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THE WHITE HOUSE

WASHINGTON

THE CHIEF of STAFF
has seed November 23, 1990

MEMORANDUM FOR GOVERNOR SUNUNU
FROM: CHARLES E.M. KOLBCﬁ»Ju'

SUBJECT: H.R. 5140 -- Dropout Legislation

I wanted to clarify the circumstances surrounding the enrolled
bill report for H.R. 5140 that came to your attention last
Friday evening. As you know, Secretary Cavazos decided to
recommend that the legislation be disapproved after learning
that an administrative error in the use of the autopen during
his absence led to an initial and erroneous letter to OMB
recommending approval.

First, contrary to what you were told, I never represented that
all White House offices reviewing the bill wanted it vetoed.
What I said was that all Department of Education program
offices that had reviewed the bill had recommended a veto.

Second, I never -- at any time or under any circumstances --
represented that you wanted the bill vetoed. What I said was
that the Department of Education's Chief of Staff called me on
Friday and told me that the Secretary was recommending that the
bill be vetoed.

Third, I did not talk the Secretary of Education into changing
positions on this legislation. In fact, I never spoke with
Secretary Cavazos last week on this or any other subject. I
did speak with the Department's Chief of Staff on Thursday,
November 15, about the matter and suggested that he take a look
at the issue. He had already been made aware of the issue
before I spoke with him. After talking with Secretary Cavazos
and at least two other senior officers of the Department, the
Chief of Staff called me last Friday morning to indicate that
the Secretary insisted on changing the letter since it did not
reflect his views.

Fourth, I was not motivated in this matter because of any
desire to make life difficult for certain people at the
Department. Having worked closely with Secretary Cavazos for
almost two years, I was puzzled why he would recommend approval
of a bill after four key offices in the Department recommended



a veto on several grounds. My curiosity grew after discovering
a sole-source grant provision -- added after the SAP was sent -
- which I knew he had always consistently opposed in the past.
The enrolled bill memorandum came across my desk, and I
believed I was doing my job in asking detailed questions about
a matter before it was sent to the President.

Finally, I regret your having to spend time on this matter,

especially on the eve of your departure for Europe with the

President. The issue could have been handled routinely and

certainly without all the fuss and bother that occurred last
Friday.

cc: Roger Porter
Dick Darman
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October 25, 1990

MEMORANDUM FOR THE PRESIDENT
FROM: ROGER B. PORTER A%gﬂ

SUBJECT: Immigration Reform Legislation

Some more good news. House and Senate conferees reached
agreement on an immigration reform bill last night that the
Administration can enthusiastically support.

During the past few weeks we have worked with Senators
Simpson and Kennedy and Representatives Lamar Smith and
Hamilton Fish to reach agreement on the remaining outstanding
issues. The conference agreement:

1. Significantly increases immigration levels, particularly
skill-based immigration.

o Total immigration will increase from 540,000 in 1989
to 700,000 per year for 1991-1995, and to at least
675,000 per year from 1995 onward.

o Annual employment-based immigration will more than
double to 140,000. New criteria will move toward
increasing the average skill levels of these

immigrants.

o) The number of family reunification visas issued will
be higher than present levels for all major
categories.

2. Does not contain any major budget expenditures.
o An agreement I reached with Representative Lamar

Smith, Senator Simpson, and Senator Kennedy removed a
provision that would have cost $300 million in FY
1991.

3. Provides 18 months of extended voluntary departure (EVD)
for E1 Salvadorians.

o Aliens who apply for extended departure will be
required to leave after 18 months.

o El Salvador President Cristiani has strongly
supported this provision.




o The compromise language is significantly weaker than
the original amendment in the House bill. The
Administration did not support the granting of
special EVD status and is concerned about the
precedent this provision creates.

4. Provides an acceptable compromise on foreign crew ship
unloading.
o Conferees accepted a compromise proposed by the

Department of Transportation.

o The compromise language should address concerns
expressed to me by Canadian Ambassador Burney and by
several other foreign governments.

5. Contains certain provisions for curbing illegal
immigration including a pilot state driver's license

program.

o The Administration advocated separating illegal
immigration issues from this bill. Senator Simpson
insisted on including them in this legislation.

o Some ethnic and civil libertarian groups oppose the
illegal immigration provisions.

The ethnic and business communities strongly support the
bill. Both groups credit the Administration for playing a
major role in helping to reach a compromise acceptable to all
parties.

If asked about this legislation the following three points
are worth making:

o The bill is pro-growth and pro-family, and has received
strong endorsements from the business and the ethnic
communities. It enhances America's singular advantage as
an international magnet for eager and talented people.

o Skill-based immigration will more than double. This
increase will relieve labor shortages in key technical
areas and improve the competitiveness of our workforce.

o This bill will help reunite families and reinforce the
family as the essential unit of society.
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WASHINGTON
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MEMORANDUM FOR THE PRESIDENT
FROM: ROGER B. PORTER A%/

SUBJECT: Crime Legislation

Both the Senate and House have passed crime bills that
contain many of the elements of your comprehensive crime
proposal. We have been working with Legislative Affairs, OMB,
and the Justice Department to: (1) push Congress for a
Conference, and (2) produce a Conference Report ‘that blends the
best features of the House and Senate bills.

The Senate has appointed Senators Biden, DeConcini,
Kennedy, Metzenbaum, Leahy, Thurmond, Hatch, and Simpson as
conferees. The House may appoint conferees later today,
including Representatives McCollum, Gekas, Hyde and De Wine.

The principal provisions we would like included in the
final bill are a Federal death penalty, meaningful habeas
corpus reform and reform of the exclusionary rule. Republican
members of the Senate and House Judiciary Committees have met
and are in general agreement on the necessary elements of any
conference report.

There is little question that the Conference will produce
a strong death penalty provision. Deleting the "Racial Justice
Act" provisions that were incorporated in the House passed bill
is a must and will be difficult, probably requiring in exchange
deletion of the exclusionary rule reform provisions. Although
this result would be unfortunate, it would not be fatal.

Habeas corpus reform is perhaps the most difficult issue.
Representative McCollum is working diligently to craft a
compromise with Representative Hughes. If one can be crafted
it is likely to be reached at the eleventh hour. Bill Barr,
the Deputy Attorney General, and I met with Representative
McCollum today to discuss how far we could go in compromising
on habeas corpus reform. We all agree that any compromise must
be better than current law, the best agreement we can reach,
and one that leaves the Supreme Court free to continue to
improve upon the legislation's provisions.

The Conference is likely to convene tomorrow. We do not
expect any agreement to be reached before Saturday or Sunday.
I wish I could be more optimistic that we will get both the
death penalty and habeas corpus reforms.
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THE WHITE HOUSE

WASHINGTON
october 24, 19960CT 24 Fil 8: 03

MEMORANDUM FOR THE PRESIDENT
FROM: ROGER B. PORTER AZX

SUBJECT: Omnibus Education Legislation

Over the past several weeks we have been working closely
with the Department of Education and OMB and the House and
Senate conferees to produce a good education bill. We are
pleased that we are now close to a bill that would authorize
most of the provisions of your Educational Excellence Act
submitted to Congress in April 1989.

Principal Provisions

As currently drafted, the legislation authorizes $250
million for your programs as follows:

e 8175 million for the Merit Schools program,
e S5 million for Presidential Awards to Teachers,
e $15 million for Alternative Certification,

e S$20 million in additional support for Historically Black
Colleges and Universities,

e S5 million for the Math and Science Scholars program, and

« S$30 million for an open enrollment educational Choice
program sponsored by Representative Steve Bartlett.

The legislation also contains a provision introducing your
flexibility-in-exchange-for-accountability concept, although
like the Merit Schools program, it would be limited principally
to those schools presently receiving Chapter 1 funds for
remedial instruction in math and reading. While we were unable
to obtain support for your Magnet Schools proposal because of
strong opposition from Gus Hawkins, in my judgment the Bartlett
choice program constitutes a reasonable compromise.

The rest of the bill includes approximately $550 million
to authorize various teacher education and literacy programs,
most of which will not receive appropriations this year. The
total authorization level should be approximately $800 million.
We started out at $700 million; the Democrats at $960 million.
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Perhaps more importantly, when it comes to appropriations,
we anticipate receiving $100 million for Merit Schools, $1
million for the National Science Scholars, and $5 million for
the National Board for Professional Teaching Standards.

National Board for Professional Teaching Standards

After lengthy discussions with Senators Kennedy,
Kassebaum, Hatch, and Pell, and with Representatives Hawkins,
Goodling, and Coleman, I concluded that we could not get a bill
without some provision for the National Board for Professional
Teaching Standards. After discussing the matter with Secretary
Cavazos, Governor Sununu, and Dick Darman, I told the conferees
that we would drop our opposition to funding for the National
Board for Professional Teaching Standards.

We had previously opposed this funding because it was
contrary to the concept of alternative certification.
Moreover, Federal funds are not needed to establish teaching
standards any more than they are needed for organizations that
currently set standards for attorneys, accountants, or even
chiropractors. We ultimately agreed to authorize the Board for
not more than two years, with no more than $5 million spent
each year. The initial proposal had been for $25 million. We
also managed to include significant evaluation and oversight
provisions which should keep the Board from straying into
unproductive activities.

Bingaman Legislation

The second sticking point was a proposal by Senator
Bingaman to fund a national report card that would have
duplicated the work currently underway by the National
Education Goals Panel. As you know, some members of Congress
have been jealous of the successful partnership for education
reform that you have established with the nation's governors.
The Bingaman proposal would have created a parallel panel that
had the potential for disrupting the activities currently
underway for measuring and assessing our six national education
goals. I have been assured by Senator Kennedy and Chairman
Hawkins that the Bingaman provisions have now been dropped from
the bill.

This omnibus education legislation authorizes those key
reform programs that you have advocated during the past 20
months. Of particular significance is the fact that we will be
able to begin implementing your Merit Schools program
immediately with $100 million in FY 1991. Bill Goodling and
Nancy Kassebaum have been particularly helpful, and
interestingly both Kennedy and Hawkins have been more flexible
and willing to compromise than I expected.
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THE WHITE HOUSE

WASHINGTON AC'IER
October 26, 1990 .
THE ¢y
MEMORANDUM FOR GOVERNOR SUNUNU has spon of STAFF
FROM: ROGER B. PORTER 44/
SUBJECT: Immigration Reform Bill Follow-up

The immigration reform bill provides us an opportunity to
position ourselves as solidly pro-growth and pro-family. The
bill has significant bipartisan support and is strongly
supported by the business and ethnic communities.

The Administration is credited with playing a major role
in helping to reach a compromise acceptable to all sides. A
coalition of ethnic organizations, including groups from the
Hispanic, Asian, Catholic, and Jewish communities, have offered
to hold a news conference prior to a signing ceremony to praise
the President's leadership on this issue.

To achieve maximum value from our efforts on the
immigration bill, one possibility would be to have the
President sign the bill during a trip to California. Another
option would be to have a White House ceremony with ethnic and
business groups present.

We should also consider mentioning the immigration bill in
the President's speeches during the next few weeks. By
pointing to his support of immigration reform and his signing
of the American with Disabilities Act, we can help bolster the
President's "kinder and gentler" image.

cc: David Demarest



Talking Points for the Immigration Reform Bill

The Administration strongly supports the passage of the
immigration reform bill, and commends the House and Senate
conferees for their work to reach a compromise.

