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Office of the Director 

Honorable James A. Baker, III 
Chief of Staff 
The White House 
Washington, D.C. 

Dear Jim: 

U.S. Department of Justice 

Federal Bureau of Investigation 

Washington, D.C. 20535 

May 24, 1984 

How very good of you to take time so promptly 
to write to me from Alaska when you heard the news of 
Drue's passing. Knowing that you had traveled this path 
before makes your thoughtfulness all the more meaningful 
to me. 

Drue thought so much of both you and Susan. 
Susan, in her own thoughtfulness, had taken time to write 
Drue a cheerful letter and to send her a copy of one of 
the Marshal books. Unfortunately, it did not arrive irr 
time but you can tell her that I will be the one to read 
and benefit from her. 

With warmest regards, 

Sincerely, 

FBl/DOJ 



MEMORANDUM FOR 

FROM: 
.I 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

April 10, 1984 

JAMES A. BAKER I~ /,_,, 

CRAIG L. FULLERLJ'" 

Department of Education finding on 
Operation PUSH-EXCEL Grant 

The Department of Education began the investigation of 
Operation PUSH-EXCEL in 1982 as part of a routine 
audit. This procedure is followed for all grantees and 
contractors. It was conducted by the Department 
Inspector General. In addition, the Departments of 
Health and Human Services, Commerce and Labor began 
audits at about the same time. To streamline matters, 
the Education IG conducted the audit. 

The initial finding by the Department of Education 
noted that $1.4 million was mis-spent. PUSH was given 
an opportunity to rebut this and they did. The final 
determination by the IG is that PUSH cannot substanti­
ate $754,000. While the final totals are not yet in 
for the other departments, it is believed Labor will be 
due $434, 000, Commerce $100, 000 and an undetermined 
amount to HHS. 

This investigation was conducted exclusively by the 
Education Inspector General. The next step for PUSH is 
a review before the Education Appeal Board, then the 
Secretary and, failing that, the Courts. 
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TO: 

FROM: 

THE WHITE HOUSE 

, WASHINGTON 

L/ /? 1~ 
~ 

CRAI<vu. FULLER 

~I 
0 Comment 

0 Action 



DAYTON HUDSON CORPORATION 

777 Nicollet Mall 
Minneapolis. Minnesota 55402 
612/370-6948 

April 2, 1984 

William P. Arnold 
Chairman and CEO 
Associated Dry Goods Corporation 
417 Fifth Avenue 
New York, NY 10016 

Dear Bill: 

Loyn HACKLER 

AMEIHCAN RETAIL 

FEDERATION 

PRESIDENT 

1616 H STREET N 
WASHINGTON D c' . W. 

' .. 20005 
(zoz) ?83-7971 

On March 27, Henry Johnson and I, along with Phil Knox from Sears met with James 
Baker (Counselor to the President and The White House Chief of Staff) and Craig 
Fuller (Secretary of the Cabinet) to discuss trade issues and the work of our 
Special Trade Committee. 

The meeting was prompted by reports that the textile and apparel industry had 
lobbied The White House to increase the number of calls on imports and to in1-

tiate a licensing system which would move the United States closer toward global 
quotas. 

Our meeting was designed to convey to Messrs. Baker and Fuller, and through them 
to the Pesident, the concern which retailers have over the process and protec­
tionist nature of decision-making regarding textiles and apparel. 

We informed them of retailing's strong commitment to affect trade policy. They 
were receptive to the idea that retailers should play a bigger role in trade 
policy decisions and encouraged increased communications between The White 
House and retailers. We specifically asked them to open up the process for 
evaluating requests for trade action. We urged them to avoid global quotas and 
to resist efforts to institute a licensing system. In short, we asked them to 
be more professional in the way they conduct their trade policy decision-making 
and administration. 

This meeting marks the beginning of what we hope will be a series of meetings 
with the Administration on trade policy as our Special Trade Committee becomes 
active. 

Sincerely, 

William A. Andres 
Chairman of the Board 

WAA: bm 
cc: Steering Committee Members 



THE WHITE HOUSE 

WASH I NGTON 

April 5, 1984 

Dear George: 

I have reconsidered your request for military support during the 
NATO ministerial meeting, May 29-31, and have directed the White 
House Military Office to provide helicopter transportation. 
However, I feel it is the State Department's responsibility to 
provide the necessary ground transportation. Defense would be 
equally hard put to provide the cars and drivers. 

I agree with you that it is important to the Administration that 
we host a successful ministerial meeting of the Alliance. 

With warm regards. 

The Honorable George P. Shultz 
Secretary of State 
Washington, DC 

Sincerely yours, 

A. Baker, III 
ief of Staff and 

Assistant to the President 
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rP'if" I enjoyed our telephone conversation last week. 
-~'f(:t~ re ested, I mailed several flyers on prior in-depth 
'7,).. s ries programs on energy and environmental topics. 

As you 
filmstrip 
In this 

0
.,J" etter, I wish to describe the specific program that 
~ discussed first on the telephone with Jim Baker last 

I 
week and 

then with you • 

.,cY We would like to propose a four part series in sound 
~ilmstrips entitled "Avoiding A Nuclear War" to be mailed 

a"h.,free to 15,000 of the nation's junior and senior high schools 
~,~:~reaching approximately fifteen million students and about 

] 5"...., 700,000 teachers. 
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~ . .,,., 
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The series will be an in-depth study of the various 
strategies for avoiding a nuclear war. It will study the 
history of disarmament--the treaties that have been negotiated 
between the US and USSR. It will cover the START talks. We 
will examine potential conflict situations--where and how a 
nuclear war can erupt. Freeze and deterrent thinking will be 
fully explained by the best resource persons available. 

