “We still need to
go ahead with a significant deficit-
reduction package,” he said. “That’s
the only way the Federal Reserve
Board is going to be able to lower
interest rates.”

Depending on what happens to oil
prices in the next three weeks, an
administration official suggested it
might be wiser to seek a small def-
icit cut in fiscal 1991 and -larger
cuts later on.

The Gramm-Rudman-Hollings
deficit-reduction law allows Con-
gress to suspend the statute’s
mechanism for automatic, across-
the-board cuts if the administration
either projects two consecutive
quarters without economic growth
or reports two back-to-back quar-

ters in which the economy grew
less than 1 percent in each period.

The turbulence in the Mideast
could limit the budget negotiators’
options. With gasoline prices aiready
rising by as much as 15 cents a gal-
lon, bargainers are less likely to look
to an increase in energy taxes as part
of the deficit solution.

“Things like energy taxes become
more difficult in the middle of an em-
bargo,” Foley said. “It makes accep-
tance of enmergy taxes more diffi-
cult—not necessarily less desirable,
but politically more difficult.”

“If you get a substantial increase
in the price of oil, you don’t want to
further escalate the price of energy
and put more inflationary pressure
on the economy,” Sasser said.... )

Meanwhile, 18 senators urged-
President Bush to appoint a task
force to investigate what they de-
scribed as “unwarranted” increases
in oil and gasoline prices, and Sen-
ate Minority Leader Robert J. Dole
(R-Kan.) called for a Justice Depart- -
ment probe into possible violations
of price-fixing laws.

Sen. Joseph I. Lieberman (D-
Conn.) said Bush should call on the
oil industry to roll back its price in-
creases, which he said amount to
overcharges of $12 million to $42
million a day.

Staff writers Helen Dewar and Tom
Kenworthy contributed to this report.
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Bush will resume hard push
for deficit reduction package

By Karen Riley

THE WASHINGTON TIMES

Crisis in the Middle East, higher
oil prices and signs of growing eco-
nomic weakness give all the more
reason to negotiate a deficit reduc-
tion package, participants in the

- budget summit said yesterday.

“I still think it's absolutely essen-
tial to get a budget agreement [with
Congress), and that’s going to re-
quire a lot of principle,” Mr. Bush
told a news conference.

The president hinted he soon will
resume public criticism of Demo-
crats’ negotiating posture, aban-
doning his pledge to congressional
budgeteers that he would not disciss
the negotiations publicly. -

“I don't feel bound by an agree-
ment that I've told the congressional
leaders is no longer in effect” he
said.

Treasury Secretary Nicholas
Brady said the Iraqi-Kuwait situa-

tion underscores the need to address
the government’s fiscal problems
now when sacrifices are still possi-
.ble. Not to do so could deny the na-
tion much-needed flexibility in cri-
sis situations, he said.

“The budget deficit does not help
when you're trying to do that job,”
Mr. Brady said in answer to ques-
tions following his speech to the Na-
tional Press Club.

Enacting a credible plan could
give the economy a welcome boost
by lowering interest rates, he said.

While Mr. Brady said the White
House still supported slashing the
deficit by about $50 billion in fiscal
1991, he said the final figure could
be a subject of negotiation, the first
indication that the summitteers
might scale down their efforts in
light of recent events.

But Senate Minority Leader Rob-
ert Dole said the White House still
advocates cutting the deficit by $500
billion over five years, but he con-
ceded they may “go back and review
the mix.” .

The participants are scheduled to
reconvene sometime argund.Sept. 5
to try to reach an agréément before
Congress returns from its summer
recess Sept. 10.

A spokesman for Mr. Brady said
there have been no discussions
about moving up the date for the
talks.

Congressional participants in the
budget talks echoed the administra-
tion's views yesterday. “What has oc-
curred does not change my view that
a budget agreement is important, is
indeed necessary,'said Senate Ma-
jority Leader George Mitchell.

If anything, he said, current con-
ditions contribute a sense of ur-

gency that might assist in reaching
an agreement.

*I still think we ought to proceed.”
said .Mr. Dole.

The Office of Management and
Budget has predicted that the deficit

should amount to $168.8 billion in
1991, but the budget gap would
climb to $231.4 billion when the cost
of the savings and loan bailout is in-
cluded. "

Many private analysts fear that
any attempt at serious deficit reduc-
tion at this time would only push the
already shaky economy into a reces-
sion.

Federal spending is one of the
components that make up the na-
tion’s gross national product, and
any reduction could lower the GNP

And an economic contraction
would only worsen the deficit prob-
lem.

OMB calculates that a 1 percent
reduction in the nation’s gross na-
tional product would add $5.6 billion
to the federal deficit in 1990 and
$14.2 billion in 1991.

Richard Rahn, chief economist of
the U.S. Chamber of Commerce, re-
leased a forecast yesterday predict-
ing a recession will begin this year
and carry into 1991. Such a contrac-
tion will raise the deficit by reduac-
ing tax revenues and atfomatically
increasing some safety-net expendi-
tures, he said.

“I think that given the uncertainty
at the moment, this notion of trying
to do the great deficit reduction
probably ought to be put on hold;”
Mr. Rahn said. He urged Congress
and the White House to adopt more
modest deficit reduction goals and
by no means to raise taxes.

On Tuesday, House Budget Direc-
tor Leon Panetta, California Demo-
crat, was quoted as saying that “any-
body who thinks we’re not being
forced into a re-evalution these next
few weeks is kidding themselves.”

He indicated that the negotiators
might want to consider lower targets
for tax increases and budget cuts
and put more emphasis on reducing
the deficit in fiscal years beyond
1991.
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Economy was mired
long before oil mess

By John D. McClain

THE ASSOCIATED PRESS

The U.S. economy was slackening
well before higher oil prices result-
ing from the Iraqi invasion of Ku-
wait threatened to push it closer to a
recession, the Federal Reserve re-
ported yesterday.

While a survey of the 12 Fod dis-
tricts found the nation's cconomy
continuing to grow, “most noted that
the pace was slow or had slackened
recently,” the central bank said.

. .- Many economists fear higher en-

ergy costs could shock an already
soft economy into recession.

see MESS, page A5

® Chunges of the '80s put D.C. area
in unfamiliar position. Page C1

From page Al

The U.S. Chamber of Commerce
predicted yesterday that even with-
out higher energy costs, the econ-
omy would grind to a standstill dur-
ing the current quarter and then fall
intoa recession starting in the fourth
quarter.

Richard W. Rahn, chamber vice
president and chief economist,
blamed the Middle East crisis less
than the Fed’s policies on credit and
interest rates, which he called “mnis-
guided economic policy”

And Treasury Secretary Nicholas
F Brady said he and President Bush
also want the Fed to give economic
growth a boost by lowering interest
rates, observing that strong growth
is particularly important as the
United States responds to Iraq’s in-
vasion..

“Everybody wants lower interest
rates. ... At this point in time in the
United States, economic growth is
very important,” he said at a news
conference.

The Federal Reserve Bank of At-
lanta completed its survey July 27
for use at the Aug. 21 meeting of the
central bank’s Federal Open Market
Committee. Its results were re-
leased in its Beige Book, a periodic
economic summary.

The committee, which establishes
U.S. monetary policy, adopted a tight
credit policy more than a year ago to
slow the economy and lessen infla-
tionary pressures. But as evidence
of a weakening economy mounted
even before the Middle East erup-
tion, many officials and economists
were calling for a looser grip to stim-
ulate growth,

Meanwhile, the chairman of the
President’s Council on Economic
Advisers said it was too soon to fore-
cast accurately the potential effects

of recent oil price increases on the
nation's economy.

“It could be significant and it
could be modest,” Michael Boskin
said in Traverse City, Mich., while
attending a management seminar
“For the kinds of price increases
we've seen thus far, it’s likely that the
economy would be able to absorb
them.”

But he said if the price of crude
oil settles in a $25- to $28-a-barrel
range, as has been estimated, it
would shave 0.5 to 0.7 percentage
points off of increases in the gross
national product and would add one
percentage point tothe consumer
price index.

“Then the inflation rate would
drift back down,” he said.

The Commerce Department re-
ported the economy grew at a mea-
ger 1.2 percent annual rate in the
quarter ending June 30 and just 1.7
percent in the previous three-month
period. Another sign of a slowing
economy came last Friday when the
Labor Department reported that un-
employment rose to 5.5 percent, the
highest level in two years.

Mr. Rahn of the U.S. Chamber of
Commerce predicted “the economy
will grind to a virtual standstill dur-
ing the third quarter of this year and
actually contract by 1.4 percent in
the fourth quarter”

He added, “Our forecast shows
the economy continuing to experi-
encenegative real growth in the first
quarter of 1991 and practically no
growth in the second quarter”

While the Fed’s latest survey
found sluggish growth continuing in
the third quarter, it also indicated
inflation was not subsiding.

It said wages in some districts
were rising between 3 percent and 5
percent, in most cases excluding
benefits. At the same time, some dis-
tricts reported widespread price in-
creases while other said businesses
were having to absorb higher costs
at the expense of profit margins.

“Retail sales were generally de-
scribed as a little better than a year
ago or soft, with weaker-than-
expected demand for big-ticket
items cited most often,” the survey
said.

- “Retailers in New York City are
less optimistic about the outlook
given the continuing layoffs at banks
and brokerage firms, while those in
St. Louis expressed similar views in
light of anticipated defense cut-
backs,” it added.

Residential real estate construc-



tion and sales were below their 1989
pace, often because of high inven-
tories which in many cases caused
falling prices, the survey found. The
soft housing industry also was caus-
ing weak sales of home furnishings
and appliances.

Overall manufacturing activity
was flat, the survey found, although
it varied from industry to industry.

Demand for domestic steel was
up, partly due to auto production. At
the same time, the survey found ve-
hicle sales either flat or below year-
ago levels.

But with the exception of steel
and commercial aircraft, manufac-
turing inventories and lead times
were said to be slowing.

Most districts also reported em-
ployment was either flat or likely to
weaken based on announced layoffs.

“Several districts report that the
pace of commercial loan growth has
recently slowed and some indicate
that its levels are below those of a
year ago,’ the survey found.

Lending to consumers also was
off, but not to the extent of commer-
cial loans.

The survey found the outlook for
agricultural production generally
good, although poor weather condi-
tions were hurting crops in some
areas.
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S&L reformers still unabie to silence critics

By David R. Sands
THE WASHINGTON TIME S

One year to the day after Pres-
ident Bush signed the most far
reaching and expansive financial in-
stitution reform bill since the Great
Depression, the looming question is:
Has the government destroyed the
savings and loan industry inorder to
save it?

Key architects of the Financial In-
stitutions Reform, Recovery and En-
forcement Act in recent days have
taken credit for a number of short-
term results in the 365 days since the
hill was signed.

Calling the bill a “depositor res-
cue bill;” Tyeasury Sccretary Nich-
olas Brady said yesterday that the
administration has made consider-
able progress closing bankrupt
thrifts, imposing tough new operat-
ing and capital requirements on sur-
crooks behind bars.

“I'he problem is immense and the
solution isn't painless, but the job is
getting done,” Mr. Brady said.

But critics of FIRREA, of which
there is no shortage. have attacked
the bill from all sides - for doing too
much, for not doing cnough and for
custing too much in what it has done.

James Barth. a former chief econ-
omist with the Federal Home Loan
Bank Board and now a finance pro-
fessor at the University of Auburn,
warned that unless key provisions of
the bill are changed to allow S&I.s to
diversify and to impose market dis-
cipline on both S& L owners and cus-
tomers. “the savings and loan disas-
ter will only get worse”

For what was ence a sleepy back:

water financial service industry
dealing almost exclusively in resi-
dential mortgages, the S&L crisis of
the 1980s has had huge economic,
regulatory, budgetary and political
consequences. The bill for the clean-
up will certainly exceed the $166 bil-
lion called for by FIRREA, and could
go as high as $200 billion in 1990
dollars, according to the Federal De-
posit Insurance Corp.

Thie rising losses are forcing the
pace of delicate budget deficit nego-
tiations.undetway between the ad-
ministration and Congress. And the
scaring question of who's to blame

_their best assets to meet tougher

new capital-to-asset ratios imposed
by FIRREA. Many of these assets
have been snapped up by commer-
cial banks, who have also moved
heavily into the thrifts traditional
mortgage business.

Turning film critic, Deputy ‘Trea-
sury Secretary John Robson calls
the S&L bailout effort “‘a movie in
which no Oscars arc pgoing to be
awarded,” but adds, "I really think
we can look back on the past vear
with satisfaction.”

That’s not a unanimous position.
Critics fault the rescuc bill both for

“You are going to see more failures in the
future because thrifts are going to be put back
in the same old box where they can'’t diversify.”

for the debacle is already shaping up
as a key issue in the upcoming No-
vember elections.

The savings and loan industry isa
far different one from even a year
ago. The mammoth new Resolution
Trust Corp., the principal govern-
ment agency supervising the bail-
out, has seized control of 472 insol-
vent S&Ls, closing 211 through
yesterday. The RTC has sold or liqui-
dated $73 billion in assets from these
thrifts and paid off 6 million insured
S&I., accounts worth $62.8 billion.

Many surviving S&Ls — includ-
ing regional giants such as Perpet-
ual Savings Bank and Trustbank
Savings — have had to sell some of

what it did and what it failed to do.

Mr. Barth said the key failing of
the bill is an obscurc provision
called the “qualified thrift lender”
test, or QTL. FIRREA mandated
S&Ls must have 70 percent of their
assets in residential mortgage as-
sets.

“You are going to sce more fail-
uresin the future becausc thriftsare
going to be put back in the same old
box where they can’t diversify,” Mr.
Barth said.

More fundamentally. critics say,
FIRREA postponed a serious debate
on a key piece of the S&L puzzle —
the role of federal deposit insurance
in ballooning the losses. FIRREA

called for a study of deposit insur-
ance — due out in February — but
the critics say another S&I. or bank
bailout is inevitable unless the sys-
tem is changed.

Bert Ely, the Alexandria analyst
who emerged as the most prescient
forecaster of mounting S&L. losses,
credited the Bush administration
and FIRREA for “finally putting se-
rious money on the table™” to deal
with S&L losses. But heimmediately
adds that deposit insurance reform
remains vjtal. -~~~

S&L high-flyers felt no compunc-
tion about the risks they weretaking,
he argucd, because of the explicit
federal guarantee that dcpositors
would not lose their insured funds.
Depositors had no reason to shun
risk-taking thrifts for the same rea-
son. And prudent bankers werc in
effect penalized because they had to
pay the same rates as their reckless
competitors for deposit insurance.

Mr. Ely, who favors a privatized
deposit insurance system, said, “It
has become absolutely imperative 1o
get the federal government out of
the deposit insurance business, a
business which the govermnent had
no business getting into in the first
place.”

The administration is pressing
Congress to finance a second round
of funding for the RTC to keep the
bailout going into the new fiscal
year. More far-reaching reforms of
FIRREA may come in 1991, said 'Tbm
Miller, senior policy analyst at the
Competitive Enterprise Institute.

“If we see some key incumbents
losing their seats in Congress this
fall, we'll see alot of open minds next
vear on the Hill” he said.
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EDIC Considers
Raising Premiums

On Banks’ Fund

By Patt DUke Ju.

Staff Reporter of THE WALL STRERT JOURNATL

WASHINGTON — The Federal Deposit
Insurance Corp. is expected next week tn
consider raising the premiums paid by
banks into the fund that backs up their de-
posits.

Amid all the controversy over the sav-
ings and loan crisis. in which taxpayers
will be called on to pay at least $150 billion
fu cover the insolvent insurance fund for
thrift institutions, the adequacy of the fund
tor banks has also raised some concern,

FDIC officials have said they expect the
hank fund could suffer a loss this vear as
big as $2 billionn. which would reduce the
fund to about $11.2 billion. The fund backs
up about $2 trillion in insured deposxts at
the nation’s banks.

The FDIC's chairman, William Seid-
man, said he has asked the FDIC staff to
review the agency’s financial outlook for
1990 and 1991 to determine whether a pre-
mium increase may be necessary. Depend-
ing on the outcome of the review, the in-
crease would be considered and possibly
voted on at a Tuesday FDIC board meet-
ing, Mr. Seidman said.

The FDIC chief said he hadn't yet de-
cided whether he believed the premiums
should be increased. But his comments
suggested that a boost may be in the off-
ing.

“It's a judgment matter and we'll be
discussing it." Mr. Seidman said. “If the
indications are that the fund will be reach-
ing all-time lows and we have concerns
about what we might be facing, we'd have
to do everything we could to increase our
resources.”’

The bank premiums have already been
nearly doubled by the S&L bailout law,
signed by President Bush a vear ago
today. That law raised the annual pre-
miums tfrom 8.3 cents per $100 of deposits
to 12 cents this year and 15 cents in
1991.

The law also gave the FDIC the power
to raise premiums on its own. but not more
than 7.5 cents in any one vear. Thus the
FDIC could raise the premiums as high as
19.5 cents per $100 of deposits next year.

Just last week, Mr. Seidman told the

Senate Banking Committee that the $13.2
billion currently in the fund transiates to
about 70 cents for each $100 of insured de-
posits, the lowest level in “modern his-
tory.” he said. While the FDIC believes
SE25 Tor cach £100 Is o heaithy lever, a 52
billion loss this vear would drop the fund to
about 60 cents per $100.

Some of the statements ['ve been mak-
ing could be said to be paving the way [for
& premiumn increase | jf our review shows
it's necessary,” Mr. Seidman said. He has
also said he believes the FDIC fund is suf-
ficient to handie the banking industry's
problenis without taxpayer tunds. disput-
ing assertions by some outside analysts.

Other factors would seem to suggest
that the FDIC will have to raise premiums.
Recent statistics point to a slowing econ-
omy, and the oil price hikes following
Iraq’s invasion of Kuwait add to the threat
that the economy could tumble into a re-
cession. Moreover, real estate values in
many areas of the country are weakening
just as banks are finishing a binge of real
estate lending. All these ingredients could
produce more bank failures for the FDIC
to handle,

Premuin income. this year 1s expected
to bhe just over 83 billion, said John Bo-
venzl, a top aide to Mr. Seidman. Next
year's increase to 15 cents would bring in
another 3750 million, because each one
cent increase generates about $230 million
in premiums for the FDIC.

Troubles in the banking industry. par-
ticularty in Texas and the rest of the
Southwest. over the past few years have
depleted the strength of the bank fund. In
the past two years it has suffered the first
losses in its history: $4.24 billion in 1958
and $851 million last vear.
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Fed must halt
real recession

By GEORGE L. PERRY

he most overpredicted reces-

sion in modern memory may

finally be on the horizon —
and it could hardly come at a worse
time.

Sagging consumer demand. weak
business profits and investment and
mounting inventories provide the
classic conditions for an economic
downturn.

To these must be added the fra-
gility of many parts of the financial
system and now a surge in oil
prices arising from Iraqg’s attack on
Kuwait.

These factors both add to the
likelihood of a downturn and make
it more urgent to avoid one.

But a full-blown recession is not
inevitable: The Federal Reserve
can reduce the risk of its occurring
— and minimize the likely damage
if it does occur — by actively push-
ing down interest rates now.

The case for easing monetary pol-
icy is not just that the risk of reces-
sion is high enough to be worri-
some. It is also that many parts of
the economy have become financi-
ally shaky, so that a recession
would be exceptionally damaging
while lower interest rates would be
exceptionally helpful.

Moreover, reducing rates could
even keep alive hopes for deficit re-
duction.

“To-be sure, the Mideast situation
further clouds the economic out-
look and complicates the Fed's con-
duct of monetary, policy. -Analysts
will draw parallels with 1973-74.
when the first big OPEC price in-
crease contributed to a surge in
overall inflation.

But that episode occurred in a
very different environment. In 1973
price and wage controls were being
lifted, and the consumer price
index was already rising at double-
digit rates. These price
developments, together with the
tight monetary policy used to fight
them. brought on a massive reces-
sion.

It is too early to know what the
Iraqi invasion will ultimately mean
for oil prices this time. But it adds
to the likelihood of recession to the
extent that the prospect of added
inflationary pressure inhibits the
Federal Reserve from reducing in-
terest rates.

The economy is not yet in a re-
cession by any accepted statistical
indicators. Uncmployment is still

relatively low — despite last
month's jump in the unemployment
rate to 5.5%. And real gross na-
tional product and industrial pro-
duction both rose, albeit modestly,
in the second quarter. But a close
look at recent economic devel-
opments points to growing weak-
ness in the expansion:

B Consumers have run out of

steam. Buying by consumers
accounts for about two-thirds of to-
tal demand in the U.S. economy.
Except for volatile automobile
sales, consumer spending generally
neither leads nor causes declines
in total GNP.

Yet by the second quarter of this
year, real consumer spending on all
major categories of both durable
and non-durable goods was down.
and only spending on services was
still rising. When consumers get
worried, they tend to cut back dis-
cretionary spending — even if their
own pocketbooks-have not yet been
affected.

Although consumer surveys are
inconclusive on this point, this un-
usually pervasive weakness in con-
sumer buying may reflect worries
both about national developments
such as the thrift crisis and about
developments closer to personal
experience, such as weakening
house prices. Nothing is likely to
cure either worry soon.

B Business buying is sluggish.
Spending by business on new plants
and equipment declined in the sec-
ond quarter. Capital
appropriations, orders for capital
goods. and construction contracts
and declining profits all suggest
weaker. not stronger, demand from
this sector during the second half of
the vear.

Commercial construction has got-
ten well ahead of need for office
and retail space in most areas, to
the point where its financing has
become a serious problem for
banks and other lenders. Resi-
dential construction declined in the
second quarter and is heading
down further. Some continued
growth in exports is the only clear
plus on the economic horizon.

B Inventories are growing while
sales are weak. The contrast be-
tween these weak final sales in
most sectors and a considerable
buildup of inventories in recent
months is especially worrisome. To-
tal final sales — sum of sales in
these sectors plus purchases by gov-
ernment — rose at an average
annuat rate of only 0.7% over the

past three quarters, and actually
declined at a 2.2%¢ annual rate in
the latest quarter.