The bill is pro-growth and pro-family, and has received
strong endorsements from the business and ethnic
communities. It enhances America's singular advantage as
an international magnet for eager and talented people.

Total immigration levels will increase from 540,000 per
year in 1989 to 700,000 per year in 1991-1994. From 1995
on, immigration levels will be at least 675, 000.

Employment-based immigration will more than double, from
54,000 per year to 140,000 per year. New criteria will
ensure most of these workers are highly skilled. This
increase in skill-based immigration will relieve labor
shortages in key technical areas and improve the
competitiveness of our workforce.

The bill provides increases for family-based immigration
in all major categories.

The bill will help reunite families and reinforce the
family as the essential unit of society.

The Administration strongly opposed the bill's provision
to provide generic safe havens and extended voluntary
departure for El Salvadorians. We believe these
provisions set dangerous precedents and remove the
Administration's ability to handle special refugee
situations.

<If the pilot driver's license program is mentioned.> The
Administration had favored not including in this bill
measures designed to curb illegal immigration. We would
have preferred for these issues be properly studied and
addressed at a later time.

<If the issue of the driver's license program as the start
of a national ID card is mentioned.> This is not a
movement toward a national ID card. No federal or social
security data can be used in the pilot program.

<If the liberalizing of immigration restrictions for those
AIDS is mentioned.> The bill provides greater discretion
for the Secretary of Health and Human Services to make
decisions regarding the danger posed by specific diseases.
This change will allow the Administration greater
flexibility to handle immigration issues.
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THE WHITE HOUSE AC/ER
WASHINGTON

October 9, 1990

MEMORANDUM FOR GOVERNOR SUNUNU ‘W CHIEF of STAFF
FROM: ROGER B. PORTER %4/ has Seen
SUBJECT: OSHA Enforcement

Rod DeArment of the Labor Department informs me that the
budget agreement includes a five fold increase in OSHA
enforcement penalties. This figure represents the CBO scoring of
the Metzenbaum OSHA legislation which combines sharply increased
penalties with an increasing scope of criminal penalties (as
opposed to civil penalties). Needless to say, this legislation
has been resisted by the Labor Department and the Administration
during this session of Congress and would represent an
unfortunate development in domestic labor policy.



THE WHITE HOUSE AC/ER

Information
WASHINGTON
September 6, 1990
THE CHIEF of STAFF
MEMORANDUM FOR GOVERNOR SUNUNU haSSﬂm
FROM: ROGER B. PORTER A%/
SUBJECT: Canadian Inclusion in the U.S.-Mexico Free Trade

Negotiations

Several days ago the Canadian cabinet voted unanimously to
seek inclusion in the U.S.-Mexico Free Trade negotiations.
Prime Minister Mulroney apparently raised the idea with the
President at Kennebunkport, and will shortly send a formal
letter requesting participation. The idea has leaked in the
Canadian press today, creating pressure on us and Mexico for a
prompt response.

I understand that the President was noncommittal at
Kennebunkport, and expressed concern that a three-way
negotiation should not undercut the existing U.S.-Canadian FTA
and must be acceptable to the Mexicans.

We had expected that the Mexicans might discourage the
idea. However, in their talks with the Canadians, Mexican
trade officials have been questioning but noncommittal. In
private discussions with USTR, the Mexicans have been more
negative.

Agency views are mixed. On the one hand, there is concern
that Canadian participation could complicate and delay the
negotiations, at some political cost to President Salinas. On
the other hand, given the support Prime Minister Mulroney has
provided in recent weeks it would be difficult to deny the
Canadians now. On balance, most agencies are willing to expand
the talks. No good middle ground has been identified. The
Canadians have strongly rejected a two-stage process.

USTR is preparing a decision memorandum on this issue
which should be completed within the next few days.
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7
THE WHITE HOUSE 4_,’3’6‘0
Q‘OS‘ 676\
WASHINGTON %, éﬁ
July 20, 1990 s
MEMORANDUM FOR GOVERNOR SUNUNU;;-¢f
FROM: ROGER B. PORTEFS é«f‘
SUBJECT: Letter from Senator Helms Regarding Textiles

Quotas _—

As requested, we have reviewed carefully Senator Helms'
letter requesting that the U.S. hold fast to its Uruguay Round
proposal to use global quotas as the mechanism for phasing out
textile and apparel protection. We believe it would be unwise
to make a firm commitment.

While the European textile and apparel manufacturers
recently agreed to support global quotas, USTR is skeptical
that the manufacturers will be able to persuade the European
Community (EC) to alter its opposition to a global quota
mechanism. In addition, it is highly unlikely that the
developing countries will accept a global quota approach, even
if the U.S. and EC support it. This possibility is made even
more remote by that fact that the European industry's support
is contingent on continuation of the current "gentlemen's
agreement”, under which the U.S. and EC agreed not to impose
textile quotas on each other.

Accordingly, we should not commit to Senator Helms to
stick to the global quota proposal forever. The Uruguay Round
talks are likely to focus increasingly on a transition
mechanism based on the existing Multi-Fiber Arrangement (MFA).

Should Senator Helms call, suggested talking points are
attached.



TALKING POINTS

Discussion with Senator Helms on Textiles

Jesse, I understand your support for the global quota
approach.

We are continuing to push the global quota proposal in
Geneva, despite considerable criticism from the developing
countries and the European Community. But we have always
made clear to you that an MFA-based transition regime is
also an option for us.

(If necessary). Jesse, we are discussing a global quota
system, but we also are prepared to negotiate based on the
MFA. A lot depends on what happens in Geneva.

USTR would be happy to brief you about what's happening in
the negotiations.



gz s Gercohnc:
Nnited States Senate

WASHINGTON, DC 20510-3301

July 11, 1990 THE CHIEF of STW

has seen JU-

The Honorable John Sununu
Chief of Staff

The White House
Washington, D.C. 20500

Dear John:

I know you’re busy, but please note the enclosed
announcement of a significant development in the trade
negotiations in Geneva.

In an important shift, the largest European textile and
apparel manufacturers have agreed to press their governments
to support the U.S. proposal regarding a global quota system
covering trade in textiles and apparel.

John, I am genuinely concerned that our negotiators may
shift the U.S. position away from the global quota proposal
because of opposition they have encountered. 1It’s an
anomaly, therefore, that efforts are underway in Europe to
move their governments closer to the U.S. position. It would
be devastating to the great help you have given us on this
issue if our negotiators now back away from the U.S.
position.

A global quota approach is the only effective solution
to the problems facing the textile and apparel industry. It
is vital that our negotiators stick to this approach as
support for it grows in the European Community.

It’s of personal importance to me that our negotiators
"hold fast" so that this matter can be resolved. 1I’l1l be so
grateful for any help you can give us.

Sincerely,

LIAQAA
JESSE HELMS:hlp

Enclosure
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NEWS / IN INFORMATION

1801 K Street, N.W., Sulte 800, Waghington, D.C. 20006

For Immediate Release:
July 6, 1990

U.S. AND EUROPEAN TEXTILE AND APPAREL GROUPS
AGREE ON URUGUAY ROUND POSITION

WASHINGTON, D.C.--Trade associations representing U.S, and European textile and

apparel manufacturers today announced agreement to press their governments to

negotiate a "comprehensive product quota system" covering international trade in

textiles and apparel.

Their proposal amounts to a global quota system which would exempt the

developed countries.

Details of the proposal were released by the Europe’s Largest Textile and

Apparel Companies (ELTAC), American Apparel Manufacturers Association (AAMA)

and the American Textile Manufacturers Institute (ATMI).

ATMI President Donald R. Hughes of Burlington Industries, Inc. hailed the

agreement as a "highly significant and unprecedented accord,

- more -
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"We further believe that it will be recognized as a pivotal step that should lead
the respective governments to come to a satisfactory agreement on textile and apparel
trade," Hughes said.

‘He noted that the U.S. and European textile and apparel industries have a total
of five million employees and receive 85 percent of the world’s textile and apparel

imports. |

The organizations support a phasing-out of the Multifiber Arrangement covering
trade in textiles and apparel but said it must be accomplished over a period "of
sufficient duration to permit the effective implementation of strengtﬁened rules and
increased market access covering world trade in textiles and apparel."

They said country coverage of the global quota must be as b‘ronq as possible to
prevent circumvention of quotas by transshipment, but that the quo:tas' "must continue
to recognize existing formal and informal trade agreements or arrazigenients between
developed countries."

The global quota would have as its base the current level of .trad'e with growth
related to the historical growth of each importing market, In tht': case of the United
States, that growth rate would be 1 percent.

During the transition period, strengthened rules governing trade would have to

be implemented, and there would have to be increased market access for world trade in

textiles.

« more -
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The trade organizations recommended a transition period of 15 years during
which progress would be monitored by representatives of U.S, and European industries.

The agreement, which calls for strengthened rules covering safeguards, subsidies,
anti-dumping and protection of intellectual property, also says that "foreign governments
and companies which disregard protection of the environment should not be permitted
equivalent access to markets of countries which produce goods in an environmentally

sensitive way."

wHHSHR
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THE WHITE HOUSE

WASHINGTON

July 26, 1990

MEMORANDUM FOR GOVERNOR SUNUNU | JU g/
- \J
FROM: ROGER B. PORTER Aﬁgﬂ
SUBJECT: Reading for Mobile: Report of the Subcommittee
on Health

In conjunction with the transition in NGA leadership and
focus, the National Governors' Association's Committee on Human
Resources will receive a report on the new theme issue, health.
The report from the subcommittee on health is attached.

The report contains an introduction from the governors,
two papers from outside scholars, and a proposed set of
principles to guide the governors. One of the outside papers,
from Robert Blendon at the Harvard School of Public Health,
makes three important points about Americans' attitude towards
health care:

1. Only the Italians are more dissatisfied with their
health care system than Americans.

2 Dissatisfaction seems rooted in how much health care
costs individuals (not how much it costs in total.)

3. As with the environment, Americans have unrealistic
expectations and tell pollsters they want a system
that provides million dollar treatments to everyone.

While the rhetoric and tone of the report reflect the work
of a subcommittee whose members include Governors Celeste,
Clinton, and Dukakis, the report does show that the governors
can be a close ally in some areas of the health care debate.
The federal government, states, and business share a common
bond as purchasers of health care; the report lays out how that
common bond might become the basis for a political coalition.

1. In many ways, the report reflects the conventional
wisdom and traditional liberal descriptions of our
health care system.

The report recites (in "The Challenge," pages 1 through 4)
the usual facts: our health care system costs more than any
other country's; health care's share of GNP continues to grow;
millions are uninsured. The principles for reform (beginning
on page 21) place universal access at the top.



.

2. As purchasers of health care, the governors seek to
find common ground with other purchasers.

The document talks in terms of "a joint mechanism" between
public and private sectors to control costs and quality.

Other material prepared by the NGA staff for discussion by
the human resources committee show a plan for the joint
mechanism that would place absolute limits on aggregate health
care costs, negotiate prices with providers, and decide the
aggregate amount of capital available to the health care
sector. In this way US states would imitate Canadian
provinces. In Canada the province is the sole purchaser; a
"joint mechanism" for the United States would also provide
seats at the table for the federal government and employers who
provide health benefits for their employees.