We would like to complete and mail this series during 
the next four to five weeks in order that schools have it by 
late April. 

The cost of this series is $600,000, which amounts to 
$40.00 per school. The cost includes a sampling evaluation 
of pre and post tests given to the students at the schools 
measuring the students' comprehension of the program. 

A second set of four filmstrips on the topic would be 
produced and mailed in September for use in October. This 
series would examine attempts at negotiations and developments 
with President Reagan and the new Russian leader, Chernenko. 



Mr. Craig Fuller -2- March 14, 1984 

A detailed explanation of Reagan administration nuclear 
thinking will be presented along with the Democratic presi­
dential contender's nuclear weapons' policy. Comparative 
military strengths of the US and USSR will be compared. The 
cost structure would be the same as the first set of four 
filmstrips. 

A one hour 16mm film would also be developed based on 
the same subject matter for use in the Spring with adult 
education in churches, synagogues, and colleges. The cost to 
produce the film is $400,000. Another film would be released 
in the Fall along the same content lines of the second set of 
filmstrips. 

I also mentioned to you that we started a 16mm film on 
the American Gathering of Jewish Holocaust Survivors Gathering 
in Washington last Spring. We have footage of the President 
and the Vice President addressing the convention along with 
all other events of the conference. The cost to complete the 
production of this film is $250,000. This film would be 
shown to churches, synagogues, schools, and colleges. This 
Holocaust film could be released in late April for Holocaust 
Remembrance Days April 29 and again used in the Fall after 
the Jewish High Holidays, October 6. 

The "Avoiding A Nuclear War" filmstrip and film program 
would serve a public need to help students and adults 
understand the very complex arms control and deterrents 
debate. The high school program ties in with the President's 
emphasis on quality high schools as it provides a quality 
curriculum on a vital topic. It also ties in with the 
President's concern with student drunken driving, drug abuse, 
classroom violence, etc. inasmuch as 30- and 60-second 
messages on these various topics can be inserted in these 
15-minute filmstrips similar to commercials in TV programs. 
These messages could also help provide the funding for the 
programs as budgets may be available for these topics. The 
net series cost of each 30-second message is $25,000--there 
are six messages in each filmstrip. As we briefly discussed, 
the funds could possibly come from the Department of 
Education or other department's educational budgets. Funds 
may also come from private sources--corporate sponsors or 
philanthropists. 

I hope you will be able to implement this program. 

cc: James A. Baker / 

Alan Freeman 
President 

ours, 



/ 
THE SECRETARY OF COMMERCE 
Washington, D.C. 20230 

Ma.n:h 13, 1984 

MEMORANDUM FOR: James A. Baker III 

SUBJECT: 

Chief of Staff and 
Assistant to the President 

Robert HcFarlane 
Assistant to the President 

for National Security 

Export Administration Act Enforcement 

On Saturday afternoon, we learned of a technology diversion case 
that demonstrates the importance of maintaining enforcement 
responsibilities for the EAA within the Department of Commerce 
because of the critical link between licensing and enforcement. 
That link cannot be maintained simply by communication and 
coordination between two separate departments. Equally important, 
the case demonstrates the urgent need to direct Customs to cooperate 
fully with Commerce in the implementation of last January's 
Hemorandum of Understanding. 

'l'he attached chronology reveals not only that the current absence of 
cooperation on Customs' part seriously jeopardizes our security 
interests, but also that complete cooperation can provide the United 
States with an effective enforcement program. 

The Administration's primary objective must be preventive 
enforcement; while successful criminal prosecution or administrative 
remedies are useful deterrents, no prison term, fine or loss of 
export privileges can replace critical technology lost through 
illegal transfer. Thus, Customs' continuing failure to provide 
Commerce with the names of suspect firms or individuals, preventing 
Commerce from screening more comprehensively pending export license 
applications, must be corrected as a matter of urgency. 

I plan to discuss this with Don Regan immediately. 

Secretary of Commerce 
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Mr. George C. Corcoran, Jr. 
Assistant Commissioner 
Off ice of Enforcement 
U.S. Customs Service 
1301 Constitution Avenue, N.W. 
Washington, DC 20229 

Dear George: 

UNITED STATJ 'JEPAATMENT OF COMMERCE 
International Tr~de Administration 
Washington. 0 .C. 20230 

Although Customs and Commerce are working on a Memorandum of Understanding 
to resolve several issues related to the coordination of Commerce's 
Off ice of Export Enforcement (OEE) and Customs enforcement of the Export 
Administration Act, one particular matter deserves our mutuaJ, special 
and immediate attention. 

Neither OEE nor Customs is keeping the other adequately informed of 
their investigative activities. The result is that we occasionally 
trip over one another with embarrasing consequences. For example, 
recently, an OEE agent in Los Angeles obtained a search warrant. When 
he sought assistance in serving the warrant from Customs, he found that 
a Customs agent had already openly approached the target firm in answer 
to a lead. 

A related problem is the need for Customs to keep Commerce advised of 
current investigations so that the Office of Export Administration (OEA) 
will be able to make appropriate licensing decisions. If we do not know 
of your interest in a target, we have no basis to deny an otherwise 
legitimate license application. A lengthy investigation can come to 
naught by an inopportune license determination. If you are to avoid this, 
OEA must be informed of your interest in a particular subject. 

I urge you to provide us immediately with a list of all of the subjects 
of your open Export Administration Act cases. We, of course, will similarly 
provide you with a list of our cases. That way, we may determine if there 
are any targets whom we are both working and do not know it, and OEA may 
give due attention to any license applications now pending or which it 
may receive from suspected violators. Obviously, if we find such a 
situation, we would coordinate our efforts with you so that the left 
hand would know what the right hand is doi~g. 