Since sales have been so
disappointing, businesses are not
eager to stock up. So the recent
buildup of inventeries has to be
seen as largely unintended: Inven-
tories rose because goods weren't
selling, not because businesses
wanted to be sure they'd be able to
meet demand. Barring a renewed
pickup in final sales, firms may
soon cut production in order to
keep inventories in line, and this in
turn will reduce economywide
employment, incomes and profits
and weaken final sales still further.

So far, I have described a classic
business cycle in the making. At
some previous times, the economy
has marched up to the edge of such
a downturn but not actually fallen
over the cliff. When it has escaped
it has generally been because the
Federal Reserve aggressively re-
duced interest rates, as in 1985-86.

Maybe this time final sales will
strengthen spontaneously and in-
terrupt the process even without
lower rates. Maybe demands from
abroad will expand our exports
enough to overcome other weak-

nesses. But rather than relying on
such hopes, a realistic appraisal
should recognize that this time fi-
nancial problems in the economy
make a downturn both more likely
and more damaging.

One major economic legacy of
the 1980s is the high level of debt
and leverage of many firms and the
weak balance sheets of many finan-
cial institutions.

The insolvencies that have over-
whelmed the savings and loan
industry are’a well documented dis-
aster. The problems at major banks
are emerging as the next bad sur-
prise. And the bankruptcies of le-
veraged firms would be a feature of
any future recession.

The problems of banks and re-
lated institutions are especially
important now, because they add to
the chances of a recession.

Despite the picture of a growing
recession risk and a pressing need
for reduced interest rates, the Fed-
eral Reserve has been reluctant to
lower rates. It did reduce the key
federal-funds rate by a tiny one-
quarter percent.

But- Chairman Alan Greenspan
emphasized that it did so only to
offset some credit rationing by
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bauks and not for the traditional
reason of stabilizing a weak econ-
omy.

I can think of three reasons for
the Fed's reluctance to ease.

First. Greenspan and his board
may simply see the outlook differ-
ently than I do, with little risk of re-
cession if present interest rates are
maintained.

Second. they may believe that
cutting interest rates now would
add unacceptably to inflation. or at
Jeast interfere with the eventual
slowing of inflation that they regard
as their main goal.

Third, having all bul promised
lower interest rates in return for
convincing reductions in the budget
defieit. they may now feel they can-
not lower rates without a budget
compromise.

Intlation is a legitimate concern.
The underlying inflation rate has
been on a plateau of 4% to 5% for at
least five years now, with actual in-
flation varying from this mainly as
oil or food prices fluctuated. The
sluggishness of the expansion in re-
cent quarters was not accompanied
by lower inflation and now, with oil
prices rising sharply, actual infla-
tion rates will almost surely be up
for a few months.

[f the economy were stronger,
this inflation outlook would justily
keeping policy tight. But with pre-
sent weak economic prospects, and

presently fragile financial
conditions, inflation fighting should
not be the top priority.

Finally, lower interest rates
should also contribute to the objec-
tive of encouraging deficit reduc-
tion. The budget negotiations are
dragging and even an optimist has
to believe that the earliest any mea-
sures could be debated and voted
on is November, in a post-election
session, .

If the economy is clearly turning
down at that time, legislators. who
are not anxious to cast unpopular
votes to cut the deficit anyhow, will
be susceptible to arguments that
the economy is too weak to withs-
tand tax hikes or spending cuts.

Reducing interest rates so as (o
keep the economy as healthy as
possible — and out of the budget
debate — is now the best help that
the Fed can give to the deficit-re-
duction cause. .

Perry is a senior fellow at the
Brookings Institution, Washington,

WASHINGTON POST
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It may be too late to consider
revisions in deposit insurance

[t probably will take 4 battervy of
economists and financiers with ad-
vanced degrees in soothsaying to de-
termine whether the nation will bene-
fit now from a fresh look at federal
dep()slt insurance. The ()per'm\e word
aitd the logical question 1s
whether it's too late to expect any
benetit from lowering the $100.000
limit on deposit insurance or restrict-
ing the number of accounts one per-
son may have federally insured.

The Senate Banking Committee is
delving into that and related ques-
tions. and Secretary of the Treasury
_ Nicholas F. Brady told senators the
oth~r day that the administration may
wind up proposing that no one can
have more than one savings account
insured for $100.000. It mdv be the
end of the vear hefore the administra-
tion i1s ready with its recommenda-
tions.

The American people, meanwhile,
should have learned by now about the
role federal deposit insurance has
plaved in the whole savings-and-loan
debacle.

Perhaps the most damaging single
incident in the chain of events that
produced the debacle came during the
closing weeks of the Carter adminis-
tration when. without debate, four

15 OUHOW,

members of Congress simply agreed
that the ceiling on deposit insurance
should be raised from $40,000 for
each account to $100,000.

That invited depositors — particu-
larlv financial speculators — to seek
out the S&Ls paying the highest
interest without looking into their
safety or good management. Almost
nowhere else in the world was it
possible for an American to invest, his
savings in units of $100,000 at, say,
7.5% interest and have all his invest-
ments guaranteed by the federal gov-
ernment.

Small wonder that the S&Ls haq to
keep raising interest rates and sadgle
themselves with high-risk invest-
ments in the hope of making enough
to cover the interest they had to pay.

[n the post-Depression years, de-
posit insurance was a method of re-
building confidence in the banking
system; in the vears of runaway infla-
tion in the late 1970s, it became an
invitation to financial disaster, for
which. it turns out, many generations
of Americans will be paying.

It may be too late to achieve any -
real benefit from a new look at deposit
insurance. But assessing the impact
may at least help to fix responsibility
for the whole S&L mess.
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People raging
over hungry
S&L Monster

get out-and walk the streets,”

said Rep. Toby.Roth, a Wiscon-
sin Republican. “People are very frus-
trated.” He’s talking about the Monster
Who Ate the Treasury. But frustrated is a
mild adjective for the fury about the sav-
ings-and-loan scandal that will soak each
American at least $2.000. People are flat-
out. butt-kicking mad.

They’re furious at S&L high rollers who
ripped off the thrifts but still live like Ar-
ab oil suitans. They’re sizzling at Sun Belt
states like Texas that sop up bailout bil-
lions. And they’re boiling at congressmen
who took $11 million in campaign cash
from the S&L industry, stalled investiga-
tions, and now .
bleat, “There’s
enough blame to
go around.”

The anger was
palpable Monday
when two feds —
L. William Seid-
man of the Resolu-
tion Trust Corp.
and Treasury Un-
dersecretary Rob-
ert Glauber —°
showed up on the

4 CYOU DON'T realize it until you

Hill with more bad news.

They carried tin cups, because the S&L
bailout cupboard is bare again. They’ve
spent last year’s $50 billion and need a
fresh $100 billion.

You expected good news?

Naturally, congressfolk caught in a
taxpayer revolt were appalled. “Too
much time and money have been flushed
down the drain,” grumbled Rep. Bruce
Vento, D-Minn.

But there was more ominous news. The
government has taken over 400 gutted
S&Ls, with maybe 400 stiil to come. So
neither Seidman nor Glauber could tell
what the S&L monster will cost. Half a
trillion? Who knows?

“This is like Vietnam,” said Toby Roth.
“No light at the end of the tunnel.”

“It’s going to cost what it’s going to
cost,” said Glauber.

“Translated, a bottomless pit for tax-
payers,” said Roth. ’

‘“The payments are mandatory,” retort-
ed Glauber. “We have no choice.”
“Talk's cheap up here.” flared Roth.
“But I don’t think Congress is going to
give you the money because the people
aren’t going to stand for it.” 5
Congressfolk, hungry for villains, raged
against hustlers, who bankrupted S&Ls
but got $700,000 golden parachutes. Or
fat cats, like Neil Bush’s pals at Silvera-
do, who defaulted on loans but live in posh
digs with swimming pools. “That kills
me,” said Rep. Mary Rose Oakar, D-Ohio.
“I hear people yelling, ‘Gimme a break!
I'm not paying for those people!’ ”
Unflappable Seidman promised to
crack down on escape artists. But he had
no answer for the civil war brewing
against Sun Belt states. Texans will get
40 percent of the S&L bailout money
(83,510 per capita) while Northeastern

states will be big losers.
“We shouldn’t pit one section of the

country against another,” said Treasury
man Glauber serenely. Tell that to Yan-
kee states who remember oil-rich Texans
flaunting bumper stickers, “Let the
bastards freeze in the dark.”

That’s the mood;: free-floating anger. It’s
eroding George Bush'’s popularity and eating
away at a Capitol Hill consensus to raise
taxes. Cynical voters sense new taxes would
be sucked into the'S&L maw. Rep. Lynn
Martin, R-Ill., running for the Senate, hears
one message: “No taxes for S&L bums!”

Ah, but wait. The nervous Honorables
were offered a typical Washington gim-
mick: Put up a stopgap $10 billion for the
S&L bailout this election year, then pay
the rest some day. That’s a deal any car
salesman would understand.

Fear, trembling and hypocrisy grip
Capitol Hill. And with good reason — at
least 61 senators and 333 House members
took hefty campaign donations from S&L
tycoons. Some, like Rep. Frank Annunzio,
D-Ill.,, who wears a button, “Put S&L
Crooks In Jail,” shout the loudest. Will
voters throw some of the rascals out?

If George Steinbrenner can get the
boot, there’s still a chance for justice.
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Who will pay
to cut the
budget deficit?

the last laugh, but the Democratic

leaders in the Congress are splitting
their sides over the White House dilemma
in the current budget discussions.

“For 11 weeks we’ve driven President
Bush and his aides up the wall because we
didn’t jump to the bait ‘when they put tax
increases on the table,” a key House
member told me. “So the White House has
had to propose taxes on beer and wine,
and try to wipe out the federal deduction
of state and local income tax payments.”

As of now, the Demecrats do seem to
have reason to chuckle. When President
Bush moved his lips, no Democratic lead-
er would give him a kiss. The Democrats
know that Bush,
some of his aides
other than Chief of
Staff John Sununu.
and most GOP
leaders in the Con-
gress are scared to
death of a reces-
sion that could
doom dozens of
congressional Re-

IT‘S TOO EARLY to say who’ll have

f S cu
CARL publicans to de-

feat this fall and
RowaN becloud Bush’s
hopes: for reelection in 1992.

Republican desperation is manifest in
their floating of a proposal to raise the
16-cent tax on a six-pack of beer to 81
cents, the 3-cent tax on a bottle of table
wine to 76 cents and the $1.98 tax on a
fifth of 80-proof vodka to $2.54 cents.
These taxes would hit low- and middle-in-
come families hardest, and Democrats
are salivating over the chance to cam-
paign on the claim that Bush & Company
have only contempt for the families of
Joe Sixpack and Sam Winery.

The limit on the amount of state and
local taxes that can be deducted on a fed-
eral return is being viewed as a dagger
aimed at the heart of big cities and states
already burdened with colossal costs of
aiding poor families that have been aban-
doned by the federal government. Even
Republican mayors and governors rebel
against this deductions cap — as propos-
ed.

I talked to Sen. James Sasser. D.-Tenn..
chairman of the Senate Budget Commit-
tee. whom White House operatives cite as
the villain of the Budget Summit discus-
sions. Sasser talks for the record:

“The deficit-reduction talks last year
amounted to nothing. All we got were big-
ger deficits. I vowed that never again
would I accept a blue-smoke-and-mirrors
deal. I saw how regressive and unfair the
tax structure has become. I insist that we
cannot cure America’s budget problems

" by cutting mostly domestic programs and

entitlement spending — we must reduce
defense spending substantially. We can’t
just raise taxes on beer! We've got to
raise taxes onfur coats. diamond rings
and Mercedes-Benzes.”

Both parties seem agreed that there
must be a package of deficit-reduction
items totaling at least $50 billion this
year, and more than $500 billion over the
next flve years. Democratic leaders seem
to think that this time they are “driving
th%V l;epublicans bats.”

en the Democrats stop laughing and
the Republicans face up tog nagonagl cri-
sis, where will the haggling come out?
One House Democrat says there will be a
deal of $25 billion in spending cuts and
$25 billion in higher taxes, or “revenues.”

Of the spending cuts, half will come
from domestic programs and at least half
from defense programs. That could mean
defense cuts of at least $12.5 billion this
year, which the White House and Penta-
gon say is unacceptable. But it is peanuts
compared with the $94 billion in defense
cuts tpat might be mandated under the
Sweeping Gramm-Rudman Act knife.

As for that $25 billion in increased tax-
es, we won’t know who gets zapped until
the lobbyists engage in their holy war and
we see who is the bleeding but standing
survivor. The beer and tobacco people al-

ready have launched campaigns against
huge tax increases on their industries.

So far, the great “budget summit” of
1990 has produced nothing — except
leaked schemes to sock it to the same
people who bore the burdens of the 1980s:
the poor and middle-class families.
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S&L scam on the house?
In a manner of speaking . . .

devotee of sales. | was taught the value of a

~—* dollar at my mother's knee, or at least at her

side. in the dungeons of Filene's Basement, where

Fifth Avenue fashion could be had for First Avenue

prices. To this day, I believe that buying any item at

Its criginal price is an indication of serious moral fail-
ing.

+0, like other inveterate bargain hunter.;, 1 felt my
blocd begin to race when it was announced last
Wednesday that a giant national corporation planned
to hold a truly massive clearance sale, an inventory
reduction of unprecedented dimensions.

‘'his all-point shoppers’ alert came from the Reso-
lution Trust Corp. (RTC). This name may not be
quite as familiar yet as Loehmann’s, but wait a while,
The RTC is the agency set up by Congress to man-
age the failed savings-and-loan banks and their
asscts. Each time that we bail out a bank, it appears,
we are left holding its holdings. Now, according to
the RTC, Everything Must Go!

S0 we have an event this fall that promises to be
more than your ordinary yard sale. Banks don’t do
yards. They do houses, hotels, shopping 'centers,
skyscrapers, The owners also do quite well for them-
selves, thank you, but that is another matter.

I ET ME SAY up front that [ am a passionate

Get ’em while they last

The centerpiece of this sale is going to be arinter-
national auction televised in Tokyo, London, and
across the United States. Seventy-one properties,
valued at $300 million, will be going, gomng, gone.
Get ’em while they last.

* The theory is that the more the RTC sells off, the
less the average person will have to pay for the entire’
debicle. The numbers are, after all, slowly penetrat-
ing our national innumeracy. With the banks deregu--
lated and the deposits insured, high-rolling managers
spent the 1980s playing with house money. Now we
all are paying their gambling debts — somewhere
between $90 billion and $350 billion.

But despite my enormous love for a good sale, [
am not at all sure that having bought so dear, the
Government should begin selling cheap. It finally
occurs to me that this stuff being sold in November is
ours. Ours, as in the taxpayers.

In the coming years, every American is going to
pay somewhere between $2,000 and $5,000 for the
bailout. If it’s going to cost us that much, we ought to
get something out of it. Why not hang on to the Kings
Crossing Golf Course in” Corpus Christi? Every
American should be allotted 18 holes for his troubles,

OK, you don't play golf. Neither do 1. How about
one night with the kids at the Rolling Hills Hotel in
Davie, Fla.? A nap at the Monroe Inn in Monroe, La.?

ELLEN GOODMAN

Lunch at the Radisson in San Anionio? Wity not? We
paid for it.

There are other things to be ¢ nsidered before we
sell. Last week, at their annual ¢ .nference, the gov-
ernors said that the taxpayers in the North and East
are angry at paying for mismana; ¢ment iu the South
and West. Why not give Illinois a neat litile building
in Austin as a way of saying ho.dy and thanks? If
there are some Disney fans in New Jersey, let’s hand
them the keys to a professional building in Orlando.

The worst effect of the S&L scandal is that it's
coming out of the peace dividena. We may not have
any more money for the homeless, for child care, for
social programs. But we will have buildings.

" Why auction them off to the Brits or the J'apanese?
Why not make The American Street People's shelter
out of the Knights Inn in North Fort Myers, Fla.?

Why not have a Bide-a-Wee Childcare Center instead
of a Cedar Park Plaza in Lakewood, Col.? A Go-
Straight Rehab Center in the Centax Business Park
in Dallas? .

The National Park Service might even add an
urban ranger to accommodate visitors to our office
parks. As for the repossessed houses in the RTC, we
could give every low-and moderate-income taxpayer
one lottery ticket to win a home of his own.

The bailout of the banks is a worst-case example
of private and public partnership. Having been stuck
holding the bag (not to mention the clubs and the golf
course), we are going to get rid of it all at a tag-sale
price to another set of private owners. ’I‘hqy will try
to turn a profit, the taxpayer will pay the difference,
and we’ll get nothing except the right to be banned
from the golf course.

May | suggest that we save at least one building?
The Western Savings Corporate Center in Phoenix is
a honey. A few bars on the walls, an extra set of keys
or two, and we'll have a place to stash all those swell
bank managers who got us into this mess. We'll call it
the S&L Memorial Incarceration Center.

A good buy at any price.
* The Boston Globe
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Lobbying firm aids
raider in S&L grab

By RAY LOCKER
Tribune Staff Writer

WASHINGTON — A top Republican lob-
bying firm aided a major Bush campaign
contributor with a 1988 deal for five bank-
rupt Texas savings and loan institutions that
cost taxpayers at least $10 billion in federaﬂ
subsidies and tax breaks.

The lobbying firm, Black, Manafort,
Stone & Kelly, is run by Charles Black, the’
chief spokesman for the Republican Party
who also runs a political advertising firm
handling the campaign of Gov. Bob Marti-
nez. -

Lobbying registration forms filed with
‘the Secretary of the Senate’s office show
that corporate raider Ronald Perelman'’s in-
‘vestment company, MacAndrews & Forbes,
‘retained Black, Manafort to lobby on its be-
half on “hearings and legislation affecting
‘the savings and loan industry including, but

not limited to, S. 413, the 'Financial Institu-

.tions Reform, Recovery and Enforcement
Act of 1989 "

In December 1988, when federal regula-
tors were selling off bankrupt S&Ls at what
were called fire sale prices, MacAndrews &
Forbes bought five crippled Texas thrifts
with more than $9 billion in assets for $315
million — $160 million of MacAndrews &
Forbes’ money and $155 million in money
borrowed from Shearson Lehman Hutton.

i That made the deal a leveraged buyout,
a financial maneuver in which Perelman is
an acknowledged master. Over 10 years,
the deal would cost the federal government
$10.4 billion, $8.9 billion in cash payments
and $1.5 billion in tax breaks for MacAn-
drews & Forbes.

Records of lobbying expenses incurred
on behalf of MacAndrews & Forbes indicate
Black, Manafort performed S&L-related
work in late 1988 and throughout 1989.

In December 1988, when the final de-
tails of Perelman's purchase were being
completed, Black, Manafort expense forms
show firm officials took the Pan Am shuttle
to New York on MacAndrews & Forbes
business, recorded meal expenses on behalf
of the firm and ran up a $271.48 long-
distance telephone bill for related business.

Expenses also included a $1,450 bill for
tickets to President Bush's Jan. 20, 1989,
inaugural ball. Perelman had contributed at
least $100,000 to Team 100, a Republican
National Committee fund-raising venture to
aid Bush's presidential campaign.

During the final week of June 1989,
when a joint House-Senate committee was
working on the final details of the S&L bail-
out bill, Black, Manafort lobbyists recorded
MacAndrews & Forbes-related meal ex-
penses at Capitol Hill restaurants frequent-
ed by lobbyists on four of the week’s five
working days.

Bank board officials had said closing
the five thrifts would have been more ex-
pensive than selling them to Perelman, but
a memorandum by analyst Jeff Potter said
poor management of the sale “raises the
distinct possibility that the cost of the bid is
actually more than the cost of liquidation.”

Pereiman used Democratic lobbyist J.D.
Williams to lobby Democratic senators on
the S&L bailout bill, said Leslie Woolley,
legislative director to U.S. Sen. Bob Gra-
ham, a Miami Lakes Democrat and a mem-
ber of the Senate Banking, Housing and
Urban Affairs Committee.

-Most of that lobbying was concentrated

‘in the Senate, not the House, said James

Hyland, a Republican statf member of the
House Banking, Flnance and Urban Affairs
Committee.

Black, Manafort’s S&L-related work is
another link in the chain of ‘aides, associ-
ates and family members of President Bush
involved in the thrift controversy.

Perelman, Bass and Charles Keating,
the owner of Lincoln Savings, a California-
based S&L, all contributed $100,000 or more
to Team 100. Bass and Perelman also con-
tributed at least $100,000.to a similar Dem-
ocratic fund-raising campaign in 1988.

Black was a key strategist in the 1988
Bush campaign and has taken over many of
the duties at the Republican National Com-
mittee once performed by Lee Atwater,
Bush’s 1988 campaign manager who is re-
cuperating from treatment for a brain tu-
mor.

Tribune correspondelit Steve Goldberg .
contributed to this report. 1

RIBUNE
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Thrift Baiioui
U
HE LATEST WORD on what it will cost the
government to remedy the savings and loan
debacie is plenty grim. The agency in charge of
selling off failed S&Ls asked on Monday for an
additional $100 billion in financing from tax-

payers next year — while predicting it will lose
"' to half of that

And. as William Seidman. chairman of the
Resolution Trust Corp., which is in charge of
shutting down insolvent thrifts, added: “Unfor-
tunately, that does

. not cover the entire
The blll cost of this rescue.”
goes up As a result. with

the increased spend-

and up as ing predicted, the

government will

taxpayer S seemingly have to pay
ﬁtme out in the first two
. years of the rescue

more than it had ini-
tially -planned to
spend over the full, five-year span of the effort.

It is a year since the Bush administration
announced resolution of the mess. “By this
point, it was supposed to be a matter for ac-
countants and bureaucrats only,” said Repre-
sentative Charles Shumer, D-Brooklyn, “Yet it
remains the country’s No. 1 problem, and the
country’s No. 1 concern.”

THE ONLY SOLACE in the current fig-
ures is the sense that comes through of Seid-
man'’s forthrightness and realism. He, at least,
has discarded the rose-colored glasses used by
too many bureaucrats and politicians in the
past. Seidman is looking squarely at an appalil-
ing situation. The taxpayers deserve no less.

Chronicle
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Who’s Lying? Who’s Trying?

President George Bush let himself
be sucked in by Democratic tax-
raisers, to repudiate his oft-repeated
“No new taxes” pledge in return — he
thought — for substantial spending
cuts to reduce the huge federal budget
deficit. But now the president finds
himself embarrassed and hung out to
dry by Democrats who laugh at his
agreement to raise some taxes while
they spend more, not less.