The model is intriguing. In some forms the "joint
mechanism" would be a more cumbersome version of health
planning and all-payer payment plans, popular, but failed,
ideas of the 1970's. 1In other forms the "joint mechanism"
could introduce a degree of competition and market forces not
previously seen in health care.

We will be sharing the NGA proposals with Connie Horner so

they can be reflected in the study of health care issues now
underway at HHS.

Attachment
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THE WHITE HOUSE
WASHINGTON
August 1, 1990

MEMORANDUM FOR GOVERNOR SUNUNU
FROM: ROGER B. PORTER (%

SUBJECT: Orange Juice Tariffs ;
N

This memorandum provides briefing for your meeting with
Senator Connie Mack, Congressman Andy Ireland, and Congressman
Tom Lewis regarding the tariff on imported frozen concentrated
orange juice. The meeting is scheduled for Wednesday, August 1
at 11:30 a.m.

The U.S. is negotiating to reduce U.S. and foreign tariffs
in the Uruguay Round. GATT tariff negotiations take the form
of horse-trades, where countries swap tariff cuts of
approximately equivalent trade value. Because most U.S.
tariffs are low, we are under particular pressure to cut our
remaining high tariffs, including orange juice.

The orange juice tariff is being handled in the
agriculture negotiations, which are at a preliminary stage
because of differences with the Europeans.

The Florida growers strongly oppose any reduction in the
current U.S. tariff of 9.25 cents per liter on imported frozen
orange juice concentrate. They are concerned about competition
from Brazil. Governor Martinez and the Florida Congressional
Delegation have met several times with USTR on the issue.

The Florida delegation will argue that Brazilian orange
juice is unfairly traded, based on previous antidumping and
countervailing duty cases. If pressed, it may argue that the
U.S. industry cannot compete and needs continued protection.

Recommendation: That you promise to look into the problem, but
avoid any commitments on the tariff. You might try to deflect
the issue back to USTR. Suggested talking points are attached.

Attachment



TALKING POINTS
MEETING WITH SENATOR MACK, CONGRESSMAN IRELAND, AND
CONGRESSMAN LEWIS REGARDING ORANGE JUICE
(August 1, 1990)

I understand your concern about the orange juice tariff.
We oppose unfair trade practices and are not going to
reduce our tariffs unless foreign subsidies are cut as
well.

The agriculture negotiations are at a very preliminary
stage, because of our differences with the Europeans.

-— The U.S. will not be making a proposal regarding
specific tariff cuts until October.

- When a U.S. proposal is drafted, particular care and
attention will be given to import-sensitive items.

I will raise the issue with Carla.

Let's keep in touch.
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THE WHITE HOUSE

WASHINGTON

AFF
June 8, 1990 4 7uE CHIEF of ST
has seen
MEMORANDUM FOR GOVERNOR SUNUNU
FROM: ROGER B. PORTER A4/
SUBJECT: Mark Hatfield and Math and Science Legislation

Nancy Kennedy, Assistant Secretary for Legislation and
Congressional Affairs at the Department of Education and a
long-time pro on Capitol Hill, informed me this evening that
Senator Mark Hatfield is bound and determined that there will
be a math and science bill this year.

Senator Hatfield has a bill that provides for ten regional
consortia of institutions of higher education to undertake
research into teaching math and science. His bill has been
folded into Senator Kennedy's S. 2114 omnibus math and science
bill that we discussed with Secretary Cavazos in your office
recently. You will recall that Kennedy's bill consists of
approximately 25 different categorical programs, most of which
are duplicative of already existing programs within the
Department of Education, and most of which would put
responsibility for these programs in NSF.

At the meeting in your office we agreed that the
Administration would vigorously oppose the Kennedy omnibus
measure while developing our own proposal that we would take
through the budget process and announce in next year's State of
the Union Address.

Senator Hatfield is likely to raise the issue with you
during the course of the budget negotiations. Secretary
Cavazos and Nancy have been actively communicating our
opposition to S. 2114 and, understandably, want to be certain
that our position has not and will not change.

I will let you know if Senator Hatfield contacts me about
his consortium bill. Please let me know if he raises the issue
with you. I have asked Nancy to provide me with more in the
way of details regarding what precisely is in Senator
Hatfield's proposal and will share it with you when it is
available.



THE WHITE HOUSE

WASHINGTON

July 10, 1990

MEMORANDUM FOR GOVERNOR SUNUNU
FROM: LARRY LINDSEY

SUBJECT: Deductibility of State Taxes for Multinationals

Kenneth Derr, Chairman and Chief Executive Officer of
Chevron has requested a meeting with you to discuss an IRS
ruling on the deductibility of state taxes for multinational
companies. This memorandum provides background information on
Mr. Derr's concern and results from a meeting with other
representatives from Chevron.

1. States often use different tax bases than the federal
government for the taxation of corporate income.
Differences may involve depreciation schedules, depletion
rules, or the treatment of foreign source income. As a
result, the sum of the taxable incomes for a company which
operates in all 50 states may be different from (and is
likely to exceed) its federal taxable income.

2. The IRS has ruled that companies may only deduct state
taxes on income up to their federal taxable income on
their federal tax forms. Thus, if a company's taxable
income in the 50 states exceeds its federal taxable
income, part of its state tax deduction is disallowed.

The IRS has ruled that if a company can show that the
reason for the discrepancy is something other than foreign
source income, it will not be penalized.

3. Chevron argues that this non-deductibility raises its cost
of doing business and makes American multinationals less
competitive. Chevron is particularly hard hit because of
its heavy California orientation. California uses a
worldwide unitary tax system which effectively expands the
tax base above federal levels. They estimate that this
ruling costs them close to $10 million per year.

4. The IRS and Treasury argue that they are just disallowing
deductions_applicable to foreign source income. They
argue that California's choice to effectively include some
foreign source income in its tax base is California's
problem and is not one that the Treasury should be on the
hook for.

I would be happy to discuss this matter with you more
fully at any time.



Chevron USA. Inc.

1700 K Street, N.W., Washington, DC 20006
(202) 457-5800

-

Clair Ghylin

Vice President

June 29, 1990

The Honorable

John H. Sununu

Chief of Staff

The White House
Washington, D. C. 20500

Dear Mr. Sununu:

Our Chairman and Chief Executive Officer, Mr. Kenneth T. Derr, will be in
Washington on July 17 and 18 and has indicated to me that he would very much
Tike to sit down with you to discuss an issue affecting U. S. multinational
corporations. As a way of background, I am enclosing a memorandum which more
fully outlines Chevron's concern about the adverse impact on the competitiveness
of U. S. multinationals caused by positions taken by the IRS on state tax
allocation to foreign source income.

Mr. Gary Fisher of my staff is in contact with your office to arrange a
convenient time for a meeting. Background materials, in addition to the paper,
are enclosed. We would be happy to provide any additional information in
advance of the meeting, and Mr. Derr looks forward to discussing this important
matter with you.

Sincerely,
Ny G (i’u/t-
X (A
N C / /]
Enclosure
Chevron
Wy®  Chevron USA. Inc.
¥ 1700 K Street NW., Suite 1200, Washington, D.C. 20006
Phone (202) 457-5800
Gary K. Fisher

Washington Representative
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THE WHITE HOUSE
WASHINGTON

June 22, 1990

£ N \ A
MEMORANDUM FOR ROGER B. PORTER W \ 2 \QRu
FROM: LARRY LINDSEY
SUBJECT: Earned Income Tax Credit Story

The Administration may need to respond to news reports
implying that the Earned Income Tax Credit (EITC) is a flawed
method of providing child care benefits and other forms of
income support to low income working families. These stories
show that for 1985 40 percent of taxpayers receiving the EITC
were not eligible. The stories may be intentionally timed to
coincide with the conference committee's meetings on child care
legislation. Superficially, the report undermines reliance on
EITC in favor of the ABC direct grant method.

The truth is on our side. Properly handled, these facts
will show the EITC remains the best method for delivering child
care assistance. Further, the Administration will also be able
to establish its record in favor of tax simplification for
America's working families.

Secretary Brady may address this issue during his
appearance on the Sunday network talk shows. He has been given
the following three points as suggested talking points. We
suggest that the Administration follow his lead and emphasize
these points.

1. The "news" is in fact old.

Information indicating substantial compliance problems
with the EITC has been available since January to both the
Administration and staff on the Hill. The recent news report
is based on the 1985 Taxpayer Compliance Measurement Profile
(TCMP), a recurring IRS survey of taxpayers which takes place
every three years.

2. The alleged ineligibility is due to the complexity of the
law, and not due to any massive attempt to defraud the
system.

The primary reason why individuals are ruled ineligible
under the TCMP audit is that they were not able to prove that
they provide a majority of the dependent's support or qualified
for Head of Household status. For example, the definition of
support includes government assistance such as AFDC payments.
Thus, a single mother with a young child who was on welfare for

7
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7 months of the year leaves AFDC and gets a job at that level
of wages. She is technically not eligible for the EITC on her
wage income. That is because the wages from her job provided
less than half of the household's support for the year. This
rule is contrary both to the objectives of encouraging such
people to get off welfare and to basic notions of fairness.

Another reason for the apparently high ineligibility rate
is the strict standards of the TCMP audit. The burden of proof
is on the taxpayer. Audited taxpayers are required to provide
detailed backup material sometimes including marriage
certificates, birth certificates, and extensive household
income and expenditure records. The strictness of these
standards may exaggerate the extent to which non-compliance
actually exists.

It should also be remembered that the TCMP is based on a
relatively small sample of taxpayers. In the 1985 survey only
2700 taxpayers out of some 6 million who actually received the
EITC were interviewed.

3. The Administration is already taking action to solve this
problem.

On April 19, 1990, the Treasury Department sent a letter
to Ways and Means Chairman Rostenkowski identifying the filing
status requirements and the definition of dependent as meriting
simplification and stating our willingness to work with his
committee on his tax simplification efforts.



THE WHITE HOUSE

WASHINGTON
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June 26, 199%“ e THE CHIEF of STAFF

has seen
MEMORANDUM FOR THE PRESIDENT

FROM: ROGER B. PORTER A4¥

SUBJECT: Public School Finance and the State Courts

The issue of disparities in state education financing has
become a major issue in the state courts. Most recently, New
Jersey's Supreme Court declared the state's system of financing
public schools unconstitutional. Like many states, New Jersey
finances public education primarily through local property taxes
which can produce funding disparities among school districts.

1. New Jersey's Supreme Court joins courts in nine other
states, most recently Kentucky and Texas, in deeming
the state's school financing system unconstitutional.

In the opinion of the New Jersey court, school financing dispar-
ities between the state's urban and suburban districts violate
the state's constitutional requirement of a "thorough and effi-
cient" education. The court did not take the equalization effect
of federal assistance to poor areas into account in its decision.

Last October, the Texas Supreme Court ruled that Texas' school
financing system violated the constitutional requirement for an
"efficient" system to achieve a "general diffusion of knowledge."
On similar grounds, courts in four other states, Kentucky, Mon-
tana, Washington, and West Virginia have declared their educa-
tional finance systems unconstitutional.

Arkansas, California, Connecticut, and Wyoming courts have used
"equal protection" clauses under the state constitution to in-
validate their public education finance systems.