~ -, _ . ( 

Although we both know there are several proposals in the Congress to 
change export enforcement jurisdiction, the present situation is that 
both Commerce and Customs are conducting investigations of violations 
of the Act. As long as this fact remains, I sincerely believe (as you 
do) that it is to our nation's interest to coordinate our efforts. 

George, notwithstanding the forces that are at work to feed upon the 
sparks of interagency struggle between Commerce and Customs, permit me 
to say again that I believe the two agencies can and indeed need to work 
together as equal partners and be mutually supportive. The efficacy of 
our nation's strategic export control efforts depend on that kind of 
cooperation and mutual respect between our two agencies~ 

I await your early and hopefully, favorable response to this letter. 

Sincerely, 

Theodore W. Wu 
Deputy Assistant Secretary for 

Export Enforcement 

P.S. Welcome back to Washington. I trust that your visit to the West 
Coast was productive and enjoyable. 

-2-
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THE WHITE HOUSE 

WASHINGTON 

February 28, 1984 

MEMORANDUM FOR JAMES BAKER 

FROM; 

ROBERT McFARLAN~ ~ 

CRAIG L. FULLEW 

SUBJECT: Update for the Cabinet on Irag and Iran 

I have spoken with Don Hodel who indicates that the coordination 
yesterday worked well on the Iran and Iraq situation. 

Don will be prepared to make brief comments. I suggest that 
Bud might make some brief comments on the situation in Iran and 
Iraq. (At this point, State is not planning to send anyone to 
the meeting) . 

Following their brief comments, the President will urge the 
continued close coordination that existed yesterday on this 
matter. Draft talking points are attached. 

If you have any comments or concerns let me know. 

[Note: I have not advised State that this may be discussed.] 



TALKING POINTS ON IRAN AND IRAQ 

--Before taking up the items on the agenda, I'd like to ask 
George Shultz [or Bud McFarlane] and Don Hodel to discuss 
briefly the Iran and Iraq situation and the implications 
for a disruption of energy supplies. 

After their comments: 

--I want to stress the importance of careful coordination on 
this matter. Misstatements can quickly make things worse. 

--The coordination that occurred yesterday should serve as a 
model. 

--State should take the lead in assessing and commenting on the 
situation in Iran and Iraq. 

--Energy should have the lead in coordinating any comments on the 
implications an energy disruption would have here in the U.S. 

--Any other comments? 

--Return to the agenda and call on Ed Meese for the Cabinet 
Council on Management and Administration presentation. 
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FEDERAL RESERVE -press release 

For Use at 4:30 p.m. February 3, 1984 

The Federal Reserve Board and the Federal Open Market 

Committee today released the attached record of policy actions 

taken by the Federal Open Market Committee at its meeting on 

December 19-20, 1983. 

Such records for each meeting of the Co~mittee are made 

available a few days after the next regularly scheduled meeting 

and are published in the Federal Reserve Bulletin and the Board's 

Annual Report. The summary descriptions of economic and financial 

conditions they contain are based solely on the information that 

was available to the Committee at the time of the meeting. 

Attachment 

See p a ge l ~ 
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in July the Committee reconsidered the growth ranges 
for monetary and credit aggregates established earlier 
for 1983 in furtherance of these objectives and set 
tentative ranges for 1984. The Committee recognized 
that the relationships between such ranges and ultimate 
economic goals have become less predictable; that the 
impact of new deposit accounts on growth of monetary 
aggregates cannot be determined with a high degree 
of confidence; and that the availability of interest 
on large portions of transaction accounts may be 
reflected in some changes in the historical trends 
in velocity. 

Against this background, the Committee at its 
July meeting reaffirmed the following growth ranges 
for the broader aggregates: for the period from 
February-March of 1983 to the fourth quarter of 1983, 
7 to 10 percent at an annual rate for M2; and for 
the period from the fourth quarter of 1982 to the 
fourth quarter of 1983, 6-1/2 to 9-1/2 percent for 
M3. The Committee also agreed on tentative growth 
ranges for the period from the fourth quarter of 
1983 to the fourth quarter of 1984 of 6-1/2 to 9-1/2 
percent for M2 and 6 to 9 percent for M3. The 
Committee considered that growth of Ml in a range 
of 5 to 9 percent from the second quarter of 1983 
to the fourth quarter of 1983, and in a range of 
4 to 8 percent from the fourth quarter of 1983 to 
the fourth quarter of 1984, would be consistent with 
the ranges for the broader aggregates. The associated 
range for total domestic nonfinancial debt was reaffirmed 
at 8-1/2 to 11-1/2 percent for 1983 and tentatively set 
at 8 to 11 percent for 1984. 

In implementing monetary policy, the Committee agreed 
that substantial weight would continue to be placed on the 
behavior of the broader monetary aggregates. The behavior 
of Ml and total domestic nonfinancial debt will be monitored, 
with the degree of weight placed on Ml over time dependent 
on evidence that velocity characteristics are resu.~ing 
more predictable patterns. The Committee understood that 
policy implementation would involve continuing appraisal 
of the relationships between the various measures of money 
and credit and nominal GNP, including evaluation of con­
ditions in domestic credit and foreign exchange markets. 