That prompted Mr. Bush yesterday
to demand that the Democrats come
up with big spending cut proposals
within 48 hours — or else. But the “or
else” apparently amounts to little
more than having Mr. Bush take the
case to the people to excoriate the
Democrats for wanting tax increases
without spending cuts, leaving the defi-
cit too big.

The basic trouble is in Congress.

If Congress, dominated by Demo-
cratic majorites in both houses, really
wanted spending cuts, why has Con-
gress rassed spending increases of $41
billion on bills in recent weeks?

That’s right. Congress has voted to
sporovriate $403.1 billion — which is
$11 billion more than was set aside for
the same purposes last year!

it there 1s real desire to reduce
excess spending, shouldn't it begin with
just holding the line — at least not
increasing spending?

Congress is not holding the line.
Congress is not cutting back. Congress
is voting to spend more.

vnd then the congressional Demo-

The Debt Limit

. Why does Congress vote a “debt

limit"? It never really limits debt.

That being so, just think how bad the

p?t.xq?al debt would be if there were no
imit.”

Congressional spending has pushed
the debt precariously close to the pres-
ent “limit” so the House of Representa-
tives voted to raise it to $3.44 trillion
by Sept 30, just enough to keep govern-
ment checks from bouncing.

crats want Mr. Bush and the country to
go along with higher taxes to cover
some of the congressional profligacy.
The trouble is not that taxes are
too low. The trouble is that spending is
too high.
" In 1981, the federal government
took in $599 billion in taxes.
In 1990, the tax take was $1.074 fril-
-lion — meaning tax collections had

. nearly doubled.

But spending grew, too, from $678
billion in 1981 to a horrible $1.197 tril-
lion in 1990. .

And Congress is voting now to
spend even more in the 1991 fiscal
year.
If we really mean business, thé
need is to cut spending, not raise tax-
ing. The higher taxes go, the less pres-.
sure there is on Congress to hold down
spending.

It is shameful that President Bush
has abandoned his “No new taxes”
pledge. It is even more shameful that
the Democrats are trying to hold him
hostage while spending more.

Yet representatives and senators
sail back into office with easy re-elec-
tion and the spending goes on.

It’s overdue for the American peo-
ple to ask: Who wants to cut deficits?
Who wants to raise taxes? Who's
spending more of the people’s money
and piling up more debt for our chil-

dren and grandchildren to pay, after

we pay interest on it? )
Who’s lying? Who’s trying? And
what are we going to do about it?

(Ha!) Goes Up

_Some in Cangress voted against
raising the limit. It was a good show-
off position. Congress votes more
spending. Voting belatedly to hold
down the debt limit is a sham. It
doesn’t r_egei:t determination for real
economy. Only voting for less spendi
would do that.y £ pending

The deficit is growing because
Congress is spending more. Watch as
Oct. 1 approaches — and we will need
to raise the debt “limit” again.

CITY.
DITION
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House speaker hopes to force Republicans to choose a budget

By Andrew J. Glass
Joumal-Constitution Washington Burcau

WASHINGTON — Come Sep-
tember, House Speaker Thomas
S. Foley (D-Wash.) wants to
strike a quick $50 billion budyet
bargain with President Bush to
outfox those on the Republican
side of the aisle.

Mr. Foley's plan, as he ex-
plained Monday, would furce
lawmakers either to vote for a bi-
partisan compromise to cut
spending and raise taxes or vote
for deep cuts, to be triggered
automatically with the start of
the new fiscal year Oct. 1.

“If I can help it, it’s going to
be an ‘either-or’ proposition,”
Mr. Foley said. “We won’t allow
them to have two ‘no’ votes — one
against the summit compromise
and the other against deep auto-
matic cuts.”

The Kuwaiti crisis may spur a
budget agreement, which ap-
peared stalled last month, be-
cause it has created a sense of
national unity in the face of a ma-
jor external national threat.

The president “has very
strong support from the Con-
gress,” Mr. Foley said, “and not
only from me.”

But, Mr. Foley noted, it may
prove more difficult to tax do-
mestic energy consumption be-
cause oil prices have risen dra-
matically.

Mr. Foley said such a tax
would be “‘justified” because it
would raise revenue and help
wean the nation away from in-
creasing dependence on foreign
oil. But, he acknowledged, it
would be more difficult to
achieve politically.
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Thornburgh
Modifies
S&L Tactics

Change Is Designed
1o Ease Prosecution

By Jerry Knight
Washington Post Staff Writer

The Justice Department has de-
cided to prosecute savings and loan
officials for specific, case-by-case vi-
olations rather than trying to pursue
more complex criminal conspiracies
to loot failed thrifts, Attorney Gen-
eral Richard Thornburgh and his top
S&L prosecutor said yesterday.

The new strategy is meant to
speed up enforcement and put
wrongdoers in jail without tying up
teams of FBI agents and prosecutors
on massive cases that could take
months to investigate and perplex
jurors, said James Richmond, special
counsel for financial institutions.

“The public would like us to tie
the entire situation into one giant

- conspiracy,” Richmond said, but “it’s

easier for the jury to understand”

" charges that a specific banking law

was violated..

Thornburgh said the FBI is inves-
tigating 234 S&Ls for criminal viola-
tions and has probes underway at
another 3090 banks, credit unions and
other financial institutions.

Congressional investigations of
major S&L failures have discovered
evidence of intricate chains of trans-
actions in which borrowers and offi-
cials of several thrifts apparently
worked together to siphon off mil-
lions of dollars and hide the losses
from federal regulators. But for the
most part, the Justice Department
does not plan to prosecute those cas-
es using the Racketeering Infiu-
enced Criminal Organizations (RI-
CO) law, its most potent weapon
against such conspiracies, Richmond
and Thornburgh said at a lunch with
reporters.

“It's just not productive,” to try to
tie together hundreds of transac-
tions in an elaborate conspiracy
case, Thornburgh said, because such
cases take so long to prove that “you
reach the point of no return” on the
investment of resources required to
bring them to trial.

Many of the criminal investiga-
tions of thrift fraud now underway
are likely to lead to civil lawsuits to
recover damages from thrift offi-
cials, their accountants, lawyers and
others responsibie for losses that
end up being paid by taxpayers, the
attorney general predicted.

“A verv important part of the
work is on the civil side as’ well,”
Thornburgh said.

In many cases the government

See THRIFT, D2, Col. 4

THRIFT, From D1

will take both civil and criminal ac-
tions, seeking not only to put wrong-
doers in jail but aiso to take away
their ill-gotten gains.

It may be futile to seek civil dam-
ages from many thrift officials, be-
cause they’ve already gone bank-
rupt, the attorney general
acknowledged.

Noting that the government does
not have to prove criminal conduct
in order to recover damages from

. thrift officers, directors and others,

Thornburgh said, “Some of these
cases, in the course of examining for
criminal conduct, will shake out into
civil cases,” that are easier to prove.

The frequently- quoted statistic
that the Justice Department has re-
ceived 21,000 criminal referrals
from S&L investigations overstates
the extent of S&L crimes, the two
officials said. More than 16,000 of
the cases came from Southern Cali-
fornia, where an experimental case-
tracking system produced a vastly
increased number of complaints.

Most cases referred to the FBI
for investigation are internally gen-
erated complaints from financial in-
stitutions themselves, not cases
turned over to prosecutors by gov-
ernment regulators, Those referrals
range from tellers suspected by
their employers of slipping $20 into
their pockets to executives accused
by regulators of stealing millions,
they noted. Nationwide, 83 percent
of the cases involve losses of less
than $25,000.

Yesterday, the Justice Depart-
ment announced that the former
chairman of a small-town Texas
thrift has been indicted by a grand
jury on 31 charges of bank fraud,
embezziement, giving false informa-
tion to federal banking.examiners
and other charges. The indictments
accused Alan Ross Rothery, who
once headed Trinity Valley S&L of
Trinity Valley of embezzling more
than $4 million from the association,
whose losses are projected to cost
taxpayers $33 million.

tom 3@@51
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A Bittersweet Deficit Triumph
For the Postmaster General

By Dana Priest
Washington Post Staff Writer

Postmaster General Anthony M.
Frank claimed a bittersweet victory
yesterday: The U.S. Postal Service
will show a less than $1 billion def-
icit this fiscal year, erasing more
than $300 million in anticipated red
ink with productivity gains and a cut
in the work force.

“I never thought I'd see the day |
would be bragging about potentially
losing ‘only’ a billion dollars, but I
guess that day has arrived,” Frank
told 2 meeting of the Postal Board
of Governors.

He quickly cautioned, however,
that he may need to ask the Postal
Rate Commission for an even larger
rate increase than the one under
consideration to offset an Office of
Management and Budget proposal
to take $1.3 billion from the ser-
vice's budget to help reduce the
federal deficit.

The Postal Service has applied

for a rate increase that will push the
cost of mailing a first-class letter
from 25 to 30 cents and has said it
needs the money to break even.
Postal costs have increased about
19 percent since 1988, and postage
is the only significant source of rev-
enue.

Frank’s announcement comes at
a touchy time for the Postal Ser-
vice. It is entering into what are
expected to be arduous labor nego-
tiations, is under fire from business
mailers for the size of its proposed
rate increase and has taken much
criticism in the last several years
for spending hundreds of millions of
dollars on automation without any
significant productivity gains.

Frank reported yesterday, how-
ever, that productivity increased
2.9 percent during the year, more
than double what had been antic-
ipated. He credited automation and

a reduced work force for the good

news.
Through attrition and reorgani-

ANTHONY M. FRANK
... “losing ‘only’ a billion doilars”

zation, there are 20,000 fewer em-
ployees this year in the 750,000-
member work force. There were no
layoffs.

“What we're really doing is going
from a disastrous situation to a de-
cent situation,” said Van Seagraves,
publisher of the Business Mailers
Review. “They’re tightening up the
place.”

The Postal Service moves about
540 million pieces of mail each day.



WEDNESDAY, AUGUST 8, 1990

Farm bill pie in

the deficit sky

chicken farmer from Eureka

Springs. Ark., was going

to market one day when he

came to a steep grade and

his broken-down 1959 truck slowed

almost to a stop. radiator steaming
and engine groaning.

The farmer reached out the win-
dow and began beating the top of the
truck with a lead pipe.

A neighbor pulled up beside him
and asked why.

“I have a 2-ton truck.” the farmer
explained. "And I have -4 tons. of
chickens on this truck. To get over
that hill, I have to keep half of them
in the air at the same time.”

Sen., David Pryor, Arkansas
Democrat. told this story after the
final vote on the farm bill last week.
It more or less summed up this mea-
sure, an overweight truckload of
squawking and flopping poultry that
wobbled up and over Capitol Hill in
defiance of gravity, logic and the
budget deficit.

The farm bill over the next five
years calls for around $18 billion in
deficit spending for producer pro-
grams alone, although there has
been so much fiscai legerdemain in-
volved it is difficult to tell what the
price tag is.

For instance, the Senate this year
decided not to include the huge food-
stamp program in the bill, which
makes it look like the total cost for
five years will only be $55 billion.

Whatever the cost, Republicans
and Democrats, farm-state mem-
bers and urban dwellers alike ac-
knowledged the bill’s dizzying array
of federal subsidies busts the budget
and violates existing deficit-reduc-
tion laws. Nevertheless, both houses
went ahead and passed it anyway.

The idea is to- give members an
opportunity to vote for home-state
goodies before the election, even
though the Gramm-Rudman Act will
take a lot of them away in October.

But a second, and perhaps more
important, purpose is to put pres-
sure on the current White House-
congressional budget “summit” at
which a grand compromise of taxes
and spending cuts is to be devised in
order to avert the mandatory “se-
quester” required by Gramm-
Rudman.

More or less, that same pattern is
being repeated across Capitol Hill
with spending and authorization
bills that are going through this sum-
mer. The various committees each
week cough up bills containing proj-
ects, from bombers to sheep subsi-
dies, get them passed and then tell
members in so many words “Of
course, you realize you won't really
get this money-because the budget
summuit will have to reduce these fig-
ures. Sorry.”’

The effect is to make meaningful
spending cuts less and less likely
with each passing day. Defense cuts
probably are the ripest possibilities,

John Hall is a columnist for Media
General Newspapers, from which
this article was distributed by
Scripps Howard News Service.

In the food chain of
congressional farm
politics, some fear
that the weak and
poor will be eaten by
the rich and strong.

because of a change in the nature of
the Soviet threat. but veteran
watchers of the budget process are
still betting that not a single weap-
ons system will be eliminated by this
Congress when the final score is in.

The farm bill is as usual a wonder
of backroom compromise. The “one
for all, all for one” balance of farm
biils, in which the rice lobby stands
up for the wheat lobby and vice
versa, makes it unlikely that much
can be done this year — or for the
next five years, for that matter — to
stop the profligacy of price supports
and other subsidies.

Some members tried to get at
farm spending by denying subsidies
to rich farmers who don't need the
money, but all were defeated no mat-
ter how the rich were defined — by
adjusted gross incomes of $100,000
a year, $500,000 or even a million.

Rep. Silvio Conte, Massachusetts
Republican, thought it was reason-
able to limit any singie producer to
$50,000 a year in farm subsidies
from the U.S. taxpayer — a move that
would have affected only 33,000 of
the very richest out of 800,000 farm-
ers who take part in farn programs.
But that was defeated too.

Drubbed by even greater mar-
gins were efforts to single out any
single commodity program for re-
form. Amendments to cut the loan
rate for sugar by 2 cents were at-
tacked by dairy-state legislators as
if their own crop was at stake. Land-
locked Midwesterners went to the
aid of the cargo-preference laws,
which cost taxpavers nearly $100
million a year. as if their re-elections
depended on rcquiring agriculture
commodities to be shipped in Amer-
ican bottoms.

“Do not disrupt the food chain.”
said Rep. Kika de la Garza. lexas
Democrat, chairman of the House
Agriculture Committee.

In the food chain of congressional
farm politics, some fear that the
weak and poor will be eaten by the
rich and strong. The reason is that,
to meet the problem of the deficit.
farm subsidies will now have to be
cut across the board. That means
that the small and poorer producers
who really need those subsidies to
make a go of it will be gouged just
like the rich. irrespective either of
need or of national necessity.

To get the farm bill truck over
Capitol Hill, a few chickens had to be
in the air at all time. A few may yet
fall under the wheels.

o Washington Times
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Regulatory witch hunt for ‘crooks’

he lIraq invasion has

dramatically raised the

risk of recession. That

coutd wreak sulli more

havoc in a banking sys-

tem whose deteriorat-
ing capital is the direct result of
turning the thrift industry bailout
into a regulatory witch hunt.

Thatin turn is being caused by the
attempt of politicians trom both par-
ties trving to blame “crooks" for
theirown collective $150 billion mis-
take. (Never mind all those $1 trillion
estimates: which are based on
30-year compounded interest on
debt that will actuaily be wiped out
by inflation and never paid.)

But as thrift and banking consul-
tant Bert Ely points out “claims that
crooks stole a big chunk of the
money is pure hogwash." His anal-
ysis shows “crime at most cost insol-
vent S&L's $5 billion or approx-
imately 3 percent of the cost.”

Mr. Ely's analysis shows thalt ghe
problem was already $25 billion
large in 1983, and that virtually all

It results from the
unwillingness of
Congress and the
administration to shut
down insolvent
savings and loans for
four to six years. :

of the rest results from the unwill-
ingness of both Congress and the ad-
ministration to shut down insolvent
savings and loans for at least four to
SiX years.

For the first problem (1979-83),
the blame rests mostly with Demo-
¢rats. Remember in 1979 and 1980,
with inflation soaring to 13 percent
the prime interest rate soared to 21.5
percent. With savings and loans
limited by law to offering 5.5 percent
on passbook savings, the entire
savings-and-loan industry was in the
tank.

Congress and President Carter
compounded this problem in 1980
when they took off the ceiling on
passbook interest rates and at the
same time raised deposit insurance
from $40,000 to $100,000 per ac-
count without raising the premium
on that insurance!

While that temporarily staunched
the massive hemorrhage of deposits
out of the savings and loans, it also
set up a major mismatch between
the interest they were receiving on
loans (under 8 percent) and what
they were having to pay for new
money (as high as 12 percent to 14
percent).

By January 1981, 85 percent of
this industry was losing money and
by 1983 at least 400 of the 600 even-
tual deadbeat savings and loans
were already $25 billion insolvent.
But no ane, Congress or the admin-
istration had the guts to shut them
down.

Now you know why Democrats
see Neil Bush as an answer to their
pravers and Republicans are trying
0 “Keep the Keating Five Alive”
Nevertheless, neither “Bushwhack-
ing” or Keating-carping will solve

and resting its entire case on
“tougher capital standards™ and
stronger regulation.

Yet that regulatory regime dis-
courages capital investment. When-
- . > the regulatory regime was installed
the underlying US. banking crisis. i 1935, the banking industry had

. That'sthe message now being de- more than 13 percent capital. Now it
livered by Rep. John LaFalce, New has less than 6 percent. But who
York Democrat, chairman of the wants toinvestin an industry where
Task Force on International Com- failure is as guaranteed as success
petitiveness of U.S. Financial Insti- and where regulation prevents sen-
tutions, and a member of the House sible diversification of risk?

Banking Committee. Mr. LaFalce's It was just this desperate need for
credibility stems not only from his
willingness to buck the thrift indus-
try in 1986 and 1987 to push for unre-
stricted recapitalization of the Fed-
eral Savings and Loan Insurance
Corp. but his efforts to repeal laws
preventing the expansion of “non-

bank” financial institutions into the .
. . AsMr LaFalcetold us, “Theirony
banking and thrift turf. ' is that even after deregulation this is
Not only would Mr. LaFaice like still the most regulated industry in
states to repeal all laws against the nation. We are the only major
branch and interstate banking, but nation in the world without a bank-
he would like to allow well-capital- ing institution that reflects the eco-
;zed noArIl;lbank institutions, e\éeryone nomic strengths of all of our coun-
rom erican Express and Sears ; ;
and Roebuck to Ford and General - E%u::;f:gf ;Nrﬁaﬁrsee n:;ténhs:;g&g_
Motors, to go into the financial ser- p : para
; ; tions without enough capital or ca-
vices business, and let present well- . con
it . . pacity to compete or survive.
capitalized banks go into other fi-
nancial services including equity Yet Mr. LaFalce may have forgot-
financing ten that everything he is now saying
: was said in spades by the 1984 Ad-

capital infusions that prompted
Massachusetts last month to become
the 28th state to allow banks to come,
into the state and buy or open
branches. States are now “de-
regulating” even as Washington is
re-regulating.

L I%Ft?llce says Congress  minjstration Task Force on The Reg-
and the states have pro-  yjati0n of Financial Services headed
tected that industry too

by then Vice President George
Bush. Its thorough 120-page “Blue-
print For Reform” was virtually ig-
nored by then House Banking Com-
mittee Chairman Fernand St

. much for 55 years from
both interstate and global competi-
tion. “That's why American financial
institutions lost their competitive
edge. As recently as 1983, two of the
top three world banks ranked by as-
sets were U.S. banks: now the largest
ranks 24th.”"

Worse, “Increasingly banks are
at risk. In 1980, Moodys rated four
U.S. banking companies triple A. By
1988, no U.S. banking organization
was ranked triple A" Mr. LaFalce
sayvs laws passed in the 1930s — no-
tably the Glass-Steagall and McFad-
den-Douglas Acts — designed to pro-
tect us against too much financial
concentration, are obsolete in a glo-
bal market place: “With
globalization, we are seeing the
same phenomenon in financial ser-
vices we have seen in our manufac-
turing sector — foreign firms chal-
lenging the historical pre-eminence
of U.S. firms, and winning.”

InEngland, France, Germany, Ja-
pan, not to mention Canada, even the
smallest community has direct
access 1o branches of world-class
banking institutions and world-class
services.

Bluntly, what you have in the

Uni;ed States is far too many under-
capitalized banks and thrifts run by
100 many inexperienced people like
Neil Bush, simply because they are
politically connected.

Mr. LaFalce says thiat while ev-
eryone must share the blame for this
system, the Bush administration’'s
bailout compounded the probiem by
refusmng to deal with basic retorm

Germain, who was too busy being
schmoozed by the U.S. Savings

gue. It was also largely ignored
by The Washington Post. which was
then too busy inadvertently reinforc-
ing Charlie Keating's witch hunt
against the only real whistleblower.
then Federal Home l.oan Bank
Board Chairman Ed Gray.

It's time for both the media and
the politicians to stop the posturing
and get down to serious retform be-
fore the entire U.S. f1nancial system
collapses from regulatory overkill.
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Quicker Agreement I's Expected on Budget Deficit

However, Smaller First-Year Package Is Probable, Negotiators Say

By Davip WESSEL
Staff Reporter of THE WALL STREET JOURNAL

WASHINGTON—The growing sense of
economic crisis, the result of spurting oil
prices and the newly evident slowing of
the U.S. economy, is likely to hasten an
agreement on the budget deficit but shrink
the size of the first-year package, partici-
pants in the hudget talks say.

When negutiators settled on a goal of re-
ducing the fiscal 1991 deficit by $50 billion
in the spring, the economy appeared sub-
Stantially stronger. Some negotiators, in
Congress and the Bush administration,
now are resigned to the fact that the objec-
tive will be reduced when talks resume af-
ter Labor Day. “With the economy in a
State of slow growth, people get worried
that any adjustment will tip us over,” said
Rep. Bill Frenzel (R., Minn.).

House Budget Committee Chairman
Leon Panetta (D., Calif. ), among the Dem-
ocrats who is the strongest advocate of ne-
gotiating a compromise with the adminis-
tration, said: ‘‘Obviously, we are going to
have to make some adjustments based on
what is happening with the economy."”

Firm Decisions Must Wait

Negotiators and their staffs caution,
however, that developments in the Middle
East and in the economy during the next
month will be important. No firm decisions
are likely to be made before Labor Day.
“If you have an accumulation of events—
both in terms of the Middle East as well as
the economy—that indicate increasing
trouble, that would be added impetus to ar-
rive at some kind of agreement,” Rep.
Panetta said.

One solution, negotiators say, may be
an agreement that falls short of the $50 bil-
lion first-year objective, but raises taxes
and cuts government benefit programs in
subsequent years. Congress could enact a
law this fall, but delay the effectiveness of
some aspects of it.