2. Judicial action in school finance decisions ranges from
requiring a state to revamp its financing system to
threats of direct court intervention in school finance
restructuring.

New Jersey's court order calls for equalized spending between the
poorest and wealthiest districts and improved programs for poor
urban youth. The order reflects the court's view that "money
alone has not worked."

The Texas Supreme Court imposed a June 21 deadline for enacting
an acceptable plan after which time an alternative finance system
devised by court appointees would take effect.
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3. State proposals to remedy finance disparities include
tax increases and plans for redistribution of state
education aid.

Kentucky enacted legislation ensuring a minimum level of resour-
ces for each school district. This year, increases in state aid
will range from eight to twenty-five percent.

After two successful vetoes, Governor Bill Clements struck an
eleventh-hour compromise with the Texas legislature aimed at
equalizing education spending across the state. The half billion
dollar plan includes a .25 cent increase in the state sales tax, S
and increases in various "sin" taxes and other state fees.

In a party-line vote last week, the New Jersey State Assembly
approved Governor James Florio's plan to revamp its school

finance system by redistributing state educational aid from //
wealthier suburban to poor urban school districts and raising
income taxes on residents earning above $100,000. Reportedly,
poor urban districts will gain up to forty percent more aid under
the plan.

4. The need to remedy school finance disparities can open
opportunities for state leaders to enact important
school improvement measures.

The Kentucky court decision paved the way for state leaders to
overhaul the state's top-down system of school governance and
implement local control and accountability. The new law empowers
school-based councils composed of parents, teachers, and princi-
pals with decision-making authority and establishes a state-
level system of rewards for schools and teachers who perform
well. Students attending schools deemed "unsuccessful" now have
the right to choose a "successful" school.

5. Other states are anxiously watching the outcome of the
growing number of successful legal challenges in school
finance cases.

Litigation is pending in up to twelve states across the country.
Many states are initiating reviews of their public education
finance systems and reporting similar gaps in spending levels.

As the attached editorial suggests, reducing disparities in
state spending for education will not guarantee that schools will
perform better. As you continue to emphasize, empowering parents
through greater choice, increasing local flexibility in decision
making and accountability for results, and strong leadership are
essential if our investment in education is to make a difference
and our schools are to ensure that all children succeed.



THE NEW YORK TIMES,

Twursoay, Juwe 7, 1990

pend Fairly for Schools. Then What?

The New Jersey Supreme Court’s remarkable
decision on poor school districts deserves national
notice for reasons of justice and elemental decency.
The state legislature will now have t0 spend as
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the Supreme Court. It refused to declare education
a fundamental right, and advocates of equal spend-

. ing were left to battle in state courts and legisla-
- tures. Several states, including Connecticut, ha

a

required new funding plans.

That was supposed to have happened in
Jersey as the result of a 1975 State Supreme Court
decision. It led to a new state law and forced
the imposition, for the first time, of a state income
tax to help equalize spending among districts. But
dollar disparities persisted, prompting the Educa-
tion Law Center, an advocacy group
file another suit in 1981, on behalf of four of the
state's poorest, and poorest-performing, districts.

§

that New Jersey provide enough aid to poor dis-
tricts to allow them to provide a ‘“thorough and effi-

clent’’ education as guaranteed by the State Consti-
tution. Wealthier districts are still allowed to spend
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January 8, 1990

\
MEMORANDUM FOR GOVERNOR SUNUNU
FROM: ROGER B. PORTER 44/

SUBJECT: Measuring Poverty

This memorandum is in response to your request for
information regarding the measurement of poverty in America.

1. The Bureau of the Census uses before-tax cash income to
determine whether someone is below the poverty line.

Wages, self-employment income, private transfer payments
such as child support and alimony, and cash transfers from the
government are all included. Non-cash government and private
benefits including Food Stamps, Medicare, and employer provided
health insurance are excluded. The imputed rental subsidy from
public housing or from family-provided shelter is not considered.
Also, there is no variation for regional cost variation.

2. The poverty threshold was originally based on the share of a
family budget spent on food.

The 1955 Household Food Consumption Survey found that an
average family of three or more spent one third of its budget on
food. Beginning in 1964, the Social Security Administration
began using this fact to calculate a statistical measure of
poverty by trebling the cost of the 1961 USDA economy food plan
(a minimal food basket meeting then recommended dietary
allowances) for families of different sizes and demographic
characteristics. Since 1969, the poverty levels have not been
updated according to food prices, but according to changes in the
overall Consumer Price Index. In 1988, the threshold was $6,024
for a single individual, $12,092 for a four person family, and
$20,279 for an 8 person family.

3. OMB also generates a set of poverty guideline numbers for
use in administering federal programs including Food Stamps,
WIC, and Head Start.

These guidelines are approximations of the expected poverty
level in the next year. The actual poverty level will not be
known until the year is over, so the OMB figures are necessary
and timely projections so that programs can be administered. The
OMB figures are calculated by a formula based on the Census



poverty levels for the preceding year and inflation. 1In 1989,
the OMB poverty guidelines are $5,980 for the first person plus
$2,040 for each additional family member, making it $12,100 for a
four person family and $20,260 for eight persons.

4. Over the last 20 vears, America has made economic progress
but has suffered a demographic setback in fighting poverty.

Even though real family incomes have risen substantially in
the past 20 years, the measured poverty rate actually rose from
12.8 percent in 1968 to 13.1 percent in 1988. The progress is
evident if you control for demography: the poverty rate declined
3 percent among persons in female headed families, 17 percent
among persons in other families, and 39 percent among unrelated
individuals. The overall poverty rate rose, however, because of
the rapid expansion in the number of female headed households.
Had the household composition not changed over the last 20 years,
the poverty rate today would be 10.6, not 13.1 percent.
Alternatively, had no economic progress been made since 1968 and
the poverty rate had remained the same among all demographic
groups, the poverty rate would have risen to 15.9 percent.

5. On net, the existing measure of poverty probably exaggerates
the actual level.

Probably the most serious shortcoming is the exclusion of
non-cash assistance such as Food Stamps, Medicaid, and housing,
which have increased dramatically in the last twenty years.
There is also substantial underreporting of income, in part
because the survey is taken after the period in question has
ended. In a special tabulation for OPD, the Census Bureau used
data from another survey which goes back to the same families
over a period of time (which is contemporaneously collected) and
included the value of non-cash benefits to arrive at a 1984
poverty rate of 7.4 percent instead of 14.4 percent derived using
the "official" measure of poverty.

There are also some reasons to expect the current system to
undercount the poor. This includes the use of before-tax, rather
than after-tax income and the undercounting of certain groups
such as the homeless in the survey.

The Council of Economic Advisers calls for reassessment of
the method used to calculate poverty in the 1990 Economic Report
to the President.
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THE WHITE HOUSE

WASHINGTON

May 16, 1990

MEMORANDUM FOR GOVERNOR SUNUNU
FROM: ROGER B. PORTER A4/

SUBJECT: China MFN

By June 3, the President must certify to Congress whether
he will continue to extend "most-favored nation" (MFN) tariff
treatment to the Peoples' Republic of China. If the decision
is made to continue MFN, Congress will likely attempt to
override it. The President, however, probably has more than
enough votes to sustain a veto.

Under the Jackson-Vanik provisions of the Trade Act of
1974, the President can grant MFN to a Communist country only
if: (1) a bilateral trade agreement is negotiated; and (2) the
country either allows freedom of emigration or the President
waives the emigration requirement and certifies to Congress
that the waiver will substantially promote freedom of
emigration. The China waiver expires on July 3. The President
must report to Congress on June 3, 30 days before the waiver
expires.

The Administration is likely to be in a substantially
better position on China MFN than on the Pelosi amendment. The
Pelosi amendment was essentially a free vote for Congress.

With respect to China MFN, there are substantial U.S.
business interests at stake. China is the 10th largest U.S.
export market. If MFN is revoked, the Chinese will likely
retaliate, as they have done in the past. 1In 1989, U.S.
exports to China totalled $5.81 billion. Key exports include
grain ($1.13 billion), aircraft ($0.54 billion), fertilizer
($0.49 billion), and power generating equipment ($1.04
billion). For many of these products, alternative foreign
suppliers are readily available.

U.S. companies also have important investments in China.
Prominent examples include a McDonnell-Douglas joint venture to
assemble aircraft and Chrysler's Jeep plant.

There is also broad concern about being squeezed out by
the Japanese investors during a period of tension. The
Japanese have expressed a strong preference for extending MFN.
Prime Minister Kaifu is writing to the President to reinforce
the message.
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Finally, many prominent U.S. companies depend on imports
from China and would suffer major losses if tariffs are
increased. These include the toy industry and textile and
apparel retailers.

The Administration's strategy of maintaining silence on
this issue has forced U.S. businessmen to start to speak out
publicly in favor of continued MFN. It might be useful for the
Administration to consult with Congress on the issue,
particularly if Congressional views are split, as appears to be
the case. This could be done by convening a meeting of
proponents and opponents of MFN and hearing them out.
Consultations with Congress will make it easier to generate
support for whatever decision the President makes and reduce
any appearance that the Administration is acting on its own.

cc: Brent Scowcroft
Frederick D. McClure
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April 4, 1990

MEMORANDUM FOR GOVERNOR SUNUNU

FROM: ROGER B. PORTER

SUBJECT: Super 301 Announcement

Recent progress in bilateral trade negotiations with Japan
has given the Administration new flexibility for dealing with
this year's Super 301 announcement. Assuming the SII interim
report is satisfactory and that we can resolve the remaining
issues in the wood products talks, we should consider
accelerating announcing that the Administration will not identify
any countries as unfair traders under Super 301 this year.

The Japanese have moved significantly after the President's
personal intervention with Prime Minister Kaifu at Palm Springs.
We have settled the Super 301 cases initiated last year on
satellites and supercomputers. The Japanese have promised to
resolve the wood products Super 301 case, although I understand
from Ambassador Hills that their latest offer does not deal
adequately with their high tariffs. Finally, the Japanese have
come forward with significant proposals in the Structural
Impediments Initiative talks (SII). While the interim report is
not yet finished, it appears likely to be a substantial step
forward.

Because these concessions have been politically costly for
Prime Minister Kaifu and the Liberal Democratic Party (LDP),
naming Japan as an unfair trader in this year's Super 301
exercise could jeopardize the progress that has been made to
date. In particular, the NSC believes that naming Japan under
Super 301 could lead to the downfall of the Prime Minister, who
has put himself at risk to try to reach agreements with us.

Assuming we can wrap up the remaining SII and wood products
issues, we should consider some form of a zero option, i.e. no
unfair countries and no unfair practices under Super 301 this
year. If we adopt this approach, we should aim for an
accelerated announcement that builds on the momentum likely to be
generated by the SII interim report and that takes advantage of
the fact that Congress will be out of town for the Easter recess.
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I have discussed the idea with Dick Darman and Mike Boskin,
who share my view on the policy wisdom of a zero option and of
the merit in making the announcement early rather than waiting
until April 30. I believe that Ambassador Hills would also be

supportive, although I have not discussed it with her directly.
I have attached an outline of a possible approach.