The Committee seeks in the short run to maintain at 
least the existing degree of reserve restraint. The 
action is expected to be associated with growth of M2 
and M3 at annual rates of around 8 percent from November 
to March. The Committee anticipates that Ml growth at 
an annual rate of around 6 percent from November to March 

CTPfl 
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will be consistent with its objectives for the broader 
aggregates, and that expansion in total domestic non­
financial debt would continue at around its recent pace. 
Depending on evidence about the continuing strength of 
economic recovery and other factors bearing on the 
business and inflation outlook, somewhat greater restraint 
would be acceptable should the aggregates expand more 
rapidly. The Chairman may call for Committee consulta­
tion if it appears to the Manager for Domestic Operations 
that pursuit of the monetary objectives and related 
reserve paths during the period before the next meeting 
is likely to be associated with a federal funds rate 
persistently outside a rarige. of 6 to 10 percent. 

Votes for this action: Messrs. Volcker, J 
Solomon, Gramley, Guffey, Keehn, Morris, Partee, 
Rice, Roberts, Mrs. Teeters and Mr. Wallich. 
Vote against this action: Mr. Martin. _ 

Mr. Martin dissented from this action because of his concern that 

any tightening of reserve conditions and the associated increase in interest 

rates would present a threat to the sustainability of the economic expansion: 

needed business investment would be more expensive, international debt 

servicing more burdensome, and interest-sensitive housing more vulnerable. 

2. Authorization for Domestic Open Market Operations 

At its previous meeting the Committee had voted to increase 

from $4 billion to $5 billion the limit on changes between Committee 

meetings in System Account holdings of U.S. government and federal agency 

securities specified in paragraph l(a) of the authorization for domestic 

open market operations, for the intermeeting period ending with the close 

of business on December 20, 1983. At this meeting the Committee voted to 

retain the $5 billion limit for the upcoming intermeeting interval be-

ginning on December 21, 1983. 

Votes for this action : Messrs. Volcker, 
Solomon, Gramley, Guffey, Keehn, Martin, Morris, 
Partee, Rice, Roberts, Mrs. Teeters, and Mr. 
Wallich. Votes against this action: None. 
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This action was taken on the recommendation of the Manager 

for Domestic Operations. The Manager had advised that substantial net 

sales of securities were likely to be required during the weeks ahead 

in order to absorb reserves that had been provided recently to meet 

seasonal needs for currency in circulation • 
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~!sf d Governor POnPeiS'tlie 
Nancy Teeters 
has not always 
agreed with Fed 
_policy,. but she 
~till praises its 
inflat~on fight. 

I /-1 

By JONk THAN FUERBRINGER 
f 

/ WASHINGTON 

THE Board of Go\lemors of the 
Faral ~eserve ts losing one of 
tu more frequant dissenters -

Nancy llays 'Teeters. The SJ.year-old 
,conomist, who has spent more than 
25 years in Washington working for 
such agencies as the Office of Man- · 
agement and Budget and the Council 

! of Economic Ad\lisers, was the first 

I 
women to serve as a Fed governor. 

Mrs. Teeters was appointed by 
President Jimmy Carter in 1918, 
when she was chief economist for the 
House Budget Committee, and was 
seen as one of the more liberal mem­
bers of the Fed. In her more than fi\le 
years on the board, she often dis­
agreed with monetary policy deci­
sions, particularly when she thought 
the Fed was pushing interest rates too 
high. 

Howe\ler, despite her dissents, she 
generally went along with the central 
bank's tight monetary policy of the 
early 1980's, ha\ling decided that the 
I.SS stringent Fed policies of the 
l910's had not been successful in curb-
ing inflation. · 

Her term as a go\lernor ended Cast 
month, and Mrs. Teeters plans to 
leave as ~oon as her replacement is 
appointed by President Reagan and 
confirmed by the Senate. In an tnter­
\lfew last week, she refl~ted on her 
years at the Fed. Excerpts follow. 

Q. How would you delerlbe younelf 
u a Federal Reeerve Board aowr­
nor? 

A. I wu pro~bly more concerned 
than the other governors .about the 
impact of very biah interest rates in 
1980 and 1981, and the poeaiblltty of 
causin& a areat deal .ot cSamaae to 
both the domestic econc>my and then 
later on to the international economy. 
If you look at my voting record, it wu 
usually when the rates started aettin& 
very hish that I would diaent on 
policy decisions. I don't really have 
any buic diaagreement with the 

Nancy Teeters, whose Fed tenn ~ded in Jana~. t°' ·~ ! 

. i ; 

thrust of the poficy. It'• just that I 
think we could have accomplished the 
•me thin& without the ratea 101.n& 
over 15 or 18 percent. 
· It may have taken a little bit long· 
er, but I think that you would have 
aotten esaentially the 1ame result 
without the extraordinary h1th rates. 

Q. Do )'OU tblnk; tboqb, tU.i tbt 
Fed~• antMnftatlon policy bu 
worbd? 

A. Yea. And I think it WU almoat 
inevitable, atven the very lharp price 
increa1e1 that had occurred both in 
the mid-70'1 and qain in the late 70111 

that a major adJuatment wu nec:ea­
aary ln order to force lnftation out of 

I
: not only the United ·Stat• economy 
, but the world economy u well. 

_ Q. Do JOU tblnk lt'1 better that It 
UPPIDld even If tbt adj111tmeat wu 
Hvtrtf 

A. It'• better that it happened. You 
alwaya have a hope that you'll be able 
to break the back of an inftation with· 
out cauain& a receuion. AJ you look 

·back, it'• very depreuin& to conclude 
that we've never been able ·to do it 
1ince World War II. Moreover, we 

. really bad to atop the lntlationary 
apiral in the decade ot the 7011 or we · 
would have bad more alvere conae­
quence1 later on. I thWc it wia the 
zilht policy. My reservatlona were al· 
waya on the dqree. 