The risk, of course, is that such an
agreement won’t be seen as credible by fi-
nancial markets and the Federal Reserve.
There is no point in approving politically
costly tax increases and spending cuts un-
less interest rates fall as a result, one
Democratic congressional strategist said
yesterday.

Some economists say that this option
might be the most prudent. *‘Make a com-
mitment, but don’t cut too drastically all at
once,’” advised Victor Zarnowitz, a Univer-
sity of Chicago economist. He emphasized
that simply pledging deficit reduction in
the future won't suffice.

A weak economy “‘might be an argu-
ment for lowering your sights for fiscal
1991, says Robert Reischauer, director of
the Congressional Budget Office, *‘but it
shouldn’t result in any easing of thé five-
year effort.”

Several budget negotiators said—with
hindsight, of course—that the best moment
to strike a significant deficit-reduction ac-
cord was last fall or early this spring. “I

told the administration last year to get

their deficit reduction then," said Sen. Jim
Sasser (D., Tenn. ), chairman of the Senate

Budget Committee. *‘If you get to the point

where you're entering a recession or in a
recession, it's going to make it more diffi-
cult.”

At least in the minds of important mem-
bers of Congress, the weak economy and
the turmoil in the Middle East are remov-
ing what little credibility remained in the
administration’s threat to allow $84 billion
in automatic spending cuts to take effect
on Oct. 1. The Gramm-Rudman deficit-re-
duction law requires the cuts unless an
agreement is reached to bring the pro-
jected fiscal 1991 deficit below $74 billion—
or the law is altered, as some in Congress
predict.

Gramm-Rudman Saber

“Those cuts would produce nothing less
than sheer disaster,” says Rep. Panetta.
“Nobody is going to select that out of
choice.” -~

Nevertheless, the administration con-
tinues to rattle the Gramm-Rudman saber.
White House Budget Director Richard Dar-
man yesterday briefed the cabinet on the
Gramm-Rudman cuts, and asked all fed-
eral agencies to submit plans for carrying
out such cuts by Aug. 27.

“You will likely need to initiate a num-
ber of personnel actions, including elimina-
tion of overtime, hiring limitations or
freezes, furloughs of temporary em-
ployees, and finally furloughs of perma-
nent employees,” Mr. Darman said in a
memo sent to all federal agencies yester-
day.

Layoff notices would be issued in Sep-
tember, perhaps in the midst of congres-
sional debate over a deficit-reduction ac-
cord, administration officials said.

Mr. Darman estimated that the
Gramm-Rudman cuts, if put into effect,
would slash spending in affected non-de-
fense agencies by 31.9% as of Oct. 1. Presi-
dent Bush must decide by next Wednesday
whether to exempt military personnel from
the Gramm-Rudman cuts. If he does, as
seems likely in the current situation, other
defense accounts would be cut by 34.9%,
Mr. Darman said.

Without congressional action of some
sort, agencies must carry out the spending
cuts. “This is enferceable by criminal pe-
nalties,” Mr. Darman warned.
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Faltering Hopes for A ccord on Deficit
~ Are Dimmed Further by Gulf Crisis

By SUSAN F. RASKY

Special to The New York Times
WASHINGTON, Aug 7 — Demo-
cratic and Republican lawmakers said
today that Iraq’s invasion of Kuwait is
a serious setback for already troubled
budget talks between Congress and the
White House and will probably scuttle
any deficit reduction for the coming
year. .
While the negotiators stressed that
they had not given up on a budget

agreement, the tone of their comments

made plain how pessimistic many of
them had become. The situation in the
Persian Gulf, they said, created new
difficulties — political and substantive
— in reaching agreement on a package
of spending cuts and tax increases to
trim $50 billion from the deficit for the
1991 fiscal year, which begins Oct. 1.

In policy terms, there are growing
doubts about whether an economy that
is showing signs of weakness can with-
stand $50 billion in belt tightening,
while political options like energy tax
increases and deep cuts in the Penta-
gon budget now become more difficult
to sell to the rest of Congress.

“The bottom line is that those who
have been looking for an excuse to
avoid making teugh decisions on the
budget may have found in the Persian
Gulf their salvation,” said Senator
Pete V. Domenici of New Mexico, the
senior Republican on the Senate
Budget Committee. “The outcome of
the budget negotiations this fall will be
determined by the events in the
‘Persian Gulf over the next few weeks.”

After two months of talks that have
yielded only partisan bickering, the
negotiators are planning to meet in a
secluded setting outside Washington in
the first week in September to push for
an agreement. Lawmakers in both par-
ties have repeatedly said that what the
budget debate needed was a sense of
crisis about the deficit to overcome
political resistance.

‘“We now certainly have a sense of
crisis; the only problem is that it is the

Fiscal and
military worries
compound ‘a
basic resistance.’

wrong crisis,”” said Representative
Leon E. Panetta, the California Demo-
crat who heads the House Budget Com-
mittee. “The one we have simply feeds
into a basic resistance on deficit reduc-
tion."”

But even before the situation in the
gulf arose, negotiators had become
concerned that a $50 billion deficit
package could tip a fragile economy
into recession and were wondering if a
smaller package might make more
sense. With the price of oil already up
by $5 a barrel, and further increases
possible if tensions remain high, the re-

cession fear has become more pro-
nounced and the likelihood of a smaller
package is now discussed openly.

“If the oii price stays at that leve], it
slows the economy more by contribut-
Ing to inflation,” said Senator Lloyd
Bentsen, the Texas Democrat who
heads the Senate Finance Committee. -
*“It would be like pulling $60 billion out
of the economy before you even get to
budget cuts.”

Mr. Bentsen, like other budget nego-
tiators, said those involved in the talks
will want to re-examine the economy
and the situation in the gulf in Septem-
ber before making a decision about
scaling back the deficit package. ‘“The
dilemma we face on the other side is
what happens to the financial markets
if don't do enough on the deficit,” he
said, adding that actions by the Fed-
eral Reserve Board on interest rates
will also have a major effect on what
the negotiators decide.

Less Room to Maneuver

The talks so far are based on the
premise that cutting a sizeable chunk,
from the deficit would produce a;
favorable reaction from financial mar-
kets and permit the Federal Reserve to
lower interest rates. But with higher oil
prices adding to inflation, budget nego-
tiators worry that the board may have
less maneuvering room.

The higher oil prices also mean that
increases in energy taxes, which had
seemed a likely possibility for the tax
portion of the deficit package, are now
a much less attractive option.

‘‘There’s no question that things like
energy taxes become more difficult if
you're in the middle of an embargo or
blockade,” the House Speaker, Thomas
S. Foley of Washington, said Monday.
“It makes the acceptance of energy
taxes more politically difficult, though
not necessarily less desirable.”

On the spending side, cuts in the mili-
tary budget and in large Government
benefit programs like Medicare,
Medicaid and Social Security become
more politically difficult. Moreover, at-
tempting to cut the benefit programs
may be futile because they include
provisions for automatic increases
when inflation goes up or the economy
goes into recession.

“I'm pessimistic,” said Representa-
tive Bill Frenzel of Minnesota, the sen-
ior Republican on the House Budget
Committee. “When you combine a
slower economy with Iraq and the has-
tening date of the November elections,
it seems to me the momentum has
turned the other way. Whenever there
is turmoil and confusion, you can al-
ways expect Congress to do as little as
possible."”



Pessimistic View Is Unchanged

Senator Bob ‘Packwood of Oregon,
the senior Republican on the Senate Fi.
nance Committee, has long predicted
that even if the budget negotiators
could agree on the ingredients for a
deficit reduction pian they would be un-
able to sell it to the rest of Congress be-
fore the November elections, Mr. Pack-
wood said today that nothing has hap-
.pened to change his view.

1 don’t know what the impact of the
Persian Gulf is; I haven't been able to
figure it out yet,” he said. “But if the
argument has been that the deficit is
our most important problem and we
need to agree on cutting it, I don’t see
that the situation in the Persian Guif
has changed that problem.”

Negotiators have been deeply
divided over how the spending cuts
should be divided between military and
domestic spending, and the Persian
Gulf flare-up will do little to resolve
those differences. While lawmakers.
say events in the gulf shouid theoreti-
cally have little to do with cutting the
elements of the military budget that in-
volved countering a Soviet threat, they
agreed that the psychological effect of
gulf tension could weigh against Penta-
gon cuts. ‘

“If there is an Iraqi invasion of Saudi
Arabia, all bets are off on defense
cuts,” Mr. Packwood said.

Escape Clauses in Budget Law

In fact, all bets may be off in any,
event, due to some provisions in the!
balanced-budget law. The automatic
spending cuts that are due to take ef-
fect under the Gramm-Rudman-Holl-
ings law on Oct. 1 if agreement is not
reached on cutting the deficit can be-
waived by the President, with the con-
sent of Congress, if there is a recession
or if économic projections predict two
consecutive quarters of economic con-
traction.

The automatic cuts would also be im-
mediately suspended if Congress de-
clared war.

But lawmakers in both parties said it
was hard to imagine that anyone at the
White House was paying a great deal of
attention to the fine points of the budget
law right now. As a senior Congres-
sional budget aide said, “For the time
being, I have taken my budget charts
and graphs off the wall and replaced
them with a map of the Persian Gulf.”
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Congress Completes Agenda, but Obstacles Remain

By RICHARD L. BERKE
Special to The New York Times

WASHINGTON, Aug. 7 — Before its
monthlong recess, Congress moved to-
ward completing an unfinished legisla-
tive agenda of the 1980’s by passing the
first major bills in years on child care,
housing, civil rights and the environ-
ment. But these ambitious proposals
are threatened by legislative, financial

1and political obstacles.

Simply put, there is far less money

| available than is called for in many of

these bills, and there is the added un-
certainty created by the crxsxs in the
Middle East.

But beyond the maneuvering over
‘fiscal concerns lies yet another obsta-
rla: veto threats. President Bush has a
string of 13 vetoes that have not been
overridden, and he has already warned
that he will veto the civil rights and
campaign finance bills unless they are
fundamentally changed in conference.

Administration officials contend that
the civil rights bill is unacceptable be-
cause, they say, it would lead to quotas
in hiring. Their complaint with the
campaign finance legislation involves
the use of some public money and
voluntary spending limits.

Time Is Short

Another obstacle is presented by the
shortness of time. No votes are sched-
uled in either chamber until the week
of Sept. 10, leaving members less than
a month to sort all this out before their
scheduled adjournment for the year, on
Oct. 5, when lawmakers will return
home for their re-election campaigns.

How these obstacles play out will
determine whether the 101st Congress

. emerges with a record of great legisla-

tive achievement or hollow efforts that
do not become law, according to politi-
cal analysts, lawmakers and others.

Senator Bob Dole of Kansas, the Re-
publican leader, said it would not be

. possible for the Senate to complete ac-
tion on all the major pending bills.
Speaking of Senator George J. Mitchell
of Maine, the Democratic leader, he
said, ‘I sat down with Mitchell on Mon-
day and we went over the calendar be-
tween now and Oct.6. He's got a big
long wish list, but obviously“he can’t
take it all up.

“I think there have been some signif-
icant pieces of legislation passed,”’ Mr.
Dole added, “but the bottom line is,
‘Are we going to pay for them or
charge them up to the next genera-
tion?’ "’

“The reality is that we will be facing
gridlock,”” said Senator Tom Daschle of
South Dakota, co-chairman of the

Democratic Policy Committee. ‘“The
question is: How do we break out of the
gridlock and make the most out of the
tremendous amount of accomplish-
ment we’ve already witnessed?”’

‘Good Progress’

One lawmaker who is already pro-
nouncing the session a success is Mr.
Mitchell. Before the recess he spoke of
‘‘good progress,” citing more than a
dozen bills approved by the Senate.

‘““We can look with satisfaction on the
quantity and quality of our work so far
in this session,’”’ Mr. Mitchell said. ‘‘But
we all know the greatest challenge lies
ahead.”

For Mr. Mitchell and the House
Speaker, 1nomas S. Foley of Washing-
ton, the session has served as a politi-
cal test of whether the new leaders
have the political know-how to push
through their legislative priorities.
After the first 18 months, which saw
relatively little action, both chambers

“The legislative
trains will stop’ if
budget issues
aren’t resolved, a
lawmaker warns.

made significant strides in the last sev-
eral weeks. '

But the true success or failure of new
leaders, and Congress itself, will be-
come more clear in the fall.

““Both Mitchell and Foley were deter-
mined to build a record of activity and
accomplishment before the August re-
cess, and they moved mountains to do
just that,” said Thomas E. Mann, di-
rector of governmental studies for the
Brookings Institution, a research cen-
ter. “They gradually moved to attain
some tactical advantage over Bush.”

The Deficit Looms
Butt he warned that the deficit could

.undermine those’ accomplishments.

“Even if you get a dozen pieces of sig-
nificant legislation passed,”” Mr. Mann
said, ““if you fail to deal with the deficit,

‘there’s the inevitable letdown that ‘We

didn’t do anything.’ "

All of the anxiety over the budget will
come at a time when House members
and many Senators are distracted by

re-election campaigns. They will alsc
have to confront the crisis in the
Persian Gulf, and, in the Senate, a pos-
sible confirmation battle over Judge
David H. Souter, the Supreme Court
nominee, and ethics committee investi-
gations of six Senators accused of im-
properly using their offices to help
political or financial supporters.

There is growing doubt that all of
these issues can be addressed in less
than a month. Although the leadership
dismisses the idea, there has been in-
creasing talk among members in re-
cent weeks about returning after the
elections to complete unfinished busi-
ness. These ‘‘lame duck’’ seccinng n=
unpopular among members. There has
not been such a session since 1982.

“If there is no budget agreement,
things are going to evolve into rancor
and bitterness and inevitably lead to a
lame-duck session,” said Representa-
tive Les AuCoin, an Oregon Democrat.
‘“‘But only with a lot of blood on the floor
— you’ve got a Democratic majority
that’s simply not going to take a fall for
George Bush, an open revolt in Repub-
lican ranks and sweeping decisions to
make on fiscal policy.”

Talk of Blame -

Democratic leaders in Congress say
they intend to point the blame at the
White House if some of the measures
approved by Congress do not become
law. As an example, some say that
after all of Mr. Bush’s campaign ora-
tory about the environment, he should
have been more forceful in protecting
legisiation to create a Department of
the Environment. That legislation
passed the House and is now stalled.

‘“The real problem we have with the
budget is that the President hasn’t
been able to explain it to the American
people,” said Representative William
H. Gray 3d of Pennsylvania,the Demo-
cratic whip.

‘“There is a risk that if we don’t re-
solve the budget situation when we go
back all of the legislative trains will'
stop,”” he added. ‘“The summit impacts
on all those trains — defense, child
care, housing, agriculture.” :

But Frederick D. McClure, the Whne
House legislative liaison, insists that
the Administration has taken the lead-
ership on the budget and worked
closely with Congress on many pending
measures, and that it refuses to take
the fall for any legislative failures.

“Everyone has their own particular
issues that they’d like the President to
get out front on every day,” he said.
‘““That’s not realistic.”
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By Matthew Miller

F the $150 billion tab for the
savings-and-loan hailowt
seems like a big number to
vou, keep counting. For while our
leaders pretend to “get tough”
with thrift villains and ready the
noose for hapless Neil Bush, a
banking crisis that could make
the S&L fiasco look pint-sized is

just a few bad loans away.

The problem is with the
United States’s 13,000 commer-
cial banks. With $3 trillion, these
institutions sport more than three
times the deposits of our S&Ls.
And they are more vulnerable to-
day than at any time since the
Great Depression.

More commercial banks failed
in the last two years than ever be-
fore. ‘They have written off’ $75
billion in bad loans since 1986 -
when the economy has been
strong — compared with just $28
billion throughout the 1950s,
‘60s, and '70s put together. Ab-
sorbing these hits in the past two
yvears has dealt the FDIC insur-
ance fund its first losses ever, and
left the fund holding a historic
low of 70 cents for every $100 of
insured deposits. A mild recession
could now bankrupt the fund
completely — and then guess
who's on the hook again?

There's no mystery to how
banks got into this state. They
were victims of a slower burning
version of the same economic fuse

that detonated our S&Ls.

In the old davs banks, like
S&Ls, had a nice little operation.
New Deal legislation placed geo-
graphic limits on bank expansion,
guaranteeing every bank an un-
contested home turf. Commercial
banks got the exclusive right to
offer checking accounts, which
everyone needs. Congress
slapped ceilings on the interest
rates banks could offer, 10 make
sure no ruinous bidding for de-
posns would threaten everyone's
margins. With newly enacted de-
posit insurance thrown in, every
bank, whatever its size or pedi-
gree, was as good as every other.

The result was a series of re-
gional cartels in which even
comatose bankers were sure to be
moneymakers. The system relied
on its stranglehold on individual
depositors and  business  bor-
rowers. Since most borrowers had
few alternative sources of capital,
being a successful banker didn't
take a genius — you took in money
below the mandated interest ceil-
ings and lent it out at a few points
more.

This basic structure worked
well for decades. Banking failures
seemed to be a relic of some by-
gone era. But beginning in the
1970s, the world changed. First,
commercial banks woke up to
find their dependable monopo-
lies threatened at every turn. Big
businesses got smart and found
they could raise funds more
cheaply by issuing their commer-
cial paper directly to the markets
- Lhe) didn't need a ml(l(ll(-m.m

to assess how creditworthy they
were. Meanwhile, the banks’ con-
sumer businesses got squeczed as
companies like Chrysler, Ford,
and General Motors formed [i-
namce subsidiaries to make cheap
credit an atiractive part of their
marketing strategics.

The crowning blow, however,
was the takeofl of inflation: “I'his
brought higher interest rates as
lenders demanded compensation
for the value their moneyv lost be-
fore repayment.

As market rates hit the ceilings
banks could legally offer, invest-
ment management firms
launched money market funds
promising higher returns. Bank
depositors fled in droves, re-

moving the captive source of

funds that had kept banks fat and
happy for decades. When the old
interest rate ceilings were phased
out in 1980, that at least helped
banks compete. But since all of us
had learned that we could safely
keep our money elsewhere, the
damage had been done.

Thus jilted by more credit-
worthy borrowers and squeezed
by new competitors, banks were
forced to take on riskier business.
Comiercial banks now have
$150 billion invested in high-
(lving merger and buvout loans,
and $100 billion in risky commer-
cial real estate. Another $60 bil-
lion in third-world debts sit like
time bombs on balance sheets.

With portfolios like these, it's
no wonder the
“problem” banks (though down
from its 1987 peak) hovers at five

FDICs list ol

ext Banking Crisis

times its early 1980s level. Or that
the "big raung agencies down-
graded Citicorp's once invulnera-
ble debt rating this spring. Mean-
while. the Bush administration’s
ohsession with containing the po-
litical damage on the S&1 front
has lefi more rookies minding the
store on the bank side.

What's o be doner Four
things for starters. Banks now
teetering on the edge of insol-
vency should be closed fast before
losscs mount. Banks should be
given the power to enter new and
prolitable businesses, like insur-
ance and securities underwriting,
that arcane rules now forbid. At
the same time, federal deposit in-
surance must be modilied, so that
Uncle Sam’s credit -card doesn't
stand behind these new banking
activiies.  And a  deductible
should be introduced into deposit
insurance - just like the ones we
have for car and health insurance
- so we'll all have a stake in
looking more dlosely at the kinds
of risks our banks are taking.

There's still time to prevent to-
dav’s warning signs from becom-
ing tomorrow’s bleak headlines.
But only an active public - in-
formed by an energetic media de-
termined not to be blindsided
again — can force owr leaders 1o
take action before we stick our
children with vet another titanic
debi o pav. .

B Matthew Miller s a New York
management considtont. This piece i
adapted from an article n the currenl
Washington Monthly.
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Let taxpayers enjoy
some of the S&L spoils

By ELLEN GOODMAN

OSTON — Let me say up front
that [ am a passionate devotee
of sales. I was taught the value

of a dollar at my mother’s knee, or at
least at her side, in the dungeons of
Filene's Basement where Fifth Ave-
nue fashion could be had for First
Avenue prices. To this day, I believe
that buying any item at its ongmal
price is an indication of serious
moral failing.

So, like other inveterate bargain
hunters, I felt my blood begin to race
when it was announced last Wednes-
day that a giant national corporation
planned to hold a truly massive
clearance sale, an inventory reduc-
tion of unprecedented dimensions.

This all-point shoppers alert came
from the Resolution Trust Corp. This
name may not be quite as familiar
yet as Loehmann'’s, but wait a while.
The RTC is the agency set up by
Congress to manage the failed sav-
ings and loan banks and their assets.
Each time we bail out a bank, it
appears, we are left holding their
holdings. Now, according to the RTC,
Everything Must Go!

So we have an event this fall that
promises to be more than your ordi-
nary yard sale. Banks don’t do yards.
They do houses, hotels, shopping
centers, skyscrapers. The owners
also do quite well for themselves,
thank you, but that is another mat-
ter. B

The centerpiece of this sale is go-
ing to be an international auction
televised in Tokyo, London and
across the United States. Seventy-one
properties, valued at $300 million,
will be going, going, gone. Get 'em
while they last.

The theory is that, the more the
RTC sells off, the less the average
person will have to pay for the entire
debacle. The numbers are, after all,
slowly penetrating our national in-
numeracy. With the banks deregulat-
ed and the deposits insured, high-
rolling managers spent the 1980s
playing with house money. Now we
all are paying their gambling debts
— somewhere between $90 billion
and $350 billion.

But despite my enormous love for a
good sale, I am not at all sure that
having bought so dear, the govern-
ment should begin selling cheap. It
finally occurs to me that this stuff
being sold in November is ours. Ours,
as in the taxpayers.

In the coming years, every Ameri-
can is going to pay somewhere be-
tween $2,000 and $5.000 for the bail-
out. If it's going to cost us that much,
we ought to get something out of it.
Why not hang on to the Kings Cross-
ing Golf Course in Corpus Christi,
Texas? Every American should be
allotted 18 holes for their troubles.

OK, you don't play golf. Neither do
I. How about one night with the kids

at the Rolling Hills Hotel in Davie,
Fla.? A nap at the Monroe Inn in
Monroe, La.? Lunch at the Radisson
in San Antonio? Why not? We paid
for it.

