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THE WHITE HOUSE

WASHINGTON

April 10, 1984

MEMORANDUM FOR JAMES A, BAKER ITII

FROM: CRAIG L. FULLER<:L£;;

SUBJECT : 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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THE WHITE HOUSE
WASHINGTON
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o <SS
FROM: ;R?L FULLER
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!|§ DAYTON HUDSON CORPORATION \\\

777 Nicollet Mall
Minneapolis, Minnesota 55402 ,
612/370-6948 : /

V Lovp Hackrgy
April 2, 1984

AMERICAN mprypy

1616
FEDERATION H Stregr, N.w,

7,
“ASHINGTON, D.c 20006

William P. Arnold 202 w03-0r
Chairman and CEO

Associated Dry Goods Corporation

417 Fifth Avenue

New York, NY 10016

Dear Bill:

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 ini-
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

WASHINGTON

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.

Sincerely yours,

es A. Baker, III
ief of Staff and
Assistant to the President

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

1'" 521 FIFTH AVENUE e SUITE 1700 ° NE M?S 0{82 5844

Mr. Craig Ful
\?\ The White H
\§3 K Washington
I], * .

I enjoyed our telephone conversation last week. As you
Ugb‘fh regiested, I mailed several flyers on prior in-depth filmstrip

sgries programs on energy and environmental topics. In this
etter, I wish to describe the specific program that I
“discussed first on the telephone with Jim Baker last week and
then with you.

J@: We would like to propose a four part series in sound

ilmstrips entitled "Avoiding A Nuclear War" to be mailed
free to 15,000 of the nation's junior and senior high schools

Qf? \ reaching approximately fifteen million students and about

& 51" 700,000 teachers.

- N The series will be an in-depth study of the various
af:hﬁ' strategies for avoiding a nuclear war. It will study the
s history of disarmament--the treaties that have been negotiated
of/ 'y between the US and USSR. It will cover the START talks. We
yﬂfy will examine potential conflict situations--where and how a
*P nuclear war can erupt. Freeze and deterrent thinking will be
fully explained by the best resource persons available.

VSR
v We would like to complete and mail this series during
Qfe"7 the next four to five weeks in order that schools have it by
‘QQO ‘ late April.
Q )
N 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 Bolocaust 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 sSponsors oOr
philanthropists.

I hope you will be able to implement this program.

Very gruly yours,

- PRy
(if_§4Lfi//<f§}g<\,ﬁ_ﬁ_h“,

Alan Freeman

= President
y

cc: James A. Baker ;7



THE SECRETARY OF COMMERCE
Washington, D.C. 20230

March 13, 1984

MEMORANDUM FOR: James A. Baker IIl
Chief of Staff and
Assistant to the President

Robert IicFarlane
Assistant to the President
for Wational Security

SUBJECT : 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. BEgually important,
the case demonstrates the urgent need to direct Customs to cooperate
fully with Commerce in the implementation of last January's
ilemorandum of Understanding.

The 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 technoloygy lost through
illegal transfer. Thus, Customs' continuing failure to provide
Commerce with the names of suspect firms oxr 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






§ = % | UNITED STATE DEPARTMENT OF COMMERCE

:i el . International Trade Administration

3 & | weshington. D.C. 20230
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Mr. George C. Corcoran, Jr.
Assistant Commissioner

Office of Enforcement

U.S. Customs Service

1301 Constitution Avenue, N.W.
Washington, DC 20229

Dear George:

. Although Customs and Commerce are working on a Memorandum of Understanding
to resolve several issues related to the coordination of Commerce's

Office of Export Enforcement (OEE) and Customs enforcement of the Export
Administration Act, one particular matter deserves our mutual, 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 doing.

el



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 1 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.
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THE WHITE HOUSE

WASHINGTON

February 28, 1984

MEMORANDUM FOR JAMES BAKER
ROBERT McFARLANE

FROM; CRAIG L. FULLE

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 Iraqg situation.