Attachment

cc. Richard Darman
Michael Boskin
General Scowcroft



POSSIBLE APPROACH TO SUPER 301

Super 301 -- By law, the Administration is required under Super
301 to identify priority foreign countries and unfair trade
practices. Based on these identifications, it must initiate
section 301 investigations of major unfair trade barriers in
these countries.

The Zero Option -- The Administration would not designate any
countries as unfair traders or initiate any section 301
investigations under Super 301. The option rests on two
assumptions: (1) the SII interim report will make demonstrable
progress toward removing Japanese structural impediments and (2)
the wood products Super 301 can be resolved.

Pros

-- Signals that the highest U.S. trade priority is the
Uruguay Round by avoiding symbolic unilateralism of
Super 301.

-- Strengthens Prime Minister Kaifu's position and
maintains current momentum toward non-confrontational
resolution of trade disputes with Japan under SII.

-- Could defuse escalating antagonism toward Japan by
showing that trade disputes can be solved through
negotiations.

-- Will lead to some Congressional criticism, since Super
301 was centerpiece of 1988 Trade Act. (Criticism may
well be containable if there is satisfactory progress
on SII, satellites, supercomputers, and wood products.)

-- Could blow up this fall if trade tensions with Japan
worsen, the bilateral trade balance deteriorates
significantly, or the Japanese fail to implement
promised reforms. (The Executive Branch and the
Japanese already have a credibility problem because of
numerous unsuccessful efforts to address these issues.)

-- Could raise legal problems, although the Department of
Justice opined last year that a zero option was legal.

Timing -- We should aim for an early announcement to take
advantage of the momentum likely to be generated by the SII
interim report and the fact that Congress is out of session. The
EPC is already scheduled to discuss the Super 301 issue next
week. Accordingly, one possibility is Friday, April 13.
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Contents of an Announcement -- The President's statement might
address the following points:

o Announce that there will be no unfair countries or practices
identified under Super 301 this year;

o Cite the encouraging progress in SII interim report and last
year's Super 301 cases, but stress the need for further
progress in the final report due in July;

o Praise Prime Minister Kaifu;

o) Caution that, even though trade relations with Japan appear
headed in the right direction, some friction is inevitable
and that the Administration will continue to deal with
issues as they arise by using section 301, the Uruguay
Round, and other mechanisms;

o Direct the negotiators to discuss with Japan a bilateral
consultative mechanism to monitor implementation of
satellite, supercomputer, and wood products agreements and
SII interim and final reports. Monitoring could include
regular reports on SII implementation and results.

Mechanism might also include generic consultative procedures
to head off disputes; and

(o) Call on Congress to implement U.S. side of SII package.

Loose Ends -- There are a number of outstanding bilateral issues
with Japan (listed below). There is some thought that we might
try to wipe the slate clean before April 30 by agreeing to
expedite negotiations on certain issues. While it may be
possible to accelerate a few issues, it is unlikely that all
existing disputes can be resolved in 120 days. New U.S. demands
might also create a negative impression with the Japanese, who
are likely to see them as piling on. Finally, from a political
standpoint, it may be unwise to create unrealistic expectations
that all U.S. trade problems with Japan are over. Some problems
and frictions are inevitable in a complex and dynamic bilateral
relationship, and will have to be dealt with in the normal course
of business. The outstanding issues include the following:

-- Semiconductors: The agreement is due to expire next
year. The Japanese are nowhere near their market share
target.

-— Construction: Commerce is scheduled to review the
Kansai Airport agreement in May.
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Amorphous Metals: Allied-Signal has filed a section
301 petition and USTR must decide April 19 whether to
initiate an investigation.

Sound Recordings: In a few weeks, the Recording
Industry of America will file a section 301 petition
challenging the discriminatory Japanese treatment of
foreign sound recordings.

Special 301 -- Decision is due April 30 on countries
who do not provide adequate protection for intellectual
property rights. Thus far, the Administration has
managed to avoid initiating any section 301 cases.

Procurement 301 -- Title VII of the 1988 Trade Act
requires Administration to identify countries which
discriminate against U.S. goods in their government
procurement.

Telecommunications -- There is an agreement in

principle that Japan will eliminate certain barriers to
U.S. telecommunications products and services and a
120-day deadline for reaching a final agreement.

Next Steps -- The following steps should be taken if a decision

is made to proceed with a zero option:

EPC assessment of SII interim report (likely this week)
to ensure that option is politically viable;

EPC review of Super 301 (scheduled for next week);
Prepare Presidential decision memo and statement; and

Congressional consultations and briefings by USTR.
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THE WHITE HOUSE Fyl':

WASHINGTON

April 3, 1990 / "

MEMORANDUM FOR THE PRESIDENT
FROM: ROGER B. PORTER/Z/

SUBJECT: Mac O. Boring's Letter Concerning the Ector County
Hospital District

This memorandum responds to your request for an explanation
of Mac 0. Boring's concerns regarding how the Medicare and
Medicaid reimbursement systems are affecting the Medical Center
Hospital in Odessa, Texas, operated by the Ector County Hospital
District.

1. Medicare pays hospitals a fixed sum for each patient
admitted, using a formula that takes into account the

~ .complexity of the treatment  provided. This creates.
- potential for individual hospitals to earn profits or

to incur losses, depending on their actual expenses.

Before 1984, reimbursements were calculated for each
hospital by auditing the actual costs the hospital incurred in
providing covered care. The 1983 Social Security rescue
legislation replaced this system with a Prospective Payment
System (PPS). Under the PPS, Medicare pays hospitals a pre-
determined amount for each of 475 types of diagnosis. These
payments are based on the average cost of treating patients with
a particular diagnosis, adjusted for local wage levels and
similar factors. Payment for a heart attack, for example, is
about twice the payment for pneumonia under this system.

By basing payment on industry-wide average costs, the PPS
introduced economic incentives into the Medicare business for the
first time. The most efficient hospitals -- those that deliver
services at a cost lower than the industry average -- now can
earn profits on Medicare business, while inefficient hospitals
may incur losses.

2. Medicaid reimbursement is controlled by State policy.

Until 1980, Federal law required State Medicaid programs to
follow Medicare reimbursement practices. The link between the



e

two programs was severed in 1980 when Congress passed a law
giving States broad discretion in establishing Medicaid
reimbursement policies. Any deficiency in the Medical Center
Hospital's reimbursement for Medicaid-covered services is
therefore a matter of Texas policy.

3. The figures that Mr. Boring cites in his letter are
inconsistent with those that the Medical Center
Hospital has filed with the Medicare program.

The Medical Center Hospital in Ector County, like all
hospitals providing Medicare-covered services, files annual cost
reports with HHS. According to these reports, the hospital
incurred costs of $17.68 million in providing Medicare-covered
services and received $17.65 million in reimbursement in 1989.
The hospital thus incurred a loss of approximately $30,000 in
providing these services. The hospital reported a total loss of
$282,000 for 1989.

_ . . Mr. Boring's letter seems to imply that the. hospital
incurred costs of approximately $36 million in providing
Medicare-covered services. That figure, however, most likely
represents the amount the hospital billed for those services, not.
the costs it actually incurred. This level of billing reflects a
100% mark up over costs, slightly higher than the average mark up
applied by Texas hospitals. Medicare reimbursements were never
based on amounts billed.

4. To allow hospitals to bill gatiéhts for Medicare-
reimbursable services would defeat the purpose of the

program and would increase the cost of Medicare
supplemental insurance.

Individuals covered by Medicare often purchase Medicare
supplemental insurance, or "Medigap," policies. These policies
cover the amounts an individual may be required to pay under
Medicare's deductible, co-insurance, and coverage limitation
provisions. If hospitals were permitted to charge Medicare
beneficiaries for amounts beyond the Medicare payment, Medigap
insurers would have to charge higher premiums for these policies.

cc: Governor Sununu
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RS A MAC O. BORING, JR.
g Gotaaa, Toxas 79760
February 23, 1990
oeEN
The Honorable THE pRES\UE
George Bush :
President

of the United States
The White House
Washington, D.C. 20500

Dear Mr. President:

Here's another note from the old days when you and I were running
the two best offshore drilling companies in the country -- Zapata
Offshore and Dixilyn.

I am involved in trying to get the Ector County Hospital District
on its feet. The District was recently formed and took the Hospital
over from the County when it was close to becoming defunct after
three successive years of deficits which total $11.5 million.

In addition to periods of. poor ‘management, a major source of loss
comes from Medicare apnd Medicaid contractual allowances. I will
wager that you, like everyone I have discussed this with, do not
understand what the statutes do to hospitals across the country.
Here follows the problem:

Medicare pays approximately 50% of the hospital's cost of services
rendered. The hospital can not bill the patient for the balance
even if the patient has supplemental insurance, nor can they ask
for the additional money except for the Medicare deductible and
co-insurance which totals peanuts and is insignificant. The only
way any of that difference can come to the hospital is if the patient
should elect to make a donation to the hospital. The statutes
make this so.

The Medicare contractual amount in 1989 for Medical Center Hospital
in Ector County amounted to $18,193,374 or 48 percent. In addition, -
the Medicaid contractuals amounted -to $10,001,758 or 62 percent.
This total of approximately $28,000,000 compares to actual operating
xpenses of $52,000,000. Add to this the bad debts and charity
ases and one can readily see why so many hospitals are closing
their doors.

I am not asking you to do anything about this since by comparison
to your other decisions and efforts, it is insignificant. It js
significant on the county level. My whole purpose was to see i
you were aware of such a situation and if not, to inform you.




I think our national philosophy is to move as much welfare to the
States as possible, and I can find no fault with that. However,
this does make it seem ridiculous to buy supplemental insurance
if you are on Medicare. It's a poor way for an individual to make
money -i.e. pay premiums to collect insurance on medical care to

put in your pocket.
My best regards to you and all your family and prayers for your
efforts and decisions. I know you are giving this job your best

shot and so far, it's been a truly great one. Sort of like killing
three quail on a covey rise with three shots.

Yours very truly,

Iac—

Mac 0. Boring

0t s fe e K Aohise TS



THE WHITE HOUSE

WASHINGTON

April 23, 1990 1550 AR 23 Pi 2: 29

MEMORANDUM FOR THE PRESIDENT
FROM: ROGER B. PORTER AZX

SUBJECT: Update on Choice in Education Initiatives

In your interview session last week with magazine editors,
you mentioned that both Republicans and Democrats are supporting
parental choice in education. This is underscored by recent
state initiatives and other indicators of a growing choice move-
ment in the United States and abroad.

1. As of this month, eight states have passed statewide
choice initiatives. Half of these victories have been
spearheaded by Democratic leaders.

Legislators in Idaho, Utah and Washington passed choice initia-
tives this session. They join Minnesota, Arkansas, Iowa, Ohio,
and Nebraska. The most recent victory occurred two weeks ago
when Washington Governor Booth Gardner signed his choice package
into law. Governor Gardner publicly credits the Education Summit
in Charlottesville as the turning point in his support of choice.

2. Polls indicate that minority parents are among the demo-
graphic groups most supportive of choice initiatives.

Sixty-seven percent of non-whites surveyed in the 1989 Gallup
poll on education favored school choice, compared to a 60 percent
overall support level for school choice.

3. Local trends in school choice seek to expand magnet school
options and provide vouchers to extend educational choice
alternatives to non-public schools.