Q. Do )'OU tb1nk" that tbt projected 
budpt dlftctta threaten to undo the 
F1cl'1 acaomfllabm111ta on latlatlon? 

A. Tbey certainly are a major 
threat. Tbe 1tructural deficit [the 
deficit that remalna after the econ­
omy hu achieved tull iJ'OWth at low 
inftatlon rat11] ii aoin& up. And we're 
going to end up with stnicturaJ defi­
cits that we ha~'t seen since World 
warn. 

Q. What does tbat mean? 
A. It means a lot of preuure on the 

credit markets• wldeh at preeent I 
don't think has.sho-Nn up. Well, it has 
shown up because I think the whole 
level of interest rates ii higher than it 
ever was in a recovery. But it hasn't 
reached any sort of unmanqeable 
proportion because the rillna corpo. 
rate profits have provided a very sub­
stantial cash flow for the eorpoi'attons 
to meet their investment reqwre­
ments. One of the sources of ftnancin1 
that I certainly didn't anticipate 
being available to us is this very larae 
flow of international capital to the 
Unite:<f States. And for the richest na­
tion in the world to be a major fm. 
porter of capital does not strikt me u 
acceptable. · 

Q. II then reuoa to beUew, u 
aome people •lllPlt. that tilt dollar 
will tura around IOOll and that dda 
capft41 now may dl1appear? I _ \ 

· \,lo"~ J 



·_(lol"~) 
A. We've been expecttna tbe value 

of the dollar. to drop for 18 monthl. 
The deepentni current account defl· 
cit would indteate that there lbould be . 
10me downward preaure on tbe dol· .' 
lar, and there lbould have bem IO'me · 
downward preuure on the dollar for 

·. qµtte 101D1 time now, except. it bun't 
developed. ' 
, ' ,, I 

(~~·==-:.:=== 
\,die.Fed. till Admlnlltratloa udllltlt 
private forecuten = tbll ,.ar 
wltll a SlM billion elt proJICllCI 
for lllC and ap1n for l•t : . 

A. I think our current interelt rttel . 
are hllh and we're aetttna a aub&an­
tlal recovery even wltll fairly i1lh 
levela of intereet ratee. 

Q. Does that mean that dtftc!I• an 
not tbat badt ' . 

A. No, I think it'• a matter IJf tha 
deflcltl catchlna up with UI atilOme 
point. Very hllh deflcttl, wblch were 
heavily cyclical up unw; aay, tbl1 
year, were not a major probllm be­
cauae you didn't have very IDICh. prt. 
vate demand for credit. But ~tn you 
pt ' rapidly recovertna ecoiOmy on 
a arowtna deficit bue, you'rt aotna 
to have more demand for credit than 
la dom..uc.lly available. And u tbl 
foretan capital backl out, then tile 
preuure on the dom•tic matkltl -
by that I mean incl\ldlna the interelt 
rat11-t1 aotna to be even monpr. 

I'm much more concemed about 
· 1985. I aat down to do my economic 
forecut and WU lurprlled that, ind• 
pendtnt!f • I had the 1aine vtew u the 
Fed 1taf1 of what a drq our nit•· 
portl are aotna to be. Net exporta are 
a vulnerable aector in 'the economy, 
and areatly depreued exportl la 
aomethln& we have never had any a· 
perlence with. It'• quite poulblt that 
we'll have aome aort of very unpleu­
ant 1urprlle. 

Q. So .. tbe Pr.lcleat:l51' . " . 
... bllUell nduCdcm -~-' JUI'? And Wbat .....,.. . WliHlrli 
for furtber major cuta -~ ~ 
antlll ... aftertbe.a.ctltilt . , ' 

: A. My oplnioO ii we lhoililctbe CiOiDa . 
more aooner. We lbould never have 
gotten into a position. of .alliah ~ 111- , 
tng structural deftC:it"'and ~lid · tbe 
quicker we correct thdl"tbe 1*f*.ott · 
we will be. rf' ~ t ,. ; 1 - . , . 

Q. CU JOU put a llnpr on .• taat . 
tnat11tee bdot . . ' 

A. Gettina the deftclti dDwnito '80 · 
bUlion by 1888 ~ flt '1111 - of 
.thumb • . 
·.· Given tbe proJeCtAia· ·ditet~. 
~t do tblnk tbe --- "IOolal iii't JOU -.p . lfterwo!:'~ that~~:; 

to have ii a oonttmled 
market, andt a 'Mnl!lmMd 

O::f,=~-~-
Q. Anolber . ' 
A. You have• anotbet~l'ecel-

lion, or you J _may aet.down ii> very . 
low rat11of ~.Now, th~cal· 
ly, you face th9 idea tbit yuU> cOuld · 
come down ..io low but ~llUlup&ble 

1 
VOLCK.ER'S VAGUE PROMISP 

' ., 
"'\ . '' WASHINGTON j bringing preuur1 on th• Federal 

Some of the peopl1°who monl- 1 R1Hrv1 to relax ltl polloy? 
tor th1 aotlona Of ,th1 F1Cltral R.. Y1 1 don't know what context; 
Hrv• moet oloeefy IUIPIOt that / you're thinking of 1xaotly. We 
lta chairman, Paul A. -Volek~ .,_ h1v1 oloee oontaot with Admll)(a- · 
would aoqul1101 under Whit&. . -~ tratlon offltllala and we d~11 
HouH ~nure to aid Pretlden~ ftacll l»Qlloy an~. In many IHI 

: R11g1n.• re-eltotlon. 8.tnator. we dlacu11 monetary pol y. I 
; Wllllam Proxmire, Dtmborat Ci . don't lnt1rpr1tth1t u pre11ur1 1 