There are other things to be con-
sidered before we sell. Last week, at
their annual conference, the gover-
nors said that the taxpayers in the
North and East are angry at paying
for mismanagement in the South and
West. Why not give Illinois a neat
little building in Austin, Texas, as a
way of saying howdy and thanks? If
there are some Disney fans in New
Jersey, let’s hand them the keys to a

How about giving
every American
a free weekend

at a Florida resort?

professional building in Orlando,
Fla. .

The worst effect of the S&L scandal
is that it’s coming out of the peace
dividend. We may not have any more
money for the homeless, for child
care, for social programs. But we will
have buildings. -

Why auction them off to the Brns
or the Japanese? Why not make the
American Street People’s shelter out
of the Knights Inn in North Fort
Myers, Fla.? Why not have a Bide-a-
Wee Childcare Center instead of a
Cedar Park Plaza in Lakewood,
Colo.? A Go-Straight Rehab Center in
the Centax Business Park in Dallas?

The National Park Service might
even add an urban ranger to accom-
modate visitors to our office parks.
As for the repossessed houses in the
RTC, we could give every low- and
moderate-income taxpayer one lot-
tery ticket to win a home of their
own.

The bailout of the banks is a worst
case example of private and public
partnership. Having been stuck hold-
ing the bag (not to mention the clubs
and the golf course), we are going to
get rid of it all at a tag sale price to
another set of private owners. They
will try to turn a profit, the taxpayer
will pay the difference, and we'll get
nothing except the right to be
banned from the golf course.

May I suggest we save at least one
building? The Western Savings Cor-
porate Center in Phoenix is a honey.
A few bars on the walls, an extra set
of keys or two and we’ll have a place
to stash all those swell bank manag-
ers who got us into this mess. We'll
call it the S&L Memorial Incarcera-
tion Center.

A good buy at any price.

Ellen Goodman's column originates
at the Boston Globe.
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Jilted George may have the
last laugh on the budget

Many a man has retired to the mountains

to recover from a jilting, which we:

assume is one of the benefits George Bush
will receive from this week’s retreat to
Aspen.

Everyone knows the story: The president
got down on his knees and promised Demo-
crats he’d do anything — anything, includ-
Ing raising taxes — if they'd just go along
with a reasonable deficit reduction plan. In
return, delighted Democrats and betrayed
Republicans took Bush by the back of the
head and rubbed his nose in the old cow pie.
We do mean everyone, including Fritz Mon-
dale, whose tax-raising pledge in 1984 fared
him well in the District of Columbia but
hardly anywhere else.

Bush’s anti-tax pledge was ‘‘probably the
most basic, deliberate, horrible economic
mistake in American history and it was all
driven by disingenuous;/political strategy
that has cost our natigwterribly,” Mondale
crowed. “Let’s hope We learn our lesson and
start to talk honestly and openly in these
campaigns.” .. _- -

Talk about bemg brayed at by the town
nag. But-the president can récover from this
disastér, if he’ll only follow a few basic ruiles.

First off, stay away from higher taxes on
gas and liquor. The president may not be
aware of it, but he’s hurting common folks
with such ideas, the ones living in the
shotgun houses he rhapsodized about in his
convention acceptance speech. The
Congressional Budget Office points out that
the 20% of Americans. with the lowest
incomes spend 3.7% on liquor, while the top

fifth. spend 1.6%. An 81¢-a-sixpack hike
might not be much to the president, but it all
adds up.

If it’s necessary to push a tax idea, con-
centrate on closing loopholes and deductions
that primarily benefit the rich. Limiting the
federal deduction for state and local income
taxes is a good place to start, since almost all
the targeted benefits go to those making
more than $200,000. We happen to believe
that raising taxes,"especially with a reces-
sion loomifig,.is a bad idea. But in the budget
game, sometimes you've got to concede a
bit to gain a concession yourself.

If Congress refuses to play along, fine: Its
leaders will find themselves in the position
of pratectingthe wealthy. A nice role rever-
sal, at the least. '

If the negotiations turn out to be a farce,
the president can point out that he was
willing to’ go the extra mile, but his oppo-
nents were not. He might also point out that
Congress this year is boosting spending at
over twice the rate of inflation. Congress
may cry about the deficit, but that doesn't
keep our representatives from driving herds

of pigs into that insatiable python. The pigs,
of course, aren’t paid for.

Americans would support a tax increase if
they really believed the money would go to
deficit reduction. But looking back on where
revenue from recent tax hikes went, and
watching Congress balk -at making signifi-
cant concessions while it spends the country
into deeper penury, produces a certain wari-
ness. Bush’s pledge-breaking was a serious
blow to his credibility, but the larger debate
is now his to lose.
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The deficit

Congress shows no readiness
to duplicate Bush’s sacrifice

President: Bush by now mav be

regretting his reluctant decision to
abandon his UNo onew taxes' cam-
padn promise — not because it has

Deen shown o be unnecessary, not
because of the criticism it has brought
from conservatives in his
own party. but because it
seems not to have inspired
any comparable willingness
among congressional Demo-
crats to make a real assault
on the deficit.

The president offered to,: @8
consider some kinds of tax «
increases as a means of get-
ting the deficit negotiations

off dead center. His hope .. President Bush

was that congressional Democrats
would thereby be inspired to be equal--
lv forthcoming.

That. unhappily, is not the way 1t

has turned out. V-

In the four weeks since President
Bush conceded that new taxes might
be needed. the House of Representa-
tves has passed six appropriations

hills totalinz more than $182 billion.
That total was S19 billion over the
same  appropriations measures last
vear. If the-same level of increases
prevails m the seven appropriations
bills still-befpre Congress. total feder-
i al spengmg will be up more
than-$75 billion for the fiscal
vear that begins Oct. 1. The
Heritage Fo.uqdation figures
that amounts §5~$750 in ad-
.. ditional spendxhg for every
" American household.

= Congressional Democ_rats,
s. unwittingly, have demon-
- strated why President Bush

and President Reagan before

him have been so reluctant
to talk in terms of raising taxes.
Higher taxes, the record shows, are
not the kev to réeduced deficits: they
are the key to more spending.

As long as the spenders command
majorities in Congress. the budget
deficit is going to grow.
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‘Bush rips Demos in bucdget taiks

By TOM REDBURN
.3 ANGELES TMES

Washington — The tederal
udget talks turned 1nto a parti-
~an brawl Wednesday as Presi-
-lent Bush unieashed Republican
liwmakers o attack Democrats
il Capitol Hill for failing to otfer
their own deficit-reduction pian.

Al a4 White House breakfast
wirtn - congressional Repubhlicans.
BBush expressed frustration at
the stailed negotiations and
vowed to veto budget-busting
~pending bills this fall it no com-
promuse is reached on how to

slice about $50 billion from next.

vear's deficit.

House Republican leader Bob
Michel of Illinots said Bush is “‘a
very kind. gentle individual: but.
brother. he's got fire in his bel-
I over the lack ot progress
during nearlv three months of
budgdet negotiations.

But in a bid to maintain the
high ground. the White House

“'promised to continue the talks

when Congress returns in Sep-
lember from a monthlong break
and held out the possibility of
calling congressional leaders to
Kennebunkpoert. Maine, during
Bush’s vacation there.

Bush ‘reached out a hand to
be as as reasonable and as de-
cent ... as he could be." com-
plained assistant House GOP

‘leader Newt Gingrich of Georga.

“"and the Democrats bit his
hand.””

At the same time., however,
administration officials undercut
GOP lawmakers who told report-

ers that Bush was demanding

that Democrats present their.
- own budget proposal within 48

hours to avoid public sniping
from the president. A White
House spokesman said no dead-
line had been imposed.

Newt Gingrich.
says President
Bush “reached
out a hana’” to
the Democrats
and they bit it.

The White House has Jbeen

under fire from Democratsiand _
Republicans alike for its latest

budget plan. which calls for

sharply boosting taxes on alco- *

holic beverages. limiting tax de-,
ductions for state and local tax-
s, and cutung tederal benetit
programs. : ,

Democrats. arguing that theyv
prefer to wait until atter the Au-
gust recess to present their own
deficit-cutting measures, contin-
ued to revel in the political ad-
vantages thev foresee from the
White House's current troubles.

“We didn't pledge that every
time the Republicans slit their
wrists that we would slit ours,”’
said Rep. Leon Panetta. D-Calif.,
chairman* of the House Budget
Comurmittee.

Despite the escalating war of
words, both sides stfll face the
need to forge some sort of deficit

‘compromise this fall if thev are

to avold more than S100 billion
in domestic and militarv spend-
ing cuts scheduled to take effect
in October under the Gramm-
Rudman budget law.

“*Nobody, took the August
deadline seriously: because the
only real deadline.that matters is
when Gramm-Rudman hits in
October.” said Joseph White. a

Brookings Institution scholar
and ca-author of a recent book
S0 he Aeneit Doiies ol the tast
decade. "But it thev care about
actually running the tederal pov-
crnment. thev are going to have
a0 a deal betore the election.

""nless changed. the Gramm-
Rudman budget law reguires the
White House to impose on Oct. |
cutbacks ot as much as 40 per-
cent 1 a wide variety ot domes-
tic and military programs. Wor-
ried that such spending cuts
would be politicallv and econom-
icaliy suicidal. budget negotia-
tors share a common goal of

“feaching a compromise that

would provide justitication tor
legislation to again postpone
Gramm-Rudman’s dav of reck-
oning.

Atgthe White House meeting
with about 150 congressional
Republicans. Bush. according to
a semor administration official.
told the lawmakers that "'we had
agreed to a Democratic proposal
to exchange budget deficit plans.

We are prepared to i that and
have been for days. 'llu'“Demo-
crats arc not prepared (o
Democrals, who are Hnding it
difficult to develop (heir own

specitic budget proposal. deny
present a

that thev agreed tn
plan betore the caneressional
i)reak. which is scheduled 1o
start Saturdav.

Bush. the ofticial added. ~ad

he still wants to hear trom them
before the recess because, come
the recess. we¢ will make it abun-
dantly ciear to the American
people how we feel about it.”

House Democrats. tollowing
the GOP meeting at the White
House. mel 1in a similar strategy
session ol their own.

“The Republicans are in dis-
arrav and tighting with each oth-
er. so thev are pointing the fin-
ger rof blame) at ln-mocrats."_
said Rep. Charles schumer. D-
N.Y. When. lawmakers return
home in August. he added.
“there’s woing to be a nice biame
game gdoing on.”’
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Bush’s fiscal
politics

RESIDENT BUSH is beginning to

reap the punishment he deserves
on the tax issue. For eight years, he
was part of the Reagan “more-guns-
for-lower-taxes” scam. Then, early in
1988, he chose to base his presidential
campaign on a no-tax-increase pledge,
despite the fact that the public debt
had trebled to
. $3 trillion.
]Im- For once, the
- Democrats got
Fa'" it right. They’re
letting him stew
until he’s forced

to come clean.

Bush knew all along his lips were
lying, but winning his lifetime goal
of the Oval Office was more impor-
tant to him than honor. His techni-
cians told him he could get away
with classic demagoguery. Just yell
against taxes loud enough and long
enough, they said. Then, when the in-
evitable comes, blame Democrats.

For two years, like Charlie
Brown trying to kick Lucy’s football,
the Dems obliged. In each crisis, one
would rise and say, “we’ll just have
to raise taxes.”

“No way,” Bush would reply.

Finally, with the S&L bailout bal-
looning the deficit out of sight, he
was cornered. If Gramm-Rudman
cuts were imposed, he would face a
total government breakdown. In
fact, the deficit had soared so high,
his economists said, getting it down
to the Gramm-Rudman level would
sink the country into recession.

Reluctantly, still placing politics
over the national welfare, he took a
typical Bush half-step. He invited
congressional leaders to bail him out
at a budget summit. Under pressure,
he even agreed to include the words,
“tax revenue increases.” He put
them in a three-sentence press re-
lease at the height of the Mandela
hoopia, hoping no one would notice.

Then he sat back to let the Demo-
crats take the fall. To his surprise,
and the consternation of the Republi-
can members of Congress, they out-
sat him. “It's the president’s job to
lead,” they said.

“Not on taxes,” he demurred.
“That’s what Congress is for.”

In the crunch, however, Ameri-
cans always look to their president
for leadership. He’s the only person
elected by all the peopie. It’s his re-
sponsibility to keep the nation on
track. Whef{.,he fails, we throw him
out. VT et

The Republicans have been get-
ting away with fiseal insanity for 10
years, financing a modest prosperity
by running up mountainpus debts
and fueling ruinous specul’ﬁltion with
such scandals as the S&L rip-off and
Wall Street’s junk-bond spree.

What we need now is a clear lead
from the White House to put this
mess straight. This invoives, first of
all, a budget that constricts spending
and raises taxes on a progressive ba-
sis so some of the load President
Reagan shifted to the middle class is
put back on the well-to-do. It also
should include revision of the regula-
tory structure and rules of the bank-
ing system. The nation is sick of be-
ing ripped off by billionaires who
support politicians and lobbyists out
of their petty-cash drawers.

There's lots more. Campaign fi-
nance, influence-peddling, HUD
scandals, you name it. But budget
sanity is where-it all begins.

President Bush ought to put a
sensible fiscal plan before the coun-
try without trying to make Congress
his stalking horse. But don’t hold
your breath. His kind of prudence
doesn’t mix with the leadership
thing.

=%
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Being in the spotlight is new for Robert
Thompson and, if he had his way, he'd go
back to being in the shadows.

“I'kind of went from zero to a high lev-
el of exposure very quickly, and I'm
someone who's generally a private per-
son,” said the S&L lobbyist. “It's obvious-
ly upsetting — I would just say it’s dis-
turbing.” .

Thompson, who has refused to testify
before the Senate subcommittee investi-
gating S&Ls and his client James Fail,
who took over 15 S&Ls with only $1,000,
said he values doing a “good job” and has not lost clients de-
spite his new notoriety.

“I think performance probably sells better than anything
else. I just try to do a good job for clients. And that's regardless
of the busiress you're ih — if you're going to be average to
above average in terms of success, you have to work hard and
you have to produce and perform.”

S&L lobbyist ‘just tries to

USA TODAY
Thompson

do a good job for clients’

Thompson started his first business in Oklahoma in 1969,
renting 40,000 compact refrigerators (o college students for
$60 a year. Today, he’s a prosperous lobbyist in Washington,
D.C. But he said he has no Midas touch.

“l wish [ had 209 of what people say | have.

"I don’t know whether I would say that I have a particular

* area of expertise unless, if anything, it would be in the process.

I try to understand the process and interpret that to people
who don’t live and breathe Washington.”
Hus he had a change of heart about the subcommnuittee?
"“No, il's not a contemnpt of Congress question, it’s a civil pro-
cedure and what I'm attempting to do is get into a fair arena. |
just think that somebody has to stand up to this process.”
Thompson:appeared before the subcommittee Monday to
deliver 1,000 documents and read a prepared statement in
which he said his work for Fail “followed all rules of propri-
ety.” .
Y ’ — Leg Michael Katz and Cynthia Hopson

» Fail's testimony, 78 *

.

Charle: Keating Jr. gave a group of US.
senators n infamous name: The Keating
Five.Thev are under ethics fire for their
Contacts +.ith federal officials probing ques-

- tionable : ctivities by Keating's Lincoln Sav-
ings and | .0an in Southern California.

The greup that took $1.4 million in Keat-
ing-relate | campaign contributions: Republi-
can John JcCain of Arizona and four Demo-
crats: Al:n Cranston, California; Donaid
Riegle, Mchigan; Dennis DeConcini, Arizo-
na; and J. hn Glenn, Ohio. Some of the mon-
ey has be 'n returned.

Keatin; claimed, “I never walked into any
congressrian or senator's office and said,
‘Here’'s m ; money and here's what I want.’ |
never vol inteered money to any politician.
They usu:.lly asked.”

But fo:mer Federal Home Loan Bank
Board Ch iirman Edwin Gray responded: I

- The scandal that won’'t go away

don’t yet believe in the tooth fairy. It seems
more likely ... that Mr. Keating wanted and
needed their help and and they were more
than willing to give it"

Keating’s dealings and junk-bond arrange-
ments between Lincoln and its parent com-
pany, American Continental Corp., are the
subject of investigations or court actions by
the U.S. government, with a $1.1 billion rack-
eteering suit; the Securities and Exchange
Commission,; the state of California; and Con-
gress.

California Deputy Attorney General
James Schwartz said “a majority” of the
junk-bond customers were elderly and
“some say they understood it was insured” in
the same manner as a federal bank deposit.

While the bonds weren't insured, Lincoln
S&L was. By the taxpayers.

— Lee Michael Katz
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More heat than light on S&Ls

E\'crybody 1s 1n favor of throwing the book at
anvone found guilty of defrauding a savings-
and-loan institution. What taxpaver. dreading the
3500 billion (or more) tab for the federal S&L sal-

vage operation. could possibly oppose such a.

crackdown” Prosecuting white-collar criminals
must be part of the S&L cleanup. even if banking
vxperts estimate that traud caused only 37+ of the
s&L rescue’s cost: about S5 hillion of the S$150
billion 1n S&L losses.

~ But this furor threatens to distract the voters
rom the longer-term 1ssues within the S&L de-
bacle. Many members of Congress — knowing
that they will face hostile questions from constit-
uents when they go home tor their August recess
— are stoking the outery over S&L fraud to de-
tlect any blame from themselves.

The politicians are not entirely wrong in their
catch-the-crooks mania. But that focus is just the
starting point. Congress’ get-tough-on-crime ora-
tory is so obvious. and has become so overheated.
that it is diverting attention from Washington's
more important task: making the complicated
regulatory-policy decisions that may prevent
more S&L-style scandals in the future.

The latest example of Congress' S&L panic

" came this week when the House voted. 424-3. to

stiffen penalties for financial fraud and to
strengthen regulators’ enforcement powers. The
vote followed the recent Senate approval. 99-1, of

"a similar provision that inctudes life imprison-

ment for S&L "kingpins' (borrowing a phrase
usually reserved for top narcotics racketeers).
Endorsing stiffer sentences is a crowd-pleasing
but dubious gesture: Any sentencing guideline
passed ex post facto in 1990 will be legally diffi-
cult to-apply to S&L crimes committed in the
mid-1980s. Moreover. the White House properly
chides Congress’ call for another “blue-ritbbon”
S&L commission, which would duplicate several

probes already under way within Congress and
the Justice Department.

One of the lonely. principled opponents of the
House measure was the man who knows the S&L
problem best: Rep. Henry Gonzalez of Texas. who
4s chairman of the House Banking Committee
strengthened last year's S&L law. "Who do we
think we re kidding?" asked Gonzaiez. “This bill
nas been touted as addressing the thrift crisis.
but it will not deal with those who brought the

-thrifts to insolvency, because their crimes were
compmitted several years ago.

It was disappointing to See many usually sensi-
ble members of the House Banking panel — in-
cluding Rep. Mary Rose Oakar of Cleveland.— re-
ject thekr chalrman's advice and vote for this
week's ‘anti-fraud hyperbole. To her credit.
however, -Oakar suggested a sound amendment
that would have limited the “golden parachutes”
taken by some executives of bankrupt S&Ls and'
would have tried to. recoup S&L officials™ exces-
sive benefits. ot

Oakar surely knows that her constituents will
question her closely about the S&L disaster. for
she served on the banking panel while it was suc-
cumbing to the Reagan administration’s demands
for looser S&L regulation. Incumbents like
Oakar. who voted for the seriously flawed Garn-
St Germain deregulation package in 1982, will be
hard pressed to explain their support for a mea-
sure that. in retrospect, looks like a federal invi-
tation to S&L recklessness.

Congress correctly senses that the voters are
hopping mad about the-S&L disaster. But instead
of covering their ‘tracks with tough-on-crime
posturing, lawmakers should focus on funda-
mental changes in banking policy — like deposit-
insurance reform — to limit taxpayers’ exposure
to future billions in losses.
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Voice of the people

Government meddled into S&I, mess

AHRORA— John McCutcheon's guest
commentary (July 26) on the savings and loan
cnisis could not be more wrong. This crisis is not
& hlack eve for capitalism: it is a black eve for
government intervention in the marketplace.

When he ran for president in 1932, Franklin D.
Roosevelt denounced the idea that the government
should insure private bank deposits. Afier he
became president, the New Deal created the
FDIC. Tt then fostered the creation of the savings
and loan industry and created the FSLIC to insure
S&L deposits. All of this, along with the carlicr
creation of the Federal Reserve System under the
Wilson administration. spelled the end of free
hanking in America.

Bank panics would no loager be allowed to run
their natural course, with the closing of insolvent
banks. Instead, the taxpayers would be committed
Lo propping them up, thus secializing their losses
and prolonging the necessary period of market
adjustment.

lnstca.d of attempting to dercgulate 1t while
continuing Lo insure it, the S&I. industry should
have been liquidated. The price of money should
be set hy the market, not by government fiat. s
1t was, because of government regulation, the

S&ls were not permitted to let their interest rates
rise with the mcicasing price of moncey during the
milationary “70s. Therefore. they could not miake
cnough money to stay in business.

In order to tescue them, the Carnter
administration proposed deregulation without,
however, going far enough. Government deposit
insurance should also have been abolished.
Instead. Congress raised it 10 $100.000. The result
was that the S&I. managers were encouraged to
take unprecedented risks because they knew the
taxpavers wouh] be forced 1o pick up the tab for
their indiscretions. - ..

As a numbeh of.praminent free-market
economists have tepeatedly urged. the Federal
Reserve ought to be abolished and federal deposit
nsurance for banks and S&I s ought to be
climinated. Then, when financial institutions go
had, they will have to liquidate theniselves and
divide their assets. among their stockholders and
depositors. :

People who invest in unsound institutions
desenve to lose their money: the rest of us do not
deserve to pav for their mistakes,

David R. Wade
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A voter’s guide to the S&L coliaborators

Like a herd of wildebeest sniffing a range fire
yet unseen, Congress has stampeded. The sav-
ings-and-ioan scandal to many in Washington
seemed at first just an other routine spin-con-
trol problem. After all, Congress makes expen-
sive mistakes all the time, and there’s rarely hell
to pay for it. But this is different, and now they
know it.

Terrifying images of angry voters behind
closed curtains fill their sleepless nights. And
like embezzlers fearing exposure, they spend
their days feverishly shredding history.