One of your education initiatives pending in Congress would sup-
port state efforts to expand magnet schools that promote excel-
lence in education to give parents greater opportunities to send
their children to good schools.

Low-income parents in Milwaukee, Wisconsin can send their child-
ren to private, non-sectarian schools of their choice under a new
voucher plan. Poor parents are discovering how vouchers can em-
power them to seek the quality education their children deserve.

4. Margaret Thatcher has championed parental choice in
education as the centerpiece of England's educational
reform efforts.




Mrs. Thatcher's choice plan allows parents to choose any govern-
ment school for their children, with education funds following
the student. Each school operates autonomously subject to a
parent-elected board. Salaries for principals and teachers are
based on the enrollment a school attracts.

Choice in education is clearly an idea whose time has come.



THE WHITE HOUSE
WASHINGTON
1330 APR 23 Pt 2 29
April 23, 1990

MEMORANDUM FOR THE PRESIDENT
FROM: ROGER B. PORTER A4/

SUBJECT: Mentoring and Education Study

Some good news on the education front. An idea you have
urged, expanding mentoring programs, like the Cincinnati Youth
Collaborative we visited, is proving successful. A survey of 400
high school students from sixteen cities across the nation shows
that well-constructed mentoring programs result in improved
attitudes and increased student achievement. The survey found
that:

1. Students with mentors set higher goals and expectations
for themselves and improve their grades.

Almost three-fourths of the students reported they were inspired
to try harder in school and a similar number (73%) reported that
having mentors improved their self-confidence. Almost sixty
percent saw an improvement in their grades.

2. Mentoring programs contribute positively to a student's
ability to handle challenges facing school-age youth.

Over half (53%) of those surveyed said their mentor helped them
stay away from drugs and helped keep them "out of trouble" (52%).
Two-thirds reported an improved understanding of other races,
almost three-fifths (57%) "got along better" with teachers, and
nearly half (46%) "got along better" at home.

3. Mentors also experienced positive benefits from
participating in mentoring programs.

A concurrent study of 400 mentors showed that, as a result of
being involved in mentoring, adults were more motivated to ful-
fill other responsibilities (45%) and found relations with their
children (22%) and spouses (16%) improved.

Members of your Administration are supporting mentoring
programs. Attorney General Thornburgh recently announced he will
allow eight hours of administrative leave each month to Depart-
ment of Justice employees who are interested in mentoring D.C.
public school students. Secretary Dole called for a nationwide
mentoring effort on March 28 in an address to the National
Mentoring Conference.



THE WHITE HOUSE

WASHINGTON

April 15, 1990

MEMORANDUM FOR GOVERNOR SUNUNU
FROM: ROGER B. PORTER A4/

SUBJECT: Progress in Reducing Pollution

On April 5, EPA released its latest annual urban air
quality trends report showing progress from 1979 to 1988 in
reducing ambient levels of most major air pollutants.
According to the report, ambient lead levels in cities declined
by 89 percent over this time period, sulfur dioxide levels
declined by 30 percent, carbon monoxide levels declined by 28
percent, particulate levels declined by 20 percent, and
nitrogen oxide levels declined by seven percent. During this
same 10-year period, however, ambient smog levels increased by
two percent. This slight increase is due in part to the hot
summer of 1988 which alone caused an eight percent increase in
ozone levels compared to 1987.

Although the same type of data are not collected for water
pollution levels, existing evidence also suggests progress.
Today over 99 percent of the Nation's streams are designated
for water uses equal to or better than the "fishable/swimmable"
goal mandated by Congress in 1972. Similarly, the total
population served by secondary water treatment for sewage has
increased from 85 million in 1972 to 127 million in 1986.
During the same time period, the total population discharging
untreated wastewater to rivers or lakes dropped from 5 million
to less than 2 million.

One of the most important success stories is the recovery
of the Great Lakes, which contains 20 percent of the world's
fresh water. Through the Great Lakes Water Quality Agreement,
the U.S. and Canada have spent $7.6 billion to reduce water
pollution in the Great Lakes since 1972. 1In addition to
constructing and upgrading municipal sewage treatment
facilities, the U.S. and Canada have controlled phosphorus
discharges and limited the amounts of phosphates allowed in
laundry products. These efforts have significantly improved
water quality in the Great Lakes, particularly in Lake Erie.
There has also been notable progress in reducing water
pollution through programs such as the Chesapeake Bay Program.
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AW LE WHITE HOUSE

WASHINGTON

April 30, 1990

MEMORANDUM FOR ANDY CARD
FROM: LARRY LINDSEY Lt

SUBJECT: CFTC vs. SEC

I understand that you have become involved in the CFTC vs. SEC
issue. Please find attached a memo I wrote a while back on this
jurisdictional dispute.

Basically, I feel that we would have to be nuts to become
involved. There is no compelling policy reason to shift
jurisdiction in any of the ways being considered. Further, I
cannot see why we'd want to take on a legislative battle with Bob
Dole and Dan Rostenkowski on the other side of the issue.
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THE WHITE HOUSE

WASHINGTON

April 4, 1990

MEMORANDUM FOR ROGER B. PORTER
FROM: LARRY LINDSEY
SUBJECT: CFTC vs. SEC

A schism is developing within the Administration regarding
regulatory jurisdiction issues between the Commodities Futures
Trading Commission (CFTC) and the Securities Exchange Commission
(SEC). This memorandum analyzes this issue, and recommends a

future course of action.

Background: Securities vs. Futures Regulation

At present the SEC has regulatory jurisdiction over the
trading of securities (involving the ownership of financial
assets) and the CFTC has jurisdiction over the trading of
futurity contracts. The distinction is somewhat artificial as a
basis for allocating jurisdiction as securities depend crucially
on market assumptions regarding future developments and futures
contracts have many of the aspects of a security. The courts
have held that any instrument with an element of futurity belongs
in the CFTC's jurisdiction. This has prompted concern at the SEC
about its ability to effectively police the stock and other
securities markets.

The SEC argues that in the case of stocks and stock index
futures, the link in valuation between security and future is
quite direct. Furthermore, because stock index futures are traded
on a secondary market, they are revalued continuously, just as
the value of the underlying security, the stock, is revalued.
This allows a number of strategies for controlling risks by
trading simultaneously in both markets. Therefore, the SEC
maintains that effective regulation of stock market risk requires
a shift in regulatory jurisdiction to a single agency.

Three strategies have been proposed to accomplish this:
(1) Merge the SEC and the CFTC into a single regulatory body.
(2) Transfer jurisdiction over financial futures to the SEC.
(3) Transfer regulation of stock index futures to the SEC.

A Reagan Administration Executive Order set up a four person
working group to discuss jurisdictional and other issues relating



to the regulation of financial markets. The order followed the
Brady Commission report on the October, 1987 stock market crash.
The four members of the working group are Dep. Sec. Glauber
(representing Sec. Brady), Chairman Greenspan of the Fed,
Chairman Breeden of the SEC and Chairman Gramm of the CFTC.

Glauber and Breeden favor a move of regulatory jurisdiction
to the SEC. Glauber publicly endorsed a limited transfer of
stock index futures, although his actual views are unknown.
Breeden leans to a broader solution including a merger of the
CFTC and the SEC. Gramm opposes any transfer of authority to the
SEC. Greenspan tends to agree with her, although he has said
that he could "reluctantly" support a transfer of stock index
futures.

Analysis of the Standard Case for Change

The case for shifting jurisdiction is based on four
premises. While each of these premises is superficially
plausible, the bulk of the evidence indicates that the case for
change does not survive scrutiny.

Enhanced Volatility and Risk. Supporters of a shift in
jurisdiction maintain that the presence of a lightly regulated
futures market increases the volatility in the primary market.
The overwhelming majority of the finance profession believes that
this is not supported by either theory or the data. Chairman
Greenspan reflected this professional consensus when he testified
that he "does not believe that the division of regulatory
authority has increased volatility in the securities markets, nor
in this regard is it a threat to the capital formation process."

Intermarket Fraud. The existence of split regulation could,
in theory, open up regulatory cracks which would permit
unscrupulous practices. Most typical of this class of potential
abuses is "frontrunning", manipulating price movements on the
thinner exchange (generally futures) in order to induce
profitable price moves on the other exchange. A joint
investigation by the SEC and CFTC of the October 1987 crash found
no evidence of frontrunning. Furthermore, neither the SEC nor
the CFTC have ever filed enforcement actions for frontrunning.

One Requlator is Better than Two. This is a particularly
plausible claim on the surface. However, there is a corollary
theorem of public policy that one regulator should not be asked
to carry out competing missions. The SEC is presently in that
role. It is both a policeman of securities issuance and a
regulator of trading. As a result of the 1929 Crash and this
dual function, the SEC instituted policeman type rules in the
trading pits which are inappropriate. Most famous is the
downtick rule which limits short selling. This is mildly
distortionary on the cash market which the SEC regulates. It
would be disastrous on the futures market where free price




movement and regulatory price neutrality are essential. If we
were to reorganize the regulation of our financial markets, it
would make more sense to take regulation of the stock exchanges
away from the SEC, leaving them as a securities commission
regulating issuers, and turn the trading function over to the
CFIC.

Confused Jurisdiction Limits Innovation. We are in a highly
competitive world with a global financial industry. Therefore,
supporters of a single regulatory jurisdiction maintain that
having a single regulator would speed up the approval process.
Good point. But, the courts have held that any instrument with
an element of futurity belongs to the CFTC. End of
jurisdictional confusion. Further history indicates that this is
the "right" result from an innovation point of view, as the CFTC
and the exchanges it regulates have been the most progressive.

Reasons for Maintaining the Status Quo

The best reason for maintaining the status quo is the old
adage, "if it ain't broke, don't fix it". As the above
discussion indicates, advocates of change have not met the
requisite burden of proof. There are two additional reasons not
to change jurisdiction that should be considered.

Maintain Competitiveness Through Flexibility. While there
is no necessary relationship between the structure of our
regulatory institutions and the competitiveness of our markets,
the concentration of regulatory authority over the financial
system would be, in Greenspan's words, "a matter of concern".
Most public policy models of regulatory behavior would suggest
that a large single agency would be less innovative than two
smaller, somewhat competing, agencies.

Political Opposition From the Agriculture Community. A
letter signed by all of the farm groups, from the Farm Bureau to
the National Farmers' Union, has been delivered in support of the
CFTC. Removal of any major area of jurisdiction from the CFTC
will be seen as an unravelling of their influence. As a majority
of CFTC regulated transactions are financial, this concern is
probably justified.

A Modest Adjustment

The standard case for a change in jurisdiction does not seem
supportable. However, some more modest changes could be made.

1. Expand the Reagan created Working Group to include an odd
number of members. The Reagan executive order should be
modified to expand the group to either five members, by
adding the CEA Chairman or his designee, or to seven
members, by adding CEA, OMB, and the White House Counsel.




This will break the current deadlock and lay the groundwork
for future action.

Coordination of the level of risk tolerated in the futures
and cash markets should be encouraged by the working group.
It would not be desirable to have one market be either more
crash prone or less flexible than the other market. To the
extent that either is the case, one market would have to
perform risk absorption functions for the other market.
Circuit breakers and margin requirements should be
coordinated between related markets to allow roughly equal
amounts of risk (defined in terms of "crash" probability or
market illiquidity) in the two markets. Since the
underlying risks in the two markets are different, equal
riskiness implies different sets of rules for each market.
But, different does not necessarily mean uncoordinated.