Wlaoon1ln and ranking mlnorti'V · ' don't a11um1 you would lnt1rpr1t 
m1mblr of tht 81nat1 Banking thoH continuing dlaou11lon1 11 
Commlttff, tried to 1xamln1 tfit prtll!Jrt. 
que1tto11 w1tt1 Mr. Voloktr 1ut ' · -P1 What I'm talking about [I• 
week d,url~ tHtlmony. Th• fol.. . what-th1y}are aaylng to you Prl· 
:u~~~~· a uanacrlpt of thelr.dl1-1 vately or In publlo 1tat1m1nta ... 
.,. .• ~1 "h 1... V" I k -- Ya For polltloal purl)C)Na? 
r - .. NI v a rman o o tr, • F 111 1 • 

acme have argued that the l'td- . rl or po t 01 purpou1. It • 
eral ReHrve hu hlttorloally tried 1984· 
to h•IP th1 lnoumblnt lnJh1 Whlta YI I und1ret1nd. I wlll not m1k1 

- HouH In a Pr11ld1ntlal 1leotlon 1 oonimltm1nl. that 1v1rvtlme I 
year by 1ulng monetary: polloy. have 1 oonveraatton with aom1-
Th1re wu on1 oon1plouou1 IX• body In th1 Admlnlatratlon that I 
oeptlon to that. make a report on what tht nature 

, · In October of 187.a', tf11 new c of thoH oonv1r11tloln1 w1r1 bt­
ch1lrm1n of the l'ed•ral R•Hrvt ...... cauH we have a continuing di•· 
Board [adopted] 1 polloy of alow· cuulon1 ol'I varlou1 11peot1 of 
Ing down th1 gr11t11t lnor1aH In • • · 
the 1upply of money, and I don't P1 I mean pre11urt when you 
think Paul Volcktr could 1rgu1 HI It. 
that Paul Voloktr did anything Y1 That'• why I make a dlatlnc· 
helpful to Jimmy Carter In 18SO. tlon bltwttn a kind of continuing 

Do you h1v1 any und1rat1ndlng dlacu11lon which I think 11 normal 
with the Admlnl1tratlon 1xpllclt or and 1omethlng on1 would Inter· 
tacit that will Involve aooommoda· prtt 11 part of the electlon cam· 
tlv• pollcl11 In 1884? palgn. I think aom1tlm11 I can tell 

YolokenNo air. . thl difference. [Laughter] 
P1 Do you agree to report to thl1 P1 Will how about letting u1 In 

oommlttH and to the HouH - ·on-tt. w111·you do that? - ·· 
Banking CommlttH any In· V1 If I can HI thl dlatlnctlon. 
1tanc11 of th1 Admlnlatratlon [Laughter] 

ratel of~ ln the future. l!lltOrl· 
cally, lt'1 ~happened that hy. It 
tither aoea up or it aoea down. ~ . 

Q. la h ~to ............. 
oatbl ~~nV . . , 
-A. L it'1 been imPorf'ant to 

have a woman cm the board but not 
partf~lY .for 1~.,~. · - ~ 
think it11 "11lportant u a · 
tbroqh o(911uallty Of·&CClll Jobi. 
We ~·t pt a lot of .~ luum 
around bttt' really, But tbe. ~~that 
womtn . ant ... quallflld . u mm· to 
11rve ln 1~te4. Jobl._ tt ,lleDlil to 
mi,lltm~~t , ,·;._ ;; . . :.{; r _ 

Q« Do ·r: tbbik '"' - •~p111or lbciu10• womliit . ' . . ' . 
. A."~lbouldbla'~ 

wbo'1 very wt11 quallfttd for tbe job. I 
hope that tu.ml out to be a woman. 

Q, It 11t1111 dial tbl.Pld II lilllD-
111111 to PIJ IDOl'l ..... to ...... 
olfto powtll ID tbe IDOlllJ llPP11• II 

~.~:DMldna~=· I 
tblnk:lhe blb&Vli- of.tbl II 

. DlOfP, ,1D)portant - ., ID)' IDfU\ll"to 
mint or particular component of It. 
!Jalcally, what monetary and ftlca1 
policy are aimed at ii matntafnlnl an 
aoceptable real rate of ll'OWlh '#liich 

. ~ u low an inflation rate¥ we . 
. e our labor forol and procaacea 

ltandard of llvinl ~ O\ltplO-

: . The monatary agreptll albYI 
' have to be an intermediate tarpt be­
~\111 we caQ't atva lnltnactloDI to thl 

, tradtna delk It tbl. Ntw York Pld to 
: acbleve a Cll'ta1n ll'OI* natloaal prod­

uct'l!l the ·licond quarter of 1884. So 
you have to apreu thole lnltnlctlons 
in a number of waya, and ln the put, 
we've Uled different waya of dotna it. 
In the 1880'1 we tocuaed on cnide re­
Hl'Y91, ln the 1970'• we foculed on 
Federal tundl. From 1979 to 1982; we 
tocuaed on the agreptel. All of 
them are imperfect. If I bad my 
dnrthera, I would have aome aort of 
amaJaam of all of theae becauae I 
tblnk they are all tmportant. And to 
Judp whether you have the rlabt 
policy or ftOt you have to aee what the 
effect of It ii. 

. I think fluctuattna intereet ratea 
._,,~.- .ISJ(lclated with 1trlct mone-
: . dl4 cauae a lot of damqe. And t I d be reluctant to ao bact to 
'.. . I \wuld be equally reluctarit to 
80 bact to plnpointtna the Federal 

tund8 rate. ( l ~I'\+) 



(c.c.~+) 
So, I aueu the one thin& that I have 

learned ii that there are no aim.pie 
rules for nmning monewy policy, 
much as the outside world would lite 
to think. There have been IO many 
times the board bu clone tbil or that 
and eometbfna completely diffenlnt 

' bappened. 
~you doh't bavo nalea, then you 

F bilve to rely on' the jud&inent of the · 
: ~e 1'bo make tbe·pollcy. That 

~ d0e8,n't bother m~ .as )q u policy 
maken have to Uplaln their decl· 

· -1~te ~onal Inquiries. Bnt I 
.'have DO! yet .spotted a rule that II a re­
. placement for Juc:tament .. 