There was Rep. Frank Annunzio, D-IIl., talk-
ing tough and sporting his new “Put the S&L
Crooks. in Jail” iapel button. How very odd.
Could this be the same Frank Annunzio who, in
January 1985, introduced a resolution oppos-
.Ing implementation of a regulation to control
wild investments by thrifts?

And was this the same Frank Annunzio who
found 225 co-sponsors for that House resolu-
tion — including Republicans Bill Lowery of
California and Newt Gingrich of Georgia, and
Democrats Jim Wright of Texas and Richard
Gephardt of Missouri?

And was it the same Frank Annunzio who
during heatings on that regulation in 1985
stormed from the hearing room when Ed Gray,
the Federal Home Loan Bank Board chairman,
refused to withdraw it?

And, come to think of it, wasn’t it Frank
Annunzio who, in 1987, when Gray closed
fraud-ridden Vernon Savings in Dallas, rushed
to the side of Vernon's loyal friend, House
Speaker Jim Wright, and warned, “If this is an
attempt to embarrass Jim Wright, then Gray is
lucky that the speaker is an advocate for the

homeless, because after June, he may be sleep- ]

ing on a grate.”

Not that Republicans are shouldering any

shame. Recently, Ed Rollins, a Republican par-
ty official and its resident pit bull, launched a
vitriolic and sophomoric attack against the
Democrats’ record. It was an ugly little speech
thick with demagoguery and childish cheap
shots.

Only Rollins could refer to the infamous
Keating Five but list just the four Democratic
senators: Alan Cranston of California, Don
Riegie of Michigan, Dennis DeConcini of Ari-
zona and John Glenn of Ohio. He left out
Republican John McCain of Arizona. who
received more than $112.000 in campaign con-
tributions and a couple of free vacations in the
Caribbean, complimentsof Charles Keating Jr.

Rollins reveled in his revisionist. history of
Vernon Savings, where 96 percent o« the loans

v

Mary Fricker {
Stephen Pizzo

|

went bad. Plenty of Democratic representatives
— such as Jim Wright, Tony Coelho, Jake
Pickle and Jim Chapman — got campaign

money from Vernon or rode on its jets or "

partied .on its yacht, the High Spirits.

But absent from Rollins’ reading of the flight
logs and the ship’s manifest were Republicans
such as Jack Kemp, Paul Laxalt and Gerald
Ford.

Rollins” attack was followed by *‘you should
talk!” from the Democratic National Com-
mitttee head. Ron Brown. He released thelist of
Repubiicans whose campaigns were fertilized
by S&L money, those so absent from Rollins’s
tirade. Chief among them was Sen Pete Wilson
of California, who got more than anypne elsein
Congress.

In 1986, while thrifts hemorrhaged $35 mil-
lion a day, Wright, the House majority leader,
and Sen. David Pryor of Arkansas, another*

Democrat, told Gray that key thrift-reform leg-
islation would be on hold until Gray eased up

on their savings-and-loan friends back home.

And at a Texas barbecue in Wright’s office,
Reps. Steve Bartlett, a Republican, John Bryant
and Martin Frost, both Democrats, grilled Gray
for trying to shut down the worst rogue thrifts.
Meanwhile, Rep. Larry Smith, D-Fla., was writ-
ing letters to Gray demanding slack for a thrift

- where he served as a director.

When the reform legislation finally did pass,
after an 1 8-month delay, Rep. Bartlett and Sen.

~ Phil Gramm, Texas Republicans, hobbled the

bill with “*forbearance” amendments that made
itnearly impossible for regulatom toseize bank-
rupt thrifts.

A House Banking subcommittee had hear-
ings about junk bonds and thrift portfolios,
then turned out the lights and went home. More
than $14 billion in junk bonds ended up in
thrifts. Sen. Timothy Wirth, D-Colo., also stud-
ied the issue and decided Congress shouldn’t
intervene. Now, like many other nervous Dem-
ocrats, he’s busily returning his savings-and-
loan contnbutions.

Hundreds of politicians had their hands in
savings-and-loan cookie jars. As late as 1988,
333 House members and 61 Senators listed
significant donations from the industry.

Small wonder, then, that when Rep. Jim
Leach, R-Iowa. introduced an amendment in
May 1987 to place limits on thrift investments,
it lost, 17 to 391. Small wonder. too, that the
House Ethics Committee last year ignored an
outside counsel’s conclusion that Speaker
Wright broke House rules four times regarding
savings-and-loan matters, even though they
agreed with the counsel on 69 other violations.
No one dared cast the first stone, so Wright
skipped out on those charges.

Even today, as the born-again parade before
C-Span cameras, members of Congress contin-
ue to act as an S&L-ABM system, intercepting
regulators on behalf of bankers. In recent
months, Republican Sens. Orrin Hatch of Utah,
Ted Stevens of Alaska and Tom Harkin of Iowa
have — like Republican Rep. Denny Smith of

. Oregon and Democratic Sen. J. Bennett John-

ston of Louisiana — tried to get regulators off
the backs of financial instifutions.

"And while the House Banking Committee
has conducted hard-hitting savings-and-loan
hearings, the Senate Banking Committee re-
mains strangely quiet. Chairman Riegle and
senators Garn, Cranston, Wirth and Gramm
fear that any hearings on the thift mess might
embarrass them.

If the two parties want to get out of this sorry
drama with even a shred of integrity or a faint
hope of regaining public confidence, then this
unseemly scramble for political high ground
atop the mountain of dead thrifts is exactly the
wrong way to go about it.

InStead, the leadership of both the Republi-
can and Democratic National Committees
should spend the summer recess identifying
those who are most soiled and withdraw the
party’s suppart'— publicly. Party purges are all
the rage in EasternEurope this year. If ever one
was justified here, this is the time.

- So, members of Congress, take time out this
summer and go someplace quiet. Stand aside

"and take a long look at yourselves: at how you're

acting; at what you're saying. Think about what
savings-and-loan interests bought with the $1 1
million they contributed to you in the 1980s.

Then go back to Washington this fall and pry-
that “For Sale™ sign off your office door.
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S&L Properties: Everything Must Go!

By Ellen Goodman

Let me say up front that I am a passionate devotee of
sales. I was taught the value of a dollar at my mother'’s
knee. or at least at her side, in the dungeons of Filene's
Basement where Fifth Avenue fashion could be had for
First Avenue prices. To this day, [ :
believe that buying any item at its
original price is an indication of seri-
ous moral failing.

So, like other inveterate bargain
hunters, I felt my blood begin to race  §
when it was announced last Wednes- \
day that a giant national corporation
planned to hold a truly massive clear-
ance sale, an inventory reduction of
unprecedented dimensions.

This all-point shoppers alert came
from the Resolution Trust Corp.
(RTC). This name may not be quite as familiar yet as
- - Loehmann’s, but wait a while. The RTC is the agency set
. -up by Congress to manage the failed savings and loan

banks and their assets. Each time we bail out a bank, it
appears, we are left holding their holdings. Now, accord-
ing to the RTC, Everything Must Go!

Goodman

SO WE HAVE an event this fall that promises to be
more than your ordinary yard sale. Banks don’t do yards.
They do houses, hotels, shopping centers, skyscrapers.
The owners also do quite well for themselves, thank you,
but that is another matter.

The centerpiece of this sale is going to be an
international auction televised in Tokyo, London and
across the United States. Seventy-one properties, valued
at $300 million, will be going, going, gone. Get ‘em while
they last.

The theory is that the more the RTC sells off, the less
the average person will have to pay for the entire debacle.

But despitp my enormous love for a good sale, I am not
at all sure th4 having bought so dear, the ‘government
should begin selling cheap. It finally occurs to me that

this stuff being sold in November is OURS. Ours, as in
the taxpayers.

IN THE COMING YEARS, every American is
going to pay somewhere between $2,000 and $5,000 for
the bailout. If it's going to cost us that much, we ought to
get something out of it. Why not hang on to the Kings
Crossing Golf Course in Corpus Christi? Everv American
should be allotted 18 holes for their troubles.

OK; you don'’t play golf. Neither do I. How about one
night with*the kids at the Rolling Hills Hotel in Davie,
Fla.? A nap.at the Monroe Inn in Monroe. La.? Lunch at
the Radisson in-San Antonio? Why not? We paid for it.

The worst effect of the S&L scandal is that it’s coming

‘ out of the peace dividend. We may not have any more

money for the homeless, for child care, for social
programs, But we will have buildings.

Why auction them off to the Brits or the Japanese?
Why not make The American Street People’s shelter out
of the Knights Inn in North Ft. Myers, Fla.? A
Go-Straight Rehab Center in the Centax Business Park
in Dallas.

As for the repossessed houses in the RTC, we could
give every low- and moderate-income’ taxpayer one
lottery ticket to win a home of their own.

THE BAILOUT of the banks is a worst case
example of private and public partnership. Having been
stuck hoiding the bag (not to mention the clubs and the
golf course), we are going to get rid of it all at a tag sale
price to another set of private owners. They will try to
turn a profit, the taxpayer will pay the difference and
we’ll get nothing except the right to be banned from the
golf course.

May I suggest we save at least one building? The
Western Savings Corporate Center in Phoenix is a
honey. A few bars on the walls, an extra set of keys or two
and we’ll have a place to stash all those swell bank
managers who got us into this mess. We’ll call it the S&L
Memorial Incarceratic™ Center.

A good buy at any price. -
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Silverado collapse
merits a probe
by special counsel

By Patricia Schroeder

Washington

When reporters raise the subject of
the Silverado scdndal with Attorney
General Dick Thornburgh. he sounds
more like a defense attorney than the
chief law enforcement officer of the
United States.

The case in question is the collapse of
the Silverado Banking, Savings and
Loan Association in Denver. With
the 1axpayers shelling out upwards of

S| billion. Silverado is one of the
costliest savings and loan failures in
the United States and the worst fi-
nancial disaster in the history of Col-
orado.

Thornburgh’s see-no-evii attitude
. contrasts sharply with what other ob-
servers have concluded. “In the Sil-
verado case,” says the usually low-
key Bert Ely, a nationally recognized
thrift expert, “the transactions were
fraudulent as hell. The question is
not whether you indict, but whom
you indict.”

Silverado was a carnival of fraud,
quid-pro-quo loans, inflated apprais-
als and insider dealings. The govern-
ment’s inaction on the case is even
more outrageous because high gov-
ernment officials reportedly blocked
closing Silverado until after the 1988
elections, thereby costing the taxpay-
ers additional millions.

The principals in the Silverado col-
lapse are unrepentant. Kenneth
Good. a land developer who default-
ed on more than $30 million in Sil-
verado loans. remarked. *I feel no
shame.” Another developer. Bill
Walters. who welshed on more than
$100 million in loans. recently told a
congressional committee; under oath.
that he was broke. In fact. he has
three California homes (conveniently
stashed in his wife's name) valued at
several million dollars. Both. have
been asked to testify Sept. 6 before a
House Banking subcommittee on
thetr assets.

Silverado board member Neil Bush.
the president’s son. approved or ac-
quicsced in shaky loans to Good and
Walters. his business partners. then
bragged that if he had it to do over
again. he wouldn’t act any different-
lv. Bush said defiantly that the $1
billion Silverado collapse was “insig-
nificant” compared to other thrift
failures. In fact, Silverado was one of
the largest. When asked about a
$100,000 gift Good gave him, Bush
said with a straight face, “I wasn’t
going to deny him his chance of
having fun.”

Federal Deposit Insurance Corp. Di-
rector L. William Seidman might file
a $200 million civil lawsuit against
the Silverado gang to try to recoup
some of the government’s losses.
White House officials are. however.
reportedly trying to force him out.

In Denver. a low-level and under-
staffed Department of Justice team
putters away at the Silverado case.
under the supervision of U.S. Attor-
ney Michael Norton, a twice-failed
congressional candidate who got a
campaign contribution from a poten-
tial target of the investigation. Nor-
ton reports to_Thornburgh, who
makes excalpatory, comments about
the Silverado ¢ase whenever the cam-
eras roll. It's as if he is sending a
subliminal message to George Bush:
“Don’t worry, Mr. President, every-
thing is under control.”” Meanwhile,
the Silverado gang has sattered.
Implicated ir the Silverado collapse
are some of the most politically pow-
erful people in America. They raised
millions for both political parties and
dozens of candidates — $1 million at
a single lunch! ’

Both Bush ‘and House Republican
Whip Newt Gingrich oppose the ap-
pointment of a special counsel to
investigate the Silverado failure. I fail
to understand their opposition.

The special-counsel law. which was
wrtten in the aftermath of the Wa-
tergate scandal. was intended 1o insu-
laie the Department of Justice from
“political. personal and financial
conflicts of interest.” The Silverado
case is rife with those conflicts.

The special-counsel law was also in-
tended to cover cases involving a
member of the president’s family —
not to single them out for prosecu-
tion. but to make certain that any
investigation. is handled impartially.
In 1982. then-Associate Attorney
General Rudolph Giuliani testified:

“Evidence has shown that the target
of a federal criminal investigation
can be someone close to the presi-
dent or attorney general (e.g.. a rela-
tive. business associate. friend) vet
not be covered by the statute.” He
added that in such cases. the appear-
ance of conflict-of-interest probiems
is “often more aggravated than those
presented in the majority of situa-
tions now covered by the-act.”

A special counsel would have the
resources to expeditiously and impar-
tially investigate and. if necessary,
prosecute the Silverado case. With
the Bush administration in charge of
the investigation, however. we shall
see ice hockey in hell before we see
the Silverado gang in court.
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Federally insured — to a limit
A healthy FDIC can't protect multiple deposits

poration: It's a title that gladdens the

hearts of millions of bank depositors
every day. That’s because the FDIC guaran-
tees that the money they tuck in their
savings accounts is insured — and thus safe
— up to $100.000.

How reassuring that can be when hun-
dreds of faltering savings and loan institu-
tions. and some other thrifts, are going un-
der. A financial institution may close or be
sold. but the individual accounts in those
banks are safe. The average depositor won't
lose a dime.

* Multiply those $100.000 accounts by mil-
lions of depositors in the country, however,
which 1s the way Washington looks at the
FDIC. and you see the problem.

Today. as things stand. virtually all
savings of any amount are insured by guar-
antees that ultimately depend on taxpayers.
And how much is that? At the end of last
year, between $3 trillion and $4 trillion.
That's about the size of the entire national
debt.

So decisions on what to do about the
$100,000 FDIC guarantee must be made if
the country is to prevent a recurrence of the
S&L bailout, which often means paying off
the depositors with money the failed S&L
doesn’t have. So borrowed -money that tax-
payers must repay comes into>piay to help
redeem the FDIC pledge. :

The Bush administration is studying the
problem. but Treasury Secretary Nichalas F.
Brady suggested one promising approach in-
formally to Congress the other dav..- .

Brady does not favor lowering the
$100.000 figure. That. he believes. might
turther weaken a pubiic confidence already

T HE FEDERAL Deposit Insurance Cor-

unsettled by the S&L fiasco. So he would
oppose those who want to lower the cetling
to perhaps $50.000.

What he does support is a limit on how
many of these $100.000 accounts a person
or business can benetit from.

Now. under existing law. a person can
create an almost unlimited number of ac-
counts where the deposits are insured up to
$100.000: a personal account. plus joint ac-
counts all over (with a spouse, say. or chil-
dren or parents.) That. coupled with a bail-
out policy that says some banks are too big
to, fail. suggests strongly that fresh thinking
ought to-be focused on the problem.

The adminfseration has not worked out
all the details yet, and questions abound.
Would the limit be one insured account per
person per bank? One in several banks?
Would banks have jo offer higher interest
rates on accounts with uninsured funds in
them? What about a strict limit. promising
to us, of ‘one insured FDIC account per
Social Security number? What about giving
depositors options to choose from?

Despite the loose ends. the administra- .
tion pursues the right course. It is not easy
to discuss new limits on traditional kinds of
government benefits and protections long in
force.

But tight limits on what accounts to ap-
ply the $100,000 guarantee to would lessen
the exposure of Washingtan to future S&L-
type dangers and return FDIC policy to its
original intent: not protecting all savings of
everybody, but those of modest-income. rel-
atively unsophisticated depositors and thus
bolstering their confidence in the nation’s
system of thrift.
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By ;'lohn Accola
Roecky Mountain News Staff Writer

' "Kenneth M. Good — a former Denver
developer and Republican contributor
who defaulted on tens of millions of dol-
lars in loans from Silverado Banking,
Savings and Loan — has hidden his true
wealth in a series of obscure trust ac-
gounts, Carlos Lucero charged yester-
ay.

Lucero, the Democratic candidate for
the U.S. Senate who has made Silverado
and the S&L crisis the centerpiece of his
campaign, announced at a press confer-
ence that his investigators had uncovered
174 trust accounts that he says are con-
trolled direetly or indirectly by Good.

Lucero provided documentation show-
ing that one trust account, called the

SILVERADO CASE
& Bush, OTS agree on some facts/13-8

B Good agrees to go before panel/13-B
W Trusts can be simpie, complex/13-B

Kenneth M. Good Irrevocable Trust, in-
cludes 1,383 acres in Garfield County
valued at approximately $1.3 miilion.

Most of the trusts were created in the
late 1970s and early 1980s and identify
as trust managers Good’s lawyer and
longtime friend Norman Brownstein or
James S. Mandel, a partner in Brown-
stein’s Denver law firm.

“Where did some of the money from
Silverado go?”’ Lucero asked. “Where did
it disappear? I believe the answer lies

somewhere in these 174 trusts. . . which
are shielded from public scrutiny.” .

Lucero, however, was unable to pro-
vide additional documentation of assets in
other trust accounts.

“I wish I could make it simpler, but
people don’t set up 174 trusts with the
idea of making it simple for the rest of us
to track them down,"’ he said.

Lucero, 49, said one of the most mys-
terious trusts uncovered was an account
called the President Support Trust,
which he suggested was linked to the
$100,000 Good contributed to the Re-
publican National Committee about the
same .time he had defaulted on $32 mil-
lion in Silverado loans. :

Contacted by phone in New York,

See GOODon 12-B

Lucero: Good stashed wealth f

GOOD from 1-B

Good said, “I'm not going to com-
ment on anything Carlos Lucero
says ... and I don’t conduct my
business in the press.”

Brownstein also declined com-
ment, noting it would be a breach
of confidentiality to discuss a cli-
ent’s business.

Lucero, a lawyer, said he had no
hard evidence that any of the
trusts hold Silverado-gained funds.
But he said their existence shows

--Good, 46, misled a U.S. House

committee investigating alleged
fraud and ‘abuse at Silverado when
he testified in June that he had a
negative net worth. .

A week ago Sunday, it was re-
ported in ‘the Rocky Mountain
News that Good still held title to -
his $600,000-plus home in Tampa
Palms and often jets to Florida
from New York City, where he
leases a condo.

“A great many people want to
know where Mr. Good .. . is get-
ting the money to support such a
lavish lifestyle only a month after
pleading poverty before the House

ing committee,” Lucero said.

Lucero said his five-member in-
vestigative team — referréd to by
office staffers as “The Untouch-
ables,” in reference Chicago’s
famed Treasury investigator, El-
liot Ness — started their probe in
Rifle, where they were led to a
lawsuit filed against Good that list-
ed the 174 trusts. +-—. .

By Friday, Lucero said the team
and his campaign manager, Dan
Calisher, had contacted the county
clerks and recorders in all 63 of
Colorado’s counties..

The probe will continue, but
Lucero challenged members of the
press to follow his lead and rapped
federal investigators for not doing
more. ; C

“The Carlos Lucero campaign is
a band of small staff and volun-
teers,” Lucero said. “If we, by
exercising diligence, can go out
and find public records.that lead us
to this paper trail, why can’t the
federal government?”” .

Good has received much atten-
tion for his business relationship
with Neil Bush, a son of President
Bush and a former Silverado board
member.
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Sept. 10 Is Target for Budget Accord

Savings of $500 Billion Quer Five Years Sought by Negotiators

By John E. Yang
Washington Post Staff Writer

White House and congréssional
budget negotiators have set Sept.
10 as a target date for reaching

_agreement on a package of spend-

ing cuts and tax increases that

~would save $500 billion over five

years, participants in the talks said
yesterday.

The talks, which faltered late last
month amid partisan sniping, could
resume as. early as Sept. 5 with bar-
gaining sessions beginning in the
morning and running into the night,

“the participants said. The negoti-

ations are likely to be held some-
where other than their usual loca-
tion on Capitol Hill, they said.

The ambitious timetable envi-
sions lawmakers impiementing a
hoped-for budget agreement by
Oct. 1, the beginning of fiscal 1991.

Negotiators hope that moving the
talks will sharpen the bargainers’
focus on their task of devising a
five-year, $500-biilion deficit-reduc-
tion package that would save $50
billion in the first year.

Meeting in the Capitol, lawmak-
ers are often interrupted by House
and Senate votes, aides and visiting
constituents. The press of other
congressional business has often
limited .the sessions to only two or
three hours a day.

the Office of Management and Bud-
get, suggested going to Camp Da-
vid, the presidential retreat, and
not returning until either agree-
ment is reached or the talks fail.
But lawmakers complained that the

REP. THOMAS S, FOLEY
.+« “a side benefit” in moving talks

facility does not. have enough ac-

commodations for staff. Other op-
tions under discussion include Wye
Plantation, a conference center on
Maryland's Eastern Shore, and An-
drews Air Force Base in Maryland.

The eventual site, to be settled
on later this month, is expected to
be a federal facility .in or close to
the District. Many congressional
negotiators have.-said they would

. . like to be able to return home each
Richard G. Darman, director of -

night.

“It is very unimportant where we
go,” said Rep. Bill Frenzel (Minn.),
the House Budget Committee’s
ranking Republican. “It is important
we go somewhere our staffs and

telephone calls cannot interrupt.”

House Budget Committee Chair-
man Leon E. Panetta (D-Calif.)
agreed. “It’s not the physical loca-
tion, it’s the will of the people who
are participating that counts,” he
said.

House Speaker Thomas S. Foley
(D-Wash.) said he thought moving
the talks from the Capitol would be
a good idea because lawmakers’
“attention is constantly being

‘sought by other events if they are
. not in some more-secluded environ-

ment.” _
Foley denied that the real pur-
pose was to avoid reporters, but

- grinned and added, “It might be a

side benefit.”