Require the CFTC to set minimum margin requirements for its
markets. Presently, those exchanges set their own margin
requirements and vary them according to the perceived levels
of risk and liquidity in the market. Setting minimum margin
requirements would create the appearance both of action by
the Administration and of reducing the volatility problems
which some advocates of stronger action allege exist.
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THE WHITE HOUSE

WASHINGTON
SINE
t ol
e
February 13, 1990 s qee®

Information

MEMORANDUM FOR GOVERNOR SUNUNU
FROM: ROGER B. PORTER A&/

SUBJECT: Telecommunications Trade Negotiations

This memo alerts you to a quick-turnaround decision that the
President will need to make by next Tuesday, February 20.

On Friday, Ambassador Hills is likely to recommend that the
President extend ongoing telecommunications negotiations with
the European Community (EC) and Korea for one year. Her
recommendation has been delayed by last-minute negotiations with
Korea, which are scheduled for this Thursday. The statutory
deadline for the President's decision is February 20.

Last year, USTR initiated negotiations under the 1988 Trade
Act aimed at opening closed telecommunications markets in Korea
and the EC. While progress has been made with both the Koreans
and the Europeans, an extension of the negotiating period would
offer an opportunity to lock in previous commitments and seek
additional concessions.

The EPC agencies have already agreed to recommend that the
President extend the EC negotiations for one year. There was
tentative agreement to extend the Korean talks as well, although
it was eventually concluded that a formal recommendation should
await a final round of talks scheduled for this week. The inter-
agency recommendations are being held closely in order to
maintain pressure on the Koreans.

According to USTR, there is general support in the business
community and the Congress for an extension.

cc: James W. Cicconi
David Q. Bates\//
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THE WHITE HOUSE

WASHINGTON
January 4, 1990

MEMORANDUM FOR GOVERNOR SUNUNU
FROM: ROGER B. PORTER A4/

SUBJECT: Luncheon with Policy Development Staff

Today at noon you will be hosting seven members of the White
House economic and domestic policy staff for lunch. You
previously approved promoting four of our Associate Directors,
Steve Farrar (International Economic Policy), Larry Lindsey
(Domestic Economic Policy), Nancy Maloley (Energy, the
Environment and Natural Resources), and Marianne McGettigan
(Legal Policy) as commissioned Special Assistants to the
President.

This will be an opportunity for you to let them know how
much you appreciate what they have done. Collectively, this
group, along with Bill Roper, Jim Pinkerton, and myself, have
played a major role in a large number of issues over the past
year including:

The Comprehensive Violent Crime Control Act
The Education Excellence Act

The Clean Air Act

The Americans with Disabilities Act

Child Care

Steel Liberalization Program

Super 301

Education Summit Conference

A copy of the resumes of Farrar, Lindsey, Maloley, and
McGettigan are attached.

They are excited about their promotions, which I announced
to them this morning and which you may wish to congratulate them.
It makes sense to have this be a substantive meeting and I have
asked each of them to think of an issue they have been working on
that they would like to briefly discuss.

I suggest that you call on the four newly commissioned
officers first and then Pinkerton and Roper, both of whom have
been commissioned from the beginning of the administration as
Deputy Assistants to the President.

The subjects they will likely raise are as follows:

Steve Farrar International Debt Situation
(Steve has worked closely with



-

Treasury and did the first draft
of the memo that went to the

Presi-
dent on this issue)
Larry Lindsey Child Care
Nancy Maloley OCS Task Force
Wetlands
Marianne McGettigan Death Penalty

I thought Jim Pinkerton might discuss where the Democrats
were likely to hit us. Finally, Bill Roper can talk about some
discussions we have had on medical malpractice and a meeting the
two of us had with Secretary Sullivan and some of his people from
HHS.
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OFFICE OF THE ASSISTANT TO THE PRESIDENT FOR ECONOMIC AND DOMESTIC POLICY

8 8/14/89

Assistant to the President for Economic and Domestic Policy.... Roger B. Porter

Confidential Assistant........... oaa o8 e SR A eleis: S et st kR Nancy M. Jones
Staff Assistant.......... a1 siniale ¢ neierate o 4 1% oila) i 8'sl0 9 e stna ut e Mary Jane Burgess
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Associate Director for Domestic Economic Policy............ Lawrence Lindsey
Senior Policy Analyst...ccccceecsecccccccccnns ereiers s @ ... Andrew Mitrusi
Staff Assistant......cccceeecceccns cecsssccsesssscssssses dJean Golub

Associate Director for International Economic Policy....... Stephen Farrar

Deputy Associate Director............. e tsiakelele s Sletelelsiols «ss.. Warren Maruyama
Staff Assistant.....cceeeecccancecenans Ceesscsssscsssssss Cathy Mays
Associate Director for Environment, Energy, and Natural
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BIOGRAPHY

STEPHEN P. FARRAR

PROFESSIONAL

March 1989 - Present

Associate Director for International Economic Policy, Office
of Policy Development, The White House.

Deputy Executive Secretary, Economic Policy Council, The
White House.

September 1988 - March 1989

Special Assistant to the President and Senior Director of
International Economic Affairs, National Security Council.

March 1986 - September 1988

Director of International Economic Affairs, National
Security Council.

October 1980 - March 1986

Chief, Economic Affairs Branch, International Affairs
Division, Office of Management and Budget.

November 1972 - October 1980

International Economist, International Affairs Division,
Office of Management and Budget.

June 1966 - November 1972

International Economist, Office of International Trade
Policy, U.S. Department of Commerce.

EDUCATION

Georgetown University, School of Foreign Service. MSFS, 1967.

Bowdoin College. BA, 1965.

PERSONAL

Age 45. Married. Two Children.

April 1989



Lawrence B. Lindsey

Associate Director for Domestic |
Economic Policy

EDUCATION
Ph.D., Economics, Harvard University, 1985
M.A., Economics, Harvard University, 1981

A.B. Bowdoin College, Magna Cum Laude, 1976

EXPERIENCE

Associate Professor, Economics, Harvard University, 1988-1989
Assistant Professor, Economics, Harvard University 1984-1988

Faculty Research Fellow, National Bureau of Economic¢ Research,
1984- 1989 ‘

Senior Staff Economist for Tax Policy, Council of Economic
Advisers, 1983-84

Staff Economist, Taxation, Council of Economic Advisers, 1982-83

Junior Staff Economist, Public Finance, Council of Economic
Advisers, 1981-82

Teaching Fellow, Harvard University, 1978-81

Research Assistant, National Bureau of Economic Research,
1978-81

HONORS AND AWARDS
Walter Wriston Award for Economic Research, 1988

Elected to National Tax Association’s Federal Taxation and
Finance Committee; Term: 1986-1989

Outstanding Thesis Award, National Tax Association, 1985
for Simulating the Response of Taxpavers to Changes in Tax
Rates

Noyes Prize in Political Economy, Bowdoin College, 1976

Elected to Phi Beta Kappa, Alpha of Maine, 1975




PUBLICATIONS

"Tax Induced Trading: The Effect of the 1986 Tax Reform Act on
Stock Market Activity" The Journal of Finance (forthcoming)
with Paul J. Bolster and Andrew Mitrusi.

"Budget Neutral Options to Encourage Charitable Giving", in The
Future of the Nonprofit Sector, Jossey-Bass, 1989

"The Massachusetts Miracle", Requlation, December, 1988

"High Risks, High Rewards", Currents, November/December, 1988,
pp.10-15

"Massachusetts Miracle -- or Mirage?" The New York Times,
October 5, 1988, p.A33

"Turning Deficit into Surplus" The Boston Herald, October 2, 1988
pp.23-26

"Supply Side Lessons for Deficit Reduction" Business Economics:
The Journal of the American Association of Business
Economists, October, 1988,

"Better Child Care Cheaper," The Wall Street Journal, July 5, 1988

"Socialism and the Supply Side in Sweden", The Wall Street Journal
Europe, June 6, 1988

"Who Managed the Massachusetts Miracle?" The Wall Street Journal,
April 5, 1988

"The Guru of Tax Cuts" The Sunday Times (London), March 20, 1988

"Capital Gains" Tax Notes, January 25, 1988 with Jane Gravelle

"Tax Cuts and Taxpayer Behavior: Alternative Explanations of Income
Changes in the 1980s" in Tax Policy and the Economy Vol 2,

Lawrence Summers ed. National Bureau of Economic Research,
1988

"Cut Capital Gains Taxes" The Journal of Commerce,
December 29, 1987

"The Wrong Two Percent Solution" The Journal of Commerce,
November 19, 1987

"Estimating the Behavioral Response of Taxpayers to Changes in Tax
Rates: 1982-1984 With Implications for the Revenue Maximizing
Tax Rate" Journal of Public Economics July, 1987



nFederal Deductibility of State and Local Taxes: A Test of Public
Choice by Representative Government", in Rosen (ed.) Fiscal
Federalism, National Bureau of Economic Research: Cambridge"
(1987)

"capital Gains Taxes Under the Tax Reform Act of 1986: Revenue
Estimates Under Various Assumptions", National Tax Journal,
September, 1987

"Capital Gains Rates, Realizations, and Revenues" in The Effects

of Taxes on Capital Accumulation, edited by Martin Feldstein,
pp.69-97, University of Chicago Press, 1987

"Criticizing the CBO Analysis of ERTA’s Effect on the Distribution
of Income and Taxes", Tax Notes, May 4, 1987, pp.491-496

"Individual Giving Under the Tax Reform Act of 1986", in The

Constitution and the Independent Sector, Independent Sector
and United Way Institute: Washington, March, 1987

"Rates, Realizations, and Revenue of Capital Gains" in Taxes and

Capital Formation, edited by Martin Feldstein, Chicago:
University of Chicago Press, 1987

"Gifts of Appreciated Property: More to Consider" Tax Notes,
January 5, 1987, pp.67-70

"Revenue Response to the 1982 Personal Tax Cuts -- A Reply", Tax
Notes, October 13, 1986

"Misguided Capital Gains Levy" Wall Street Journal,
September 10, 1986

"Capital Gains Tax Rates and Tax Revenues", Testimony before the

Senate Small Business Committee, The Congressional Record,
June 4, 1986

"lessons of the 1981 Tax Cut", The Wall Street Journal,
May 6, 1986

"Tax Reform and Charitable Giving" in Philanthropy, Voluntary
Action and the Public Good, Independent Sector and United
Way Institute, March 1986

"Revenue Response to the 1982 Tax Cuts", Tax Notes,
March 17, 1986

"The Effect of the President’s Proposal on Charitable Giving",
The National Tax Journal, March, 1986

"The 1982 Tax Cut: The Effect of Taxpayer Behavior on Revenue
and Distribution" Proceedings of the Naticnal Tax Association,
November, 1985




"Giving and Tax Cuts: Recent Experience" Tax Notes,
September 16, 1985

"Tax Reform and Charitable Giving", Testimony before the House

Committee on Ways and Means, The Congressional Record,
July 22, 1985

"Simulating Non-Linear Tax Rules and Non Standard Behavior: An
Application to the Tax Treatment of Charitable
Contributions", Behavioral Simulation Methods in Tax Policy
Analysis, edited by Martin Feldstein, University of Chicago
Press, 1983

"Alternatives to the Maximum Tax on Earned Income", Behavioral

Simulation Methods in Tax Policy Analysis, edited by Martin
Feldstein, University of Chicago Press, 1983

"Is the Maximum Tax on Earned Income Effective?" National Tax
Journal, June 1981
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1024 Tuckahoe Street
Indianapolis, Indiana 46260
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Employment

August 1985 - present Commissioner, Indiana Department
of Environmental Management
105 South Meridian Street
Indianapolis, Indiana 46204
Telephone: (317) 232-8603

Appointed by The Honorable Robert D. Orr, Governor of Indiana, to
head new State-level Department (500 employees, annual budget
circa $50 million). Directed transfer, reorganization and inte-
gration of Indiana environmental programs from other agencies, and
recruited senior management of Department, which is responsible
for regulation and enforcement of State and Federally delegated
environmental laws and programs, including air and water pollution
control and hazardous and solid waste management.