Q. ltapPMtUb&t. Feel pollCJ llDct 
December bu bMll aimed at bolcllq 
die llne ._, tbat tbe ma.a WOl'l')' of 

•die Fedlnl Clp9ID MarbC Committee 
II that tbe econtm1J mlibt beilD to 
pow too fut. How do JOU feel about 

..... t .. •:.,'i ·,. ; . ,;; 
.· . A • . W~ bad two .baek~~back quar. 
ten of very n.ptd ~. If that .. 
continued, tbeil I wOlild have bepn to 
worry.: But I twly upected that the 
~te ot powth ~d drop off to some.. 
tbina that 'WU mUCh more IUltafn. 
abJe,Uke4percmt. ,.. ~ 

Now I thlDk ..,._,, SoiDI to be dfttt· 
cuit to interpret · Over tbe coune pf 
1884' II whether tbil · II happealna. 
Very 'rarely do you &et a very nl~ 
fMllll 4 percent rate of pvwth. ! 

Wheit you loot back to the 11m •· 
perlence, at tbe ttme in tbe recovery 
Qf ).9'111 and intQ l~. ~current~­

'beta in the G.N.P. MMawed by qu.ar. 
ten. You'd ban a JOOd quarter, tb8n 
you'd have a bad quarter. But~ 
thel .. , it l88IDI to me that we're 
IDbre Ubly ~ ba'Y9 a cioDtlnuatlon 4f . 
econom1c data 'that ta bard to inter-

. Pre_t. ..· . . ' . . . 
' Q.'SOwbenlltblFeclant 
' ': A. EVety lndivldUal member bal ' 

I different position, ID4 my politlop 
rflht now 11towaitan4111 what• 

·pens. What rwould ua to 11111 tor 
·the rate of rea1-irowth to come~ · 

! ·,to,IOm~ ~;~.-.J.~ •. 5 percent 
.. ranp. . l ,: • ~ 

·y Q. 110W cirDclal a 'p.au1 volobr i0 
. ' tbe:Pollc:r of dli lut ............ 

'·'T,'Jau1 bal·~ded a: l~ of leader~ 
:. lhip, but it really 11 a colleatal ~ 
. : Ftrlt of 111, the level ot ata1f anal)'lli 

-11 .-Utai, ~ '"'.n all bulcall1 . ·~ orr or a common .,... or 1.n­
amaucm. : .... · : . · 
. At · an Oplq . ~ Committee 
mtiltina, the riiembei-1 of tbl commlt­
tlei. tncl1idlfti' .• naaYotina pNll· 
dtnt1, 1lve their vlewa u to what they 
think qbt,,,to be dane. With a few U• 

. c.ptiom, .. ;'.the cba1rman usually 
apeab lut. And Clll of bll functions 

. II to clevelop ~ ClODHftl\ll - take 
lbtO account all of ~ advice and in-

. ·tontwtton; Ind 'thin to. 4"elop a con-
leDIUI u to what tbe poUay lhould be 
tor the next perl~ oj ~·· H1'1 very 8ood at that . 

Q. Wbat.,. )'CMI .... to cit DOW? 
" ; Look tor. Job. \ 
.Q. Wbat do,.... want to dof 
·j., Wtll, I don't bontltly know. 

Thtrt are a number of poulbillti•. 
I'm an economl1t by traln1nl and I do 
tnjo)' it, 10 I luppoll it'll bt In the 
pneral &rte of IOCIDOmiCI. I 

Q.Mon~f 1 

· A. I doubt It. • 

,, 



EXTREMELY SENSITIVE 

GRACE COMMISSION REPORT BACKGROUND 

Positive Aspects of Report 

o Re-focuses budget emphasis on spending reductions and 
reduced waste 

o Puts the political heat on Congress 

o Provides hundreds of constructive recommendations for 
reducing federal budget costs 

Reasons for Caution on Huge Savings Numbers 

o For the most part the $424 billion does not consist of 
budget numbers which can be translated into reduced outlays 
and deficits over the next three years (FY 1985-87). 

o $141 billion or 33% is attributable to DOD. 

o Many of the proposed procurement., management and 
personnel reforms are being . implemented already, 
but the "savings" are being recycled into other 
defense requirements. 

o Unless the DOD topline approved for FY 1985-89 
is cut further (it is already $60 billion below 
last year's target), any current and prospective 
Grace Commission savings will result in "more 
bang for the buck" but not lower deficit levels. 

o $58 billion or 14% of the 3-year savirgs are attributable 
to sweepirg reforms of military and civilian retirement. 

o But three-year savings of this magnitude do not 
begin until about 2000-2003. 

o If Grace Commission retirement reforms were 
enacted in FY 1985 they would save only $420 
million -- with savings growirg to about$2 
billion per year by 1990. 

o $52 billion is attributable to federal civilian staff 
reductions, reduced bureaucratic layering and inefficiency 
and improved personnel policies. 

o But to actually realize outlay savings of this 
magnitude would require eliminating 426,000 or 
roughly 21 percent of the federal civilian work 
force -- half of which is at DOD. 



o By comparison, three years of Administration 
efforts have resulted in only a 75,000 reduction 
from prior non-DOD levels. DOD is actually~ 
by 83,000 from the 1980 level. 