The full negotiating group last
met Juiy 24.

Meanwhile, the House yesterday
approved legislation that would
raise the federal government’s bor-
rowing limit to $3.19 trillion
through Oct. 2. The vote was 247
to 172. The Senate is expected to
approve the measure before leaving
for its August recess.

The current debt limit of $3.12
trillion will be exhausted Aug. 15
when $20 billion of government
notes mature and $21 billion of in-
terest payments fall due, according
to Treasury Department estimates.

The short-term extension is de-
signed to give lawmakers time to
deal with a longer-term measure,
which the House passed on Tues-
day. Because debt legislation must
be enacted in order to avoid gov-
ernment default, it usually attracts
a broad range of often-contentious
amendments.

X,
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 Damage Unlikelv to Hit Levels
fleached After 73,

By jJonn M. Berry

Wastungton Post Statf Wnter

When Rovce Drake of Alexandria headed north vesterday
for a week at a scuiling camp in Vermont, the Iraqi invasion
of Kuwait began to cost him money. Like millions of his va-
cationing counterparts across the United States, Drake paid
more than he would have a few davs ago each time he pulled
Into a service station for gasoline.

The added cost for the 1,500 miles Drake plans to drive
while he’s gone won't be much, probably only about $5 or
$6. based on the increases in pump prices so far. That
amount is only a tinv addirion to the cost of his vacation, but
it will be $5 Drake can't spend on something else.

Multiply Drake’s $5 or $6 by the huge number of other
motorists on the road during America’s peak driving season

g 4 and the impact of higher gasoline
prices, and all the small purchases
@ perhaps not made as a resuit, be-

"gins to take shape.

i With the U.S. economy already
§ virtually dead in-the water, that
d shape may turn.out to be one of
recession.

Even if world crude oil prices

- ¥ stick close to $25 a barrel, about
where they were on Friday, there appeared to be little like-
lihood, however, that any slump in the economy would ap-
proach the severity of the one that followed the first oil
price shock in 1973, or the one that uitimately followed the
second price shock in 1979. :

* Both of the earlier price shocks hit the United States at a
time when the economy was gripped by infiationary booms.
The impact of rising energy prices also was magnified on
both those occasions by soaring food prices.

In contrast, this time the economy seems to have been
slowlv coasting to a stop rather than being in a boom, al-
though the civilian unemployment rate, even after the July
rise to 5.5 percent reported Friday, has been at leveis most
economists regard as full employment. Most important.
there is no large overhang of unsold goods on businesses’
shelves that is likely to mean big curs in future factory pro-
ducuon schedules. The buildup cf urwanted inventories, and
the production cutbacks to get ric uf them, have usually
been the key to the severity of U.S. recessions.

Nevertheless, each $1 per barrel increase in crude oii
nrices has the same depressing effect on consumer spen:i-
11g. at least in the short run, as a ¥1 per barrel excise tax
imposed by the government. With-current U.S. oil consump-
tion running abtt 17 million barreis a day, a $1 tax or price
increase costs oil users about $6 billion a year.

& %5 or $6 per barrel increase; which is what has or-
curred in spct markets, would be the equivaient of a $30 bil-
hon or $35 biliion tax increase. What's more. as oil prices go
up. so does the cost of other torms of energy such as natura:
gas and coal, although not necessarily by as much and usual-
lv only after a lag. Still. those increases magnify the impact
of higher oil costs. :

Attogether, the short-term depressing effect is probabiy
cn the order of $50 billion or more, or about 1 percent of
tne gross national proauct.

This prospect poses an acute problem both for the Bush

"""""" soronen. which haz been tmang o etrike g depl wirn

Sce ECONOMY, H3, Col. 1

79 Shocks

ECONOMY, From H1

congressional leaders to reduce future
federal budget deficits, and for the
Federal Reserve, which will have to
decide how to respond to the simulta-
neous threat of recession and worsen-
ing inflation.

Since any attempt to cut federal
spending and raise taxes would also
tend to depress the economy, the al-
ready difficult chore of striking a budg-
et agreement could become even
harder to achieve if oil prices stay
high.

One congressional source close to
the negotiations suggested that it

‘might be appropriate to change the

#“configuration” of the planned deficit
réduction-by having less of it in fiscal
1991, when the impact of higher oil
prices is being felt keenly, and more of
it in later years.

It is far from clear, however, how
already skeptical financial markets
would respond to such a deal. Post-
ponement of the anticipated $50 billion
to $60 billion cut in the deficit for next
year could lead investors to ques-
tionthe seriousness of a budget deal. If
this happens, then long-term interest
rates likely would not come down, re-
gardless of the deal or of Fed attempts
to lower them.

The administration is counting on
the Fed to cut interest rates to offset
any significant tightening of fiscal poli-
cy, and Fed Chairman Alan Greenspan
has indicated the central bank will do
so. But the Fed has far more infiuence
over short-term rates than long-term
rates, and if investors baik, there is lit-
tle it can do.

With oil prices surging, the whole
exercise is much more complicated
from the Fed’'s point of view. If the
Fed tries to lower short-term rates

significantly to offset recessionary"

pressures just as inflation is getting
worse, investors might decide that the
central bank was giving up on its long-
running fight to controi inflation.

On the other hand, officials at the
central bank have been carefuily try-
ing to avoid a recession, partly out of
fear of what a downturn could do to
debt-laden businesses and the some-
times shaky banks that have lent to0
them. The oil price hikes just make
those concerns more acute.

The question is whether investors
believe that the Fed's longer-term
goal would still be to reduce inflation
even U 1L edses raies 0 dedl Withl «
shorter-term probien.

“Tt comes back quickly to what we
call the credibilitv of the central bank.”
said one Fed official. “We can do it bet-
ter now than in the '70s” when financial
market trust in the Fed as an inflaton

A



fighter was not high. “But we do not
have an overabundance of credibility.”

" Not all the impact of higher energy
prices is negative, however.

Part of the impact of higher crude
oil prices should be offset down the
road by more investment by the oil in-
dustry and by businesses and consum-
ers seeking to use less energy. Even in
the short run, some parts of the coun-
try and some sectors of the economy
will be boosted rather than hurt by
higher oil prices.

While all U.S. oil users will be pay-
ing more, U.S. oil producers will be
getting more for their crude. In the
first 200 days of this year, net oil im-
ports averaged 7.8 million barrels dai-
ly, or just over half of what is con-
sumed. That means that foreign and
domestic oil producers each probably
will end up with about $15 billion to

Not all the impact
of higher energy
prices is negative.

$17 billion more income. The bulk of
the income associated with higher
prices for natural gas and coal would
also flow to U.S. firms.

The fact that domestic energy pro-
ducers get more than half of the added
amounts oil users will pay softens the
depressing impact on the economy.
Higher oil prices likely will stimulate
oil and gas drilling in states such as
Texas and Louisiana, which have still
not recovered from the devasting de-
cline in oil prices in 1985 and 1986.

A healthier economy in the South-
west could even save the federal gov-
emment some money by increasing
the value of some of the real estate
and other assets the government now
owns as a result of having taken over
hundreds of insolvent banks and thrift
institutions there.

But the stimulus to the oil patch will
build slowly because it takes time to
make and execute new drilling plans,
and having been badly burned once by
falling prices, both independent oil
drillers and major companies alike are
apt to be cautious until they can be
sure prices will stay up.

Meanwhile, energy-short North-
eastern states, some of which are ai-
ready clearly in a siump, will be hard
hit right away because of their high
dependence on oil.

But the impact in the Northeast, as
in the nation as a whole, will not be as
severe as in the 1970s, both because
the oil price increase is far smaller—in
1873-74 prices quadrupled rather than

merely rising by one-third, if they stay
around $25—and because the U.S.
economy uses considerably less ener-
gy per dollar of GNP than it did then.
Furthermore, in both previous epi-
sodes, energy prices were subject to
price controls, which slowed the pro-
cess of adjusting to the increase in en-
€ergy prices.

“Energy is very important to the
economy,” said one government ana-
lyst, “but it is much less important
than it used to be. There is more flexi-
bility, and there is more business
knowledge about how to handle a big
increase in the relative price of oil.

“But having said that, it is important
to understand just how important en-
ergy is,” he continued. “It works its
way through every nook and cranny of
the economy. When you change the
cost structure of something as large as
that, it shakes the rafters.”

That shaking would be much great-
er had the earlier price shocks not oc-
curred. For instance, while the num-
ber of cars on U.S. highways has risen
steadily, gasoline consumption has not
because the.average mileage each car
gets per gallon has gone up, too.

For instance, after adjusting for in-
flation, consumers -so far this year
have been spending no miore for gaso-
line and oil than'they did five years
ago, according to Commerce Depart-
ment figures. '

According to one government agen-
cy’s assessment, a $5 rise in crude oil
prices will cause consumer prices to
be 1 percent higher 12 months later as
the effects work their way through the
economy. The usual rule of thumb is
that GNP will be half a percentage
point lower at the end of a year than it
otherwise would have been if consum-
er prices go up 1 percent over the
same period.

A half a percentage point decline in
the output of goods and services in the
United States would represent a very
mild recession. If the economy other-
wise were growing even modestly,
GNP might not go down at all.

On the other hand, the invasion of
Kuwait has added a new level of uncer-
tainty about the economy, and uncer-
tainty itself can depress spending.

On Friday, White House spokesman
Marlin Fitzwater told reporters the
administration still does not expect a
recession despite the bad news on em-
ployment and oil prices. But Fitzwater
also acknowledged that the adminis-
tration’s outlook is based on its as-
sumption that the increase in oil prices
will be moderate.

“The possibility of extreme change
and damage is very great,” Fitzwater
noted. “It’s a large concern and a
growing concern.”

o
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Budget talks to resume
when Congress returns

By Donald Lambro

THE WASHINGTON TIMES

Budget negotiations between the White
House and Congress will start up again when
lawmakers return from their monthlong Au-
gust recess, congressional and administra-
tion officials agreed over the weekend.

House Democratic Leader Richard Gep-
hardt, chairman of the negotiations, and
White House Budget Director Richard Dar-
man agreed to resume negotiations shortly
after the Labor Day weekend, with a Sept. 10
deadline for an agreement.

Despite the ambitious timetable, legisla-
tive advisers to the negotiators cautioned that
both sides were still far apart from reaching
agreement on the difficult tax and spending
issues that have divided them since President
Bush called the summit together in May.

“We haven't had any movement on either
side,” said Larry Stein, a chief budget aide to
Senate Budget Committee Chairman James
Sasser, Tennessee Democrat. “The problem is
that on fundamental issues we remain radi-
cally divided.”

Yet House Budget Committee Chairman
Leon Panetta, California Democrat, said he
believed that if “serious offers are made,” the

" negotiatiators could meet the deadline.

The entire negotiating group has not met

since July 24, and the only substantive agree-

ment has been to try to come up with a first -
year package of spending cuts and tax in-
creases totaling $50 billion as part of an over-
all five-year, $500 billion plan to eliminate the
deficit. :

While Republicans have accused the
Democrats of using the budget talks to their
own political advantage and failing to propose
a plan of their own to reduce the deficit,
Democrats respond that the White House has
not proposed its plan either.

“The Republicans have yet to come forth
with a plan.” said a chief aide to Mr. Gephardt.
“They haven’t put anything on the table.”

Democrats maintain that the package of
tax increases leaked to the press by Sen. Bob
Packwood of Oregon, ranking Republican on
the tax-writing Finance Committee, has never
been formally proposed by the Republicans
or the White House.

Republicans counter that the president has
gone the “extra mile” by agreeing to consider
some “tax revenue increases” and say Demo-
crats have failed to reciprocate by making any
concessions of their own.

Mr. Stein, however, noted that there was
still strong opposition among House Republi-
cans to the negotiations. In-fact, GOP House
members on Friday blocked consideration of
an attempt by congressional leaders to enact
the new budget deadline into law.

“The Republican caucus in the House has
made clear that they don’t want to deal,” Mr.
Stein said. “We do want to deal. The economic
circumdtances of the country demand that we
reach an agreement.”

But Democrats in the negotiations admit
that the wide gulf that remains between the
two sides has not been narrowed in any sub-
stantive area. “It’s less about political advan-
tage than about deep policy disagreements,”
Mr. Stein said.

Meantime, some legislative aides on both
sides of the aisle believe no progress will be
made in the talks until lawmakers feel the
political heat from automatic across-the-
board budget cuts that will be inflicted under
the Gramm-Rudman-Hollings deficit-reduc-
tion law if a budget is not agreed to before Oct.
15. But Democrats say they are not going to
be intimidated by that strategy.

“From our perspective, we’re not going to
be frightened into any deal that perpetuates
the failed policies of the 1980s,” Mr. Stein said.




Get S&L answers;
skip the commission

Too little, too late. -

Those four words describe years of bumbling by Con-
gress and two administrations in the $§500 billion savings
and loan debacle — at a cost to the average taxpayer of
$240 a year through 2030.

Too little, too late.

Those words describe a bill approved by the House last
week to create a $1 million special commission to investi-
gate the causes of the S&L mess and to sentence the worst
S&L crooks to life in prison — a penalty that by law can only
be appiied to future crooks, not those who created the mess.

Too little, too late. ‘

Those words should be shouted by voters any tirhe mem-
bers of Congress, now home for the August recess, tout their
votes on such bills as “getting tough” on this scandal.

The congressman across this page, who has long sought
tougher regulation of S&Ls, argues that voters deserve
straight answers about the S&L mess. He says a bipartisan
commission can provide them. ’

And the White House over the weekend signed on to a
Senate proposal for an eight-member commission, after op-
posing a similar plan earlier by the nation’s governors.

The White House was wrong to change its mind. The
commission is a bad idea, for now.

A commission now is a bad idea because it would dupli-
cate congressional committees looking into S&L issues, such
as that reviewing possibly cushy deals made by S&L regula-
tors in 1987-88 in trying to get rid of insolvent thrifts.

A commission now would be a bad idea because it could
interfere with ongoing investigations of potential S&L fraud,
such as that into the activities of President Bush’s son Neil,
with a Colorado savings and loan.

Most of all, a commission now is a bad idea because it
wouldn’t report until next year. And voters this fall
shouldn’t be told, “Wait 'til next year” to find out their rep-
resentatives’ roles in creating-this scandal.

Voters need answers now to'their questions about where
their representatives were in the early 1980s — when de-
posit insurance was hiked from $40,000 to $100,000, when
ceilings were lifted on interest charged on deposits, when
thrifts were allowed to make risky investments in real es-
tate and junk bonds, when accounting rules were eased and
the number of regulators cut.

Voters need to know now where the 424 House members
who voted to investigate and get tough on S&Ls last week
were in the 1980s when S&L operators were giving out mil-
lions in campaign funds. Did they have their hands out?

And they need to know now where those House members
were on May 5, 1987.

That'’s the day 258 House members killed a proposal that
would have put up $15 billion, paid for by the S&L industry,
to close insolvent thrifts. Instead, the House approved a $5
billion package pushed by the S&L industry. It was way too
little and too late.

The commission can’t answer those questions in time for
the election. It may never answer them at all.

We can’t wait until after we’ve voted to get those answers.

That would be too little, too late, again.
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Name a commission
to find S&L answers

WASHINGTON — The American public, after doing a slow
burn, has reached the end of its rope concerning the savings and
loan crisis. The anger and animosity spreading throughout Ameri-
ca in response to this $500 billion disaster carry the kind of fury
usually reserved for the likes of Iraq’s Saddam Hussein and Lib-
ya’s Moammar Gadhafi.

The fact that the S&L crisis has generated such a nationwide
outcry is the very reason that a National Commission on Financial
Institutions Reform, Recovery and Enforcement should be estab-
lished. Though it sometimes appears 1mpos:ble to fully grasp,
there is a bottom to this mess. "

It is absolutely essential that we get all the
answers, and we simply cannot do that
through a highly charged political debate,
We need a national commission to look be-
yond the current political heat and shed ex-
pert, bipartisan light on the causes of this di-
saster and how we can best and most
quickly bring an end to it. "R

The National S&L Commission is mod-
eled along the lines of the Warren Commis-
sion, which looked into the assassination of
President John F. Kennedy, and the Kerner Rep. Charles E.
Commission, which probed the race riots of Schumer, D-N.Y,,
the 1960s. is a member of the

Given cost estimates of $500 billion and House Banking
up, uncertainty over the scandal’s causes Committee and its
and insufficient progress toward real solu- Subcommittee on
tions, the magnitude of this disaster is clear- Financial Institu-
ly at that level. tions Supervision

Nor will the commission be a mere paper
tiger. It is granted broad authority, including subpoena powers, to
look beyond the pieces of the puzzie and confront the whole pic-
ture at one time.

With a mandate to examine the past, the present and the future,
only a national commission can give the American people a clear,
unfettered look at what brought us to this point and how best to
emerge from it.

It is important to note that the commission will not duplicate
any ongoing efforts, nor will it have any involvement in criminal
investigations. Such responsibility resides in the Department of
Justice, and it will remain there.

The National S&L Commission will require $1 million to con-
duct its business. The amount of benefit the country can gain from
spending this tiny amount of money on a half-trillion-dollar crisis
is enormous.

The only thing we can't afford to do is bequeath a heritage of
staggering S&L debts to future generations. Americans have a
proud history of confronting and defeating tough problems when
we can be unified behind a single purpose.

The commission can sweep away the current confusion, chan-
nel the outrage and establish this sense of purpose.

el
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S&L probe? Let George do it

SAN FRANCISCO — So Congress may decide
to play hardball, establish a commission to inves-
tigate the savings and loan fiasco and — golly
darn it — enact tough penalties for any financial
hooligans who might try the shenanigans again.

Hmmm. Isn't that sort of like passing a law
strictly prohibiting foreign countries from at-
tacking Pearl Harbor — on Dec. 8, 1941?

Sure, we need a commission to tell us our
money’s missing, just like baseball needs a com-
missioner to tell us the Yankees are missing.

And since we're playing hardball, maybe Con-
gress should look to our national pastime for
guidance. Following are the conclusions drawn
by the Steinbrenner Commission (he’s practical-
ly unemployed now anyway) after months of
droning S&L testimony from wincing witnesses
and self-serving sound bites from blue-ribbon
buffoons. And a,few wild pitches as well.

> Fire the manager (the Bush administration
didn’t like this proposal, with '92 approaching).

» Hire your son. (now we're talking — this
could give Neil Bush an all-new image).

P Rehire the guy you earlier fired (funny,
that’s what Richard Nixon was about to suggest).

> Sign useless free agents for lots of money
(borrow millions if you have to; heck, they're
federally insured, aren't they?).

» Pay spies for bad information (the CIA en-

dorsed this one), then pay
people so they won't bug
you (we hear some sena-
e £ - tors will even assist you),
- and make up 16 different
stories about what hap-
pened (gives press secre-
taries work).
] ' » End the arms race
Steve Baker is (most of the Yankees’
executive produc- limbs have been dead for

er of the Duck’s years anyway).

Breath Radio Most important, don’t
Theatre series, sell the franchise. Expand.
Ask Dr. Science. We're not talking imperial-
- ism, just a federal sur-
charge of, say, 25%' on fees for new franchises.
With $100 million the going rate for ball clubs,
the majors need only add 20,000 or so teams and
we'll have this S&L tab ($500 billion) practically
licked. That's just about the number of places
that say they deserve a franchise, anyway.
Besides, think of all the childhood fantasies of
playing in the majors that’ll come true, not to
mention the Salaries. And it'll take a lot of new
stadiums for all the teams, meaning a lot of bond
issues to borrow money — from a lot of S&Ls.
It's an economic field of dreams, courtesy of
The Boss and another government commission.

.
. “'"
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MARY McGRORY

- An S&L straight shooter

WASHINGTON - L. William
Seidman, the chairman of the Reso-
lution Trust Corp., the elegant name
for the savings and loan bailout, de-
seribed his job to a rapt audience at
the International Platform Associ-
ation as “undertaker, tax collector
and garbage man — any one of those
is all right, but together ... ”

Nonetheless, he appears to be
willing to soldier on, despite the fact
that for months the White House has
been hinting that his departure is
imminent. His crime? From the first,
he has insisted that the bailout. will
cost money, and once he suggested
that a fee from insured depositors
might be required.

Seidman is metaphorically as
well as actually on erutches: He lost
an argument with a bucking horse in
New Mexico. But he has many fans,
especially on Capitol Hill, where his
straight shooting is much appreciat-
ed. He is a veteran of Washington
wars, having served in the Ford
White House, and the people at the
White House obviously thought they
were getting a team player. Alas for
them, he turned out to be an inde-
pendent with bristling care for his
reputation as an honest man. He
does not wish to be driven out of
town. -

- The rush to be rid of him is
somewhat baffling, since he is the
best known and most respected ad-
ministration player in the S&L
quagmire, which political analyst
Patrick Caddell calls “an economic
Vietnam.”

Says Rep. Charles Schumer (D-
N.Y.), an S&L specialist, “They
should be down on their knees beg-
ging him to stay on, but instead they
are sniping at him.” .

Some measure of the national
rage was visible during Seidman’s
talk, when he was asked repeatedly
how a furious electorate could punish
the malefactors. He told them that
the mess was pretty much their own
fault. They had elected people to
Congress who insured deposits with-
out regulating banks.

Seidman told them ruefully of
Texans who have taken their S&L

winnings and invested them in
homes that cost between $10 million
and $12 million, which cannot be
seized because of a state law that
forbids taking a man's home in a
judgment. )

Rep. Howard Wolpe (D-Mich.)
thinks Texas should be punished for
its greed. He has introduced a bill
that raises the possibility of regional
enmities to add to the brew. His bill
would require Texas to pay an addi-
tional irigurance premium of $2.8 bil-
lion. His reasoning is that it has cost
$21 billion to clean up state-char-
tered Texas thrifts, while virtuous
states of the Northeast and Midwest
have cost only $1.3 billion. Texas, of
course, lifted restrictions from state-
chartered and federally insured
S&Ls.

Seidman was asked if the mas-
sive amounts being used to scrub the
S&Ls did not amount 'in fact to a
“tremendous transfer payment from
the North of the country to the
South.” :

“In a way it is, and in a way it
isn't,” said Seidman, who has enough
conflict on his hands. “The money is
going to depositors from all over the
country, some of whom simply gave

“their money to Merrill Lynch for de-
* posit.”