January 1984 - July 1985 Executive Assistant to
The Honorable William P. Clark
Secretary of the Interior

Assisted Secretary on development, coordination and implementa-
tion of major Departmental policies. Principal advisor to Secre-
tary on Cabinet Council matters (including Cabinet Council on
Natural Resources and the Environment, which he chaired), re-
sponsible for developing Administration policy options for
consideration by full Cabinet and President. Representative of
Secretary to White House, Federal agencies, and private groups.

September 1982 - January 1984 Member, President's Council

on Environmental Quality
The White House

Appointed by President and confirmed by United States Senate as
one of three Members of Council, which develops and recommends
environmental policies to President. Served as Alternate Member
of Cabinet Council on Natural Resources and the Environment and as
Administration spokesman on those issues, with expertise on acid
rain. Supervised staff research and analyses and preparation of
President's Annual Report to Congress on the environment.




Nancy A. Maloley
Rage Iwo

August 1981 - September 1982 Senior Staff Member
Office of Policy Development
The White House

Advised Assistant to the President for Policy Development on
Administration environmental and natural resources policies.
Chaired inter-agency working groups and served as representative
to Cabinet Council on Natural Resources and the Environment.

November 1980 - January 1981 Director of Legislation
Environmental Protection
Agency Transition Team for
President-elect Ronald Reagan

Summarized, as part of President-elect Reagan's transition team,
environmental legislation to be considered during lst Session of
the 97th Congress, and prepared options and proposals for amend-
ment of major Federal environmental legislation.

January 1977 - April 1981 Legislative Assistant to
The Honorable Richard G. Lugar
United States Senator from
Indiana

Advised Senator on content, merit and status of pending energy and
environmental legislation; prepared legislation in these areas for
his introduction; and advised Senator on Indiana environmental and
energy projects pending before Federal regulatory agencies.

September 1976 - November 1976 Administrative Assistant to
Robert M. Teeter
Director of Research and
Polling
President Ford Committee

Coordinated Opposition Research and President Ford Research Divi-
sions of President Ford Committee. Developed and disseminated
issue briefing material on President Ford and Governor Carter for
use in 1976 Presidential campaign by Cabinet officers, Republican
Senators and Representatives, and White House officials.



Nancy A. Maloley
Page Three

January 1971 - September 1976 Special Assistant to the
Administrator, United States
Environmental Protection Agency

Served Administrators William Ruckelshaus and Russell Train. Pre-
pared position papers on issues and policies for Administrator and
President, Vice President and Cabinet officials, and Administra-
tor's correspondence on legislative, policy and political issues.
Wrote and edited weekly EPA newsletter; developed and supervised
Administrator's briefing system; reviewed key briefing materials.

September 1969 - December 1970 Staff Assistant to

The Honorable E. Ross Adair
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Washington, D.C.
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Education

University of Colorado, Boulder Junction, Colorado (B.A. with
Honors in Political Science, 1968).
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WASHINGTON

January 2, 1990

MEMORANDUM FOR GOVERNOR SUNUNU

FROM: WILLIAM L. ROPER%‘?____

SUBJECT: Red Dye #3

The Secretary of Health and Human Services faces a decision
soon on whether to ban the continued use of Red Dye #3 as a food
additive. Under the so-called Delaney Clause, the federal Food,
Drug and Cosmetic Act requires that additives which have been
shown to cause cancer in animals be banned in human foods.

Red Dye #3 has been a Delaney suspect for several years.
Despite continued dissatisfaction with the quality of the
science, the existing data appear to present a case for the
banning of Red Dye #3. There are satisfactory substitutes for it
in all uses except for the coloring of marischino cherries. The
loss of Red Dye #3 will have major impact on cherry growers and
processors, and also on other fruit growers and processors, given
the use of cherries in fruit cocktail.

Despite the scientific data which many feel require a ban,
it may be possible to construct a legal argument for continuing
to permit its use. The most promising of these arguments is that
the cancer is probably not caused directly by Red Dye #3, but
rather by a secondary mechanism which may be triggered by Red Dye
#3. However, this idea is not yet proven, and in any event its
legal status is unclear.

Fianlly, there is the consideration of what impact the
Secretary's decision may have on the President's food safety
proposals. Finding a way, scientific or legal, not to ban could
be explained as an effort to administer a law that does not
comport with the realities of modern science and risk management.
On the other hand, banning Red Dye #3 could be explained as
having to carry out a law which the Congress badly needs to
reform.

The Secretary plans to brief you on these matters tomorrow.
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January 12, 1990

MEMORANDUM FOR GOVERNOR SUNUNU L
FROM: ROGER B. PORTER (%/
SUBJECT: The Prospects for a Recession

Larry Lindsey has written an interesting short memorandum
about the probability of a recession in 1990. His assessment is
encouraging -- the prospects are extremely modest if the economy
performs as is currently expected by most commentators.

He views the prospects for the economy from three vantage
points: (1) a monetarist perspective; (2) a Keynesian
perspective; and (3) a supply-side perspective. The differences
between the three are not large. Everything seems to point to a
period of modest, unspectacular growth.

Attachment
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THE WHITE HOUSE

WASHINGTON

January 3, 1990

MEMORANDUM FOR ROGER B. PORTER
FROM: LARRY LINDSEY

SUBJECT: Recession in 19907?

Recently, economic commentators have revived their perennial
talk about the possibility of a recession in 1990. This
memorandum considers the economic prospects for 1990 from the
view of the three leading schools of economic thought:
Monetarist, Keynesian, and Supply-Side. Today, most economists
feel that the "truth" is reflected by some combination of these
three schools of thinking.

Monetarist Perspective: Real Growth of 1.4 Percent

Monetarists view the rate of growth of the money supply as
the key indicator of future economic activity. In the last 12
months, the M2 money supply has expanded at an annual rate of 4.4
percent. Over the previous 12 months it expanded at a 5.5
percent rate. This is down from a typical growth rate of 8.5
percent during the 1980s. The Federal Reserve seems to be on a
track to eliminate inflation from the economy by the early to mid
1990s, an economic situation consistent with M2 growth of about 3
percent annually.

Changes in monetary policy tend to affect economic activity
with a lag. The three percent deceleration in money growth two
years ago should slow the economy by about one percent this year.
Last year's further one percent reduction in money growth should
slow the economy by a further two thirds of a point. Given
recent economic growth in the 3.0 percent range, economic growth
of between 1.2 and 1.5 percent next year can be anticipated based
on a monetarist model of the economy.

Keynesian Perspective: Real Growth of 2 Percent

Keynesians view the level of economic activity as determined
by the demand of various economic actors in the economy:
consumption by households, investment by business, direct
spending by government, and net purchases by foreigners.

Personal consumption expenditures rose a strong 3.9 percent
in the last 4 quarters. However, that pace should slow
significantly for three reasons. First, the growth in personal



income could drop by almost a full percentage point as lower
interest rates produce lower personal interest income. Second,
social security taxes increased effective the first of the year,
shrinking take home pay. Finally, the personal saving rate has
shown an upward trend of about one point per year recently.
Combined, these effects indicate a growth in real consumption
expenditures of about 2 percent.

Real non-residential investment spending has been rising
nearly 6 percent, but residential investment has been falling.
In total, we could expect a 3 percent growth in real investment
spending next year. Government purchases of goods and services
should rise only modestly as defense procurement falls and Gramm
Rudman sharply limits other federal spending. State and local
spending seems set to rise about 3 percent in real terms,
although this may be reduced due to fiscal difficulties in a
number of states. We also should not expect any further progress
on the net export front.

In sum, a Keynesian perspective on the economy would lead us
to predict economic growth of between 1.8 percent and 2.2
percent.

Supply Side Perspective: Real Growth of 2.8 Percent

During the 1980s, the economy appeared to see an increase in
its sustainable rate of growth to about 3 percent per year as tax
rates fell and regulations were lifted. The economy might
experience a minor reversal in this trend as a higher minimum
wage and increased financial market regulation begin to take
effect. This would imply a reduction in the underlying supply
side rate of growth to about 2.8 percent.

Consensus Expectation: 2.1%

These three economic models all predict a slowdown in growth
from the rapid (3 percent or higher) pace of the last 3 years.
However, none indicate a recession. The leading constraint on
the economy is financial, as indicated by the low expected growth
in the monetarist perspective.

This sustained growth pattern makes a recession unlikely.
By definition, a recession is two consecutive quarters of
negative growth. Of course, a year which averages 2 percent
might have two quarters of 4 or 5 percent growth and two quarters
of negative growth. Public policy makers should also be alert to
a single quarter of negative growth. Although technically not a
recession, any decline in economic activity might lead to
concerns about the future health of the economy.

To assess the chances of that occurring, we analyzed the
variability in quarterly economic growth for the past 3 decades.
The probability of a recession occurring at various rates of
annual economic growth are presented below:



Probability of Temporary Negative Economic Growth

Economic Growth Probability One Probability of
for Year Quarter Negative Recession
0.5% 45% 22%

1.0% 40% 19%

1.5% 30% 9%

2.0% 22% 5%

2.5% 19% 3%

Given a consensus expectation of 2.1 percent growth, this
data indicates that the probability of a recession is somewhat
less than 5 percent next year. Further, given the consensus
forecast, there is only about one chance in five that we will
experience a quarter of negative economic growth. Even if we
adopt the most pessimistic economic model, that of the
monetarists, the probability of a recession is less than one in
five. However, the probability of having at least one quarter of
negative growth is about one in three under this most pessimistic
scenario.
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MEMORANDUM FOR GOVERNOR SUNUNU L
FROM: ROGER B. PORTER A%/
SUBJECT: Japanese Voluntary Export Restraint on Autos

Japanese Ambassador Murata called this morning to advise us
that at 10:00 p.m. this evening (Eastern Standard Time), the
Japanese Government will announce that it is extending for
another year its Voluntary Export Restraint on automobiles to the
United States.

This one year extension will run from April 1, 1990 through
March 31, 1991, consistent with the Japanese fiscal year. The
announcement will identify the restraint level as 2,300,000
vehicles, the same as this past year.

According to Japanese Government estimates during the
current year, April 1, 1989 through March 31, 1990 the Japanese
expect to export 2,050,000 vehicles to the U.S.

Ambassador Murata specifically asked that I pass on this
information to you and not mention it to others until the
announcement this evening.