o If the 426,000 reduction were split 
proportionately between DOD and non-DOD, DOD 
civilian employment would drop to 14% below the 
Carter 1980 level and non-DOD employment would 
have to be reduced nearly 3 times more than we 
have already achieved with great difficulty. 

o $19 billion is attributable to structural reforms of 
Medicare, Social Security, and railroad retirement that 
have been largely enacted into law. The FY 1985 deficit 
estimates al ready largely ref le ct the following savings 
recommendations: 

o Prompt payment of State and local FICA taxes 
($1. 7 billion); 

o prospective reimbursement under Medicare or DRG 
($5.6 billion); 

o tripliOJ Pension Benefit Guarantee Corporation 
premium ($324 million); 

o solvency reform of the railroad retirement 
system ( $ 3 • 6 bi l li on ) ; 

o prospective annual earning test and strengthened 
compliance to reduce Social Security 
overpayments ($4.0 billion -- but Administration 
has rejected proposal to charge interest on 
overpayments); 

o tighten Social Security disability procedures 
and processing ($3.6 billion -- but 
Administration CDI program under serious 
legislative threat). 

o $26 billion is attributable to radical change in the 
Federally owned Bonneville and other public power 
Administrations. 

o Grace proposes both 100%+ increase in customer 
rates and sale of power systems to the private 
sector. 

o Modest adjustments to cost of borrowed Federal 
funds and customer electric rates are feasible 
-- but not wholesale unravelling of 40 years of 
utility history in five different regions of the 
country as required by the Grace 
recommendations. 



o $8 billion is attributable to effective legislative repeal 
of labor protections. 

o These include cargo preference on government 
shipments, Davis-Bacon and the related 
Walsh-Healy and Service Contract Acts. 

o Recommendations contradict current 
Administration policy which has been "no 
legislative .change." 

o $26 billion is attributable to sound free market economics 
based recommendations but would involve radical changes in 
government functions or long-established agency missions. 
Five- to ten- ear hase in eriods would be needed to 
overcome political legislative regional industry opposition 
-- and ultimate savings would likely be smaller than Grace 
Commission "cold turkey" estimates: 

o Privatize Coast Guard search and resuce 
operations and navigation aids maintenance ($1.3 
billion); 

o sell National and Dulles airports ($450 
million); 

o abolish fee-for-service physician reimbursement 
under Medicare and replace with ~ixed 
prospective rates ($3.3 billion); 

o radically re-organize VA health care system 
using means-test, private contract hospitals, 
and internal budget allocation system based on 
Medicare prospective payment ($5.7 billion); 

o full cost recovery user fees for inland 
navigation, deep ports and Coast Guard services 
(savings estimate is $2.9 billion which is 4 
times larger than similar user fees included in 
the FY 1985 Budget which have been rejected 
three times); 

o risk-related pension guarantee premiums ($3.2 
billion -- but would involve radical increase in 
premium for many small businesses and declinil'l] 
industries. No chance of feasibility in pure 
form) • 

o $76 billion is attributable to revenue increases resulting 
from enhanced tax collection and compliance, user charges, 
asset sales, taxing currently tax-exempt Federal agencies 
and debt collection 

o Many sound individual item recommendations but 
dramatically overstate near-term feasibility 
(i.e. before 1988); 



o Numerous Grace recommendations in this category 
al ready in FY 1985 Budget -- but savi OJ s 
estimates are lower by orders of magnitude. 

o $11 billion is attributable to welfare reform (food stamps, 
AFDC, child nutrition) and to reduce waste and abuse 

o To reduce FY 1985-87 deficit these savings would 
come on top of $18 billion in three-year savings 
already implemented into law since 1981 and an 
additional $4.3 billion in new three-year cuts 
proposed in FY 1985 Budget. 

o Full implementation of Grace recommendations in 
addition to above budget savings would result in 
31% cut from Carter levels over three years 
probably beyond the raOJe of feasibility. 



THE WHITE HOUSE 

WASHINGTON 

February 23, 1984 

MEMJRANIXJM 'ID: SECRE:I'ARY REGAN 

FRCM: JAMES A. BAKER, III 

Lew Lehrman brought this in today. Would you 
please look at that am::1 then discuss them with 
rre. 

Than..lcs. 

JAB, III 



UNITED STATES DEPARTMENT OF EDUCATION 
WASHINGTON, D.C. 20202 

SECRETARY OF EDUCATION 



THE SECRETARY 
WASHINGTON, D.C. 20202 

January 16, 1984 

The Honorable James A. Baker, m 
White Beuse Chief of staff 
The White &use 

Dear Jim, 

It has been a great privilege to serve the President during 
the past three years as his Secretary of Education. As you know, 
I came here with the understanding that the President planned to 
abolish the Department of' Education. ~ personal business affairs 
as well as D\Y' professional plans were centered around this concept. 

While I have no regrets that my tenure in office has gone on 
so long, many professional and business interests have been neglected. 
Additionally, I feel that whatever I might be able to contribute to 
this Administration has already been made. Since education has been 
the central focus of' D\Y' entire adult life it has sure4" been a high­
light for me to hold this position and I am most grateful to the 
President. 

It seems to me that we are reaching a propitious time for me 
to concluie Jl\Y' period of service and provide the President an oppor­
t lllli ty to select a new Secretary of Education. 

When it is convenient to you, let's get together to discuss 
a termination. 

The President has D\Y' full loyalty am support, and I want to 
plan D\Y' resignation to meet his wishes at the same time that I try 
to meet JIG" own needs. 

Sincere4", 

r~ 
T. H. Bell 