Wolpe says it doesn’t matter
where the money came from but
where it was spent. Texas S&Ls
were used as private banks by high-
rolling developers.

One thoroughly exercised woman
from Chicago said she didn’t mind
paying taxes to run the country, “but
what I want to know is why the tax-
payers have to pay the tab for people
cheating.” . |

This is a sentiment that is heard
all over the land in the current cam-
paign, and it makes incumbents
shudder.

Seidman said none of it would
have happened if bureaucrats had
read the Bible. Proverbs 11:15:
“Who insures a stranger will surely
suffer for it.”

Mary McGrory is a syndicated col-
ummnist. .
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ore charades

2] n keeping with the Reagan
b3 tradition. President George
@ Bush and congressional

Republicans are attempting to

help balance the federal budget
by imposing new burdens on the
backs of state and local
governments,

The nation’s governors and
local officials, Republicans and
Democrats alike. are right to
squawk.

For almost a decade. Reagan
shifted responsibility for social
programs from the federal
down to the state and local levels.
Now Bush and congressional
Republicans would lean on them
again, fattening the treasury by
slapping a lid on the amount of
state and local income tax
individuals can deduct on their
federal tax return.

This approach is wrong on
several counts.

It poses serious threats to
state and local governments’
ability to generate revenue:
Tax-weary citizens would be more
likely to reject hikes in local
taxes. Their deductibility has long
been a selling point for state
and local tax proposals. By
tradition, Americans want to
keep our tax monev ciose to home.
The elimination of the
aeduction tor sales taxes did
enough damage on its own. This
measure would further dull voter
enthusiasm for meeting what
are often sorely needed state and
local tax needs.

It's unfair to both .
governments and individuals.
More tax revenue would be
coing to the federal government at
the expense of state and local
governments which need more
revenue. not less. Even though
Its greatest effect would be among
Americans who make more
than $100.000 a vear. it i
fundamentally unfair in that by

in budget talks

limiting deductions for local taxes
it would tax individuals on
money they never actually
received — money that went to
pay local taxes.

It won't generate all that
much money. The yield is
estimated at $3 billion a vear.
That's a pittance when held up
against a federal budget deficit
for this fiscal year alone of some
3170 billion. And that’s not even
counting thé year's cost for the
savings-and-loan bailout. '

Worst of all. it’s a timid, tepid
little effort that does hardly more
than pass the buck. In a fiscal
crisis that demands bold ideas and
tough decisions it represents
neither. Like other Bush
administration initiatives, such
as increased *‘sin” taxes on
cigarettes and alcohol, it
constitutes little more than
nibbling around the edges of
the real problem. and the real
solution.

The problem is that the
nation faces a huge fiscal deficit.
Any gains from decreased
defense spending must be
¢ommitted to rebuilding the
country’s phyvsical and social
infrastructures. both sadly
neglected during the Reagan-
congressional military spending
binge.

The solution. then, is for us
to pay more in taxes — some of us
more than others, to be sure.
but all but"the poorest among us
must share in the burden. The
stark alternative is to continue the
self-deluding policy of believing
we can repair the fiscal damage
without sacrifice.

Bush is still too busy hearing
the echoes ot his election-
campalgn lips. What is needed
are cuts in spending coupled with
an increase in federal income
taxes. not petty pilfering of state
and local coffers.
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Who Robbed the Thrifts? Congress

1

By Jim Leach

WASHINGTON — The most captivating

news story in my home state last year
conc_erned an attempted robbery of tragi-
comic proportions.

At the end of the basketball season a star
forward on the Iowa State University team
walked into the campus Burger King, with-
out a mask, carrying a rifle. He asked the
high school sophomore at the counter to hand
over the money in the cash register.

The team’s picture featuring this strap-

ping athlete was on the wall. The teen-ager
recognized him with a “Hi, Sam.” He looked
up and responded, “It’s not me!”
" The savings and loan scandal is another
kind of robbery, the biggest bank heist in
history — one that goes beyond the bank
vaults to pick the pocket of every American.
And the picture of another pin-striped team
is on the wall: It is the biannual official
photograph of Congress.

The savings and loan debacle symbolizes
the breakdown in discipline in legislative
podies, especially at the committee level,
where interest groups target their attention
and dollars. Committees are designed to be
delegated centers of legislative expertise.
Too often they have become advocacy rather
than oversight oriented, failing to provide
stop signals for the inevitable train wrecks.

In modern politics legislative reputations
are generally made by extremists, those who
push the biggest programs or tax cuts or who
advocate the greatest new powers for gov-
ernment or the private sector.

In the case of the savings and loan debacle
the committees of jurisdiction in Congress
failed to rein in the powers that regulators
had allowed the thrifts — to over-leverage
capital, buy junk bonds and make specula-
tive investments. They chose instead to en-
courage forbearance toward patently impru-
dent practices.

During the 1980s the two costliest code
words in the legislative lexicon became “di-
rect investments.” Thrifts were released
from their social contract to make home
loans — the historical quid pro quo for re-
ceipt of federal deposit insurance — and
given license to speculate in commercial
real estate and leveraged buy outs.

Instead of following the Wall Street pre-
cept that “first loss is best loss,” gullible
legislators bought the claim of Charles Keat-
ing and other industry insiders that inflation-
ravaged thrifts could beat insolvency by
gambling with other people’s money.

From a Sun Belt perspective the gamble
worked: The wealth of the Midwest and
Northeast was transferred on a one-shot ba-
sis to the Southwest and West. While graft

was rampant, not all of the deposits were
frittered away. An infrastructure of homes
and modern offices was built that will stand
for a generation as a government-induced
incentive for migration to the states with the
most lax regulation.

This criminal transfer of wealth from one
region to another, from middle-class taxpay-
ers to lubricious high rollers, occurred be-
cause legislative bodies abandoned the na-
tional interest and represented private,
regional and industry concerns. Once an in-
numerate Congress replaced prudential cap-
ital ratios with phony accounting and capri-

" cious powers, the government’s gold could be
_ stolen without breaking into Fort Knox.- .

Ironically, it was the alleged defenders of

the little guy in American politics who led

the charge to transform an industry created
under Franklin Roosevelt to serve small sav-.
ers and average homeowners into a privi-
leged preserve for the moneyed elite.

The only honor that can be salvaged from
this fiscal Vietnam — the chance to hold the
“ins” accountable for privatizing profit and
socializing loss — must be a demand for
campaign reform, for fair rules, for competi-
tive opportunity in American political as
well as economic life.

The $20 a month that the average Ameri-
can family must pay Uncle Sam for the next
30 years amounts to a Congressional Water-
gate, depriving Congress, particularly its
majority party, of the moral imprimatur to
defend the status quo.

In Chinese history there is a theory of .
revolution based upon a “mandate of heav-
en”: A government may be overthrown when
a catastrophe — a drought, flood or earth-
quake — signals the necessity.

The question of the 1990s is whether the
American people are concluding that the
conflicts of interests of the 1980s — that cost
real people real money — are a castastrophe
and that the mandate of governance ought to
be removed from the Democratic political
establishment. It has controlled Congress.
and the majority of state legislatures during
the past half-century.

The challenge to Republicans is to stake
out the position of the party of reform. The
future belongs to those who put the savings
and loan ¢rooks in jail-and remove America’s
legislative bodies from the control of monied
influence peddiars.

(Jim Leach, Republican of Iowa, is a
member of the House Banking Committee.)
©1990, The New York Times
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‘Budget sessions

are suspended

By William J. Eaton
and Tom Redburn
Los Angeles Times

WASHINGTON — President Bush'’s
high-stakes campaign to reach a
budget compromise with Democratic
leaders has been suspended for Con-
gress’ August break, with little to
show for three months of talks other
than political scars on both sides.

House Republican Whip Newt
Gingrich of Georgia contends that
the talks have virtually collapsed —
and he blames the Democrats. Demo-
crats say divisions among Republi-
cans are the primary cause of the
impasse. .

“We're fiddling around while
Rome burns,” Rep. Silvio O. Conte
(R.,Mass.), one of the negotiators,
cried in despair over the lack of
progress. -

Even last week’s invasion of Ku-
wait by Iraq may have set back the
deficit-reduction process by making
it more difficult for negotiators to
count on deep cuts in defense spend-
ing or to raise taxes on gasoline,

- particularly if oil prices begin to
spiral. )

Yet, both the President and key
Democratic leaders have refrained
from declaring the summit sessions a
failure, holding out hope even in
this election year that a bipartisan
deficit-cutting accord can be
achieved in September.

The reason: The administration
and congressional negotiators alike
consider the most likely aiternative
— automatic federal-spending cuts of
$100 billion or more that would slash
some federal programs by as much as
40 percent on Oct. 1 — too horrible to
contemplate.

Trying to retain hope, the biparti-

san congressional leaders and Bush -

agreed on a Sept. 10 deadline for an
accord and a speedy timetable for
approval of a package that would
reduce the deficit by $50 billion in
the coming fiscal year and by $500
billion over five years.

Acknowledging the lack of prog-
ress, Rep. Bill Frenze! (R, Minn.)
summed up the situation: “We're de-
signing a honeymoon cottage. Unfor-
tunately, the girl hasn’t said ‘yes’ yet,
so we've got a way to go.”

One factor behind the inability to
reach an accord is the widespread
public apathy over the deficit —
even though the figure has gone
from $100 billion in January to $169
billion in mid-July, without includ-
ing the cost of the massive savings
and loan bailout.

While opinion suryeys show some
signs of rising public concern, the
shift has not been enough to galva-
nize members of Congress into tak-
ing the tough action needed — such
as raising taxes or cutting pet spend-
ing programs.

. And there has been no domestic or

foreign shock to jolt the lawmakers
into casting aside their reticence.
“There is no sense of crisis in the
land,” said Sen. Wyche Fowler Jr.
(D., Ga.), one of the negotiators.

In May, when Bush convened the
budget summit and hinted that he
might support limited tax increases,
Democrats urged him to go on televi-
sion to outline the gravity of the
problem.

But the President declined, insist-
ing that he would address the nation
only when he could endorse a bipar-
tisan agreement to narrow the
budget gap.

Key Democrats contend that, with-
out jawboning from the White House
to intensify pressure on Congress,
there is no way they can persuade a
majority in the House and Senate to
support the leadership. Only the

" President can lead on the issue, they

say.

Bush'’s advisers, however, are wor-
ried that he will receive the political
blame if he becomes identified with
painful solutions, while the Demo-
crats ‘keep their distance on taxes
and program -€uts.

The President is also faced with a
sizzling revolt in his own ranks after
his decision to reverse himself and
declare that -some tax increases
might be needed. - .

As a result, Bush .has remained
ambivalent. In Washington, he meets
regularly with Democratic leaders
and seeks their cooperation. On the
campaign trail — in order to keep his
conservative followers happy — he
has blasted the Democrats as big
spenders.

But the Democrats also have been
split. While some of their negotia-
tors, such as House Budget Commit-
tee Chairman Leon E. Panetta
(D., Calif.), have been eager to en-

- gage the. Republicans by offering

their own budget plan, Senate Demo-
crats generally have played a wait-
ing game, expecting to improve their
bargaining position through delays.

Still others, such as Sen. Robert C.
Byrd (D.,W.Va.), chairman of the
Senate Appropriations Committee,
and his House counterpart, Rep. Ja-
mie L. Whitten (D., Miss.), seem con-
cerned primarily with holding onto
their turf and are resisting major
cuts or changes in the process.

Despite the schism in GOP ranks
and the Democrats’ inability to agree
on even an opening counteroffer,
negotiators on both sides remain
confident that it will not take long to
reach an accord once they achieve
the political will.

Bush has suggested shifting the
summit talks in late August or early
September to his tranquil hideaway
at Camp David, Md., to encourage
domestic harmony on the budget.

House Speaker Thomas S. Foley
(D., Wash.) has endorsed the idea,
and last week Foley renewed his opti-
mism that the two sides would be
able to agree in the next two months.

If no deal were possible, however,
Congress and the President might
finesse the issue this year by revamp-
ing the deficit targets and again de-
ferring the deadline for balancing
the budget — in essence a political
cop-out.
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balling out S&Ls
will be expensive

By Charles Green
Inquirer Washington Bureau
ASHINGTON — Kentucky home
builder Tommy Thompson felt the
fallout from the savings and loan
crisis when he went to his banker
last year for a $1 million loan to build a
single-family housing development.

The savings and loan. after years of lend-
ing to him and his father. said no. Not
because Thompson was a bad risk, but be-
cause the 1989 thrift-bailout law placed new

limits on how much a savings and loan could
lend any one borrowecer.

As a result, Thompson's project is on hold
while he looks for other financing. “You
spend your life developing a financial rap-
port with a lender, and when that source is
cut off it's very difficult to find another one,”
the Owensboro developer said.

Thompson has already discovered what all
Americans will encounter, in one way or
another, well into the next century — the
direct and indirect effects of the savings and
loan crisis.

While the ultimate price of the govern-
ment bailout will not be known for years, the

“bill will be steep by any measure. A conserva-

tive estimate — $175 billion — exceeds this
year’s combined federal spending on educa-
tion, training, transportation, law enforce-
ment, veterans’ benefits, pollution control,
science and space exploration.

®

Adding interest payments, the eventual
cost of the cleanup could reach $500 billion,

according to the General Accounting Office.

The government has little choice but to
pay what is required because the money is
going to depositors of failed thrifts whose
accounts were insured by the federal govern-
ment.

Some of the money to pay depositors is
coming from the sale of real estate invest-
ments and other assets of the thrifts taken
over by the federal government, but much of
it will come from taxes.

The bailout will mean less money for

schools, roads and police and, almost cer-
tainly, higher taxes. It has already resulted
in tighter credit and is being blamed by
industry officials for a steep downturn in
real estate activity that has spread across the
nation. ‘
Even rctireces three decades from now —
today’s baby boomers — could feel the pinch.
Workers then, including today's toddlers,
will be paying taxes to cover the interest on
money borrowed for the thrift cleanup 30
(See S&I. LOSSES on 4-C)

S&L LOSSES, from 1-C
and 40 years earlier. That will make

it harder for them to afford to. pay
for Social Security and Medicare
benefits for their elders.

“Every taxpayer is going to be ad-
versely impacted by what happened
in the savings and loan industry.”
said Auburn University finance pro-
fessor James Barth.

Here is a look at some of the ways
the public will be affected by the
thrift crisis that former thrift regula-
tor Edwin J. Gray calls “the biggest

financial debacle in the history of
the world.”
. [ ]

The broadest impact of the savings
and loan bailout will be on the coun-
Iry’'s taxpayers, who will be called on
to cover perhaps three-fourths of the
total bill.

Last year, when the Bush adminis-
tration estimated the cost of the bai-
lout at $50 billion, Congress autho-
rized borrowing that amount.

.Taxpayers will be paying the interest
‘on the horrowed money for the next
30 to 40 years.

The administration's cleanup esti-
mates were far off the mark, how-
ever. and regulators now estimate
that another $50 billion will be
needed next year alone to pay deposi-
tors, with no end in sight.

. To come up with the additional
money, Congress could authorize
more borrowing, raise taxes, cut
other federal spending or approve a
combination of those options.

If, instead of borrowing the money.
taxes were raised, the ultimate cost
would be less because there would
be no interest costs to pay. It would
be like paying for a car with cash
rather than credit.

But any option has its drawbacks.

Borrowing the money shifts part of
the burden for the cleanup to future
generations — a notion that strikes
some as unethical.

“My parents and grandparents bor-
rowed a great deal of money to fight
World War Il and they expected us to
help retire those debts.” says Caroi
Cox. president of the Committee for
a Responsible Federal Budget. a gov-
ernment watchdog group. “That was
reasonable because we would not
have wanted to live in the world we
would have had to live in if the war
hadn't been fought. But can you say
that about the savings and loan fol-
lies? Is it going to enhance the lives
of our children and grandchildren
in any way?”

Robert Greenstein, head of the
Center for Budget and Policy Priori-
ties. an advocacy greup for the poor,
predicts that tax increases to pay for
the cleanup woula hit lower- and
middle-income groups disproportion-
ately. He cited 1atked-about 1ncreases
In beer and energy taxes.

“The people who made the money
out of S&L practices were over-
whelmingly high-income people.”
said Greenstein. "And average Amer-
icans are going to pick up the lion's
share of what 1s lost.”

N ®

Reaating to the loose lending prac-

tices of*insolvent savings and loans,

the federal government has tight-

P



“The biggest
financial debacle in
... history,” an ex-
regulator calls it.

ened lending regulations.

A home buyer might not feel the
effect of tougher standards, but a
developer or entrepreneur might
find it more difficult to borrow
money today compared with a year
ago.

The home-building industry, in
particular, has been affected. Kent
Colton, executive vice president of
the National Association of Home
Builders, said a recent survey of
builders showed that 60 percent
were altering construction plans this
year because of difficulties in obtain-
ing credit.

“It has really helped bring aboiit a
significant drop in housing starts,”
said Colton, estimating that this
year's downturn in home building
will mean 200,000 lost jobs and $6
billion in lost wages. e

But others say the tighter credit

has served a valuable purpose by -

applying a brake to the building in-
dustry. “We've got to stop building
because we've overbuilt,” said Karl
Case, an economics professor at
Wellesley College. “I don't think de-
velopers should be getting very
many loans.”
[ ]

A problem as big as the savings and
loan debacle is bound to have unex-
pected consequences, and some
might not be apparent for years.

Barth, the Auburn Umiversity
economist, predicted that one such
consequence might be a shift in busi-
nesses and jobs to Texas and other
areas with emntv office buildings
built with ili-advised loans from
now-insolvent thrifts.

Not surprisingly. the-potential fall-
out most worrisome to many Wash-
ington politicians {s the one that
could occur in the voting booth. Wit-
ness the spate of finger-pointing by
Republicans and Democrats, and the
attempts by members of Congress to
divert attention from their lack of
oversight of the thrift industry in
the 1980s.

“Because it didn’t have to happen,
Americans have lost faith to some
significant degree in the political
process, and rightly so.” said Edwin
Gray. the former federal thrift regu-
lator whose warnings about the in-
dustry in the mid-1980s were not

heeded bv the Reagan administra-

tion or Congress.

“I hope bv the time the elections
come around. we'll be able to say
goodbye to folks who took a lot of
money from the S&L industrv and
put the S&L interests ahead of the
public interest,” he said.

e
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Who will pay to cut the federal budget deficit?

[t's too early to say
who'll have the last
laugh, but the Demo-
cratic leaders in Con-
gress are splitting
their sides over the
White House dilemma
¢ in the current budget
discussions.
ROWAN “For 11 weeks,
we've driven Presi-
dent Bush and his aides up the wall be-
cause we didn’t jump to the bait when they
put tax increases on the table,” a key House
member told me. “So the White House has
had to propose taxes on beer and wine, and
try to wipe out the federal deduction of
state and local income tax payments.”

As of now, the Democrats do seem to
have reason to chuckle. When President
Bush moved his lips, no Democratic leader
would give him a kiss. The Democrats
know that Mr. Bush, some of his aides
other than chief of staff John Sununu and
most GOP leaders in Congress are scared to
death of a recession that could doom doz-
ens of congressional Republicans to defeat
this fall and cloud Mr. Bush’s hopes for re-
election in 1992.

Republican desperation is manifest in
their floating of a proposal to raise the 16-
cent tax on a six-pack of beer to 81 cents,
the 3-cent tax on a bottle of table wine to 76
cents and the $1.98 tax on a fifth of 80-proof
vodka to $2.54 cents. These taxes would hit
low- and middle-income families hardest,
and Democrats are salivating over the
chance to campaign on the claim that Bush
& Co. have only contempt for the families
of Joe Sixpack and Sam Winery.

The limit on the amount of state and lo-
cal taxes that can be deducted on a federal
return is being viewed as a dagger aimed at
the heart of big cities and states already
burdened with colossal costs of aiding poor
families that have been abandoned by the
‘federal government. Even Republican may-
ors and governors are rebelling against
this cap on deductions — as proposed.

I talked to Sen. James Sasser, D-Tenn,,
chairman of the Senate Budget Committee,
whom White House operatives cite as the
villain of the Budget summit discussions.
M. Sasser talks for the record:

“The deficit-reduction talks last year
amounted to nothing. All we got were big-
ger deficits. I vowed that never again
would I accept a blue-smoke-and-mirrors
deal. I saw how regressive, how unfair, the
tax structure has become. I insist that we
cannot cure America’s budget problems by
cutting mostly domestic programs and enti-
tlement spending — we must reduce de-
fense spending substantially. We can’t just
raise taxes on beer! We've got to raise taxes
on fur coats, diamond rings and Mercedes-
Benzes.”

A member of the House leadership
added to the Democrats’ insistence on tax-

ing luxury items, increasing the income
taxes of the rich, boosting corporate taxes
and perhaps cutting $16 billion from the
Defense Department budget this year
alone.

Both parties seem agreed that there
must be a package of deficit reduction
items totaling at least $50 billion this year,
and over $500 billion over the next five
years. Democratic leaders seem to think
that this time they are “driving the Repub-
licans bats.”

When the Democrats stop laughing and
the Republicans face up to a national crisis,
where is the haggling going to come out?
One House Democrat says there will be a
deal of $25 billion in spending cuts and $25
billion in increased taxes, or “revenues.”

Of the spending cuts, half will come
from domestic programs and at least half
from defense programs. That could mean
defense cuts of at least $12.5 billion this
year, which the White House and Pentagon
say is unacceptable. But it is peanuts com-
pared with the $94 billion in defense cuts
that might be mandated under the sweep-
ing knife of the Gramm-Rudman Act.

As for that $25 billion in increased
taxes, we won't know who gets.zapped until
the lobbyists engage in their holy war and
we see who is the bleeding-but-standing
survivor. The beer and tobacco people al-
ready have launched campaigns against
huge tax increases on their industries.

So far, the great “budget summit” of
1990 has produced nothing — except
leaked schemes to sock it to the same peo-
ple who bere the burdens of the 1980s: the
poor and middle-class families.

‘We all have a stake in Mr. Sasser’s ef-
forts to shift the burden to the richest fam-
ilies who can pay a lot more without lower-
ing their lifestyles one whit.

Carl Rowan’s column is distributed by
North America Syndicate.
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