Don will be prepared to make brief comments. I suggest that
Bud might make some brief comments on the situation in Iran and
Irag. (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.



RONALD W. REAGAN LIBRARY

THIS FORM MARKS THE FILE LOCATION OF ITEM NUMBER

WITHDRAWAL SHEET AT THE FRONT OF THIS FOLDER.

3

LISTED ON THE




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 Committee 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 page 14
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12/19-20/83 =13~

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 assoclated
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 resuming
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
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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.
Depeuding 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 range of 6 to 10 percent.
XTI
Votes for this action: Messrs. Volcker,
Solomon, Gramley, Guffey, Keehn, Morris, Partee,
Rice, Roberts, Mrs. Teeters and Mr., Wallich,
Vote against this action: Mr. Martin.

P .

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 Ilnvestment 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 1(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: Nomne.




12/19-20/83 -15-

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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A Fed Governor Ponders the

Past
Nancy Teeters
has not always
agreed with Fed
policy, but she
still praises its
inflation fight.

By JONATHAN FUERBRINGER

’

i WASHINGTON

THE Board of Governors of the

Federal Reserve is losing one of
its more frequent dissenters —
Nancy Hays Teeters. The 53-year-old
gconomist, 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 Advisers, was the first
women to serve as a Fed governor.
Mrs. Teeters was appointed by
- President Jimmy Carter in 1978,
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 five
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.
However, despite her dissents, she
generally went along with the central
bank’s tight monetary policy of the
early 1880’s, having decided that the
less stringent Fed policies of the
1970’s had not been successful in curb-
ing inflation.

Her term as a governor ended last
month, and Mrs. Teeters plans to
leave as soon as her replacement is
appointed by President Reagan and
confirmed by the Senate. In an inter-
view last week, she reflected on her
years at the Fed. Excerpts follow.

Q. How would you describe yourself
as a Federal Reserve Board gover-
nor?

A. 1 was probably more concerned
than the other governors about the
impact of very high intarest rates in
1880 and 188], and the possibility of
causing a great deal of damage to
both the domestic econémy and then
later on to the international economy.
If you look at my voting record, it was
usually when the rates started getting
very high that 1 would dissent on
policy decisions. I don't really have
any basic disagreement with the

.really had to st

Nancy Teeters, whose Fed term ended in Janaory.” ¢

thrust of the policy. It's just that I
think we could have accomplished the
same thing without the rates going
over 15 or 16 percent.
- It may have taken a little bit long-
er, but I think that you would have
gotten essentially the same result
without the extraordinary high rates.
Q. Do you think, though, that the
Fod’s antl-inflation policy has
worked

?

A. Yes. And I think it was almost
inevitable, given the very sharp price
increases that had occurred both in
the mid-70's and again in the late 70's,
that a major adjustment was neces-
sary in order to force inflation out of
not only the United States econémy
but the world economy as well.

Q. Do think it's better that it
even If the adjustment was
severe?

alwiyh have aope that yaur] b8 e
wa ve & t you' able
to brey:k the back of an inflation with-
out causing a recession. As you look
back, it's very depressing to conclude
that we've never been able to do it
since World War II. Moreover, we
the inflationary
spiral in the e of the 70's or we
would have had more severe conse-
quences later on. I think it was the
right policy. My reservations were al-

ways on the degree.

. Do you think that the projected
deficits threaten to undo the

Fod’s accomplishments on inflation?
A, Th_;{. certainly are a major
threat. structural deficit [the
deficit that remains after ths econ.
omy has achieved full growth at low
inflation rates) is going up, And we're

going to end up with structural defi-
g'.}ts tx!}at we haven’t seen since World
ar II.

(Al. IWhat does that mean?

. It means a lot of pressure on the
credit markets, which at present I
don’t think has shown up. Well, it has
shown up because I think the whole
level of interest rates is higher than it
ever was in a recovery. But it hasn’t
reached any sort of unmanageable
proportion because the corpo-
rate profits have provided a very sub-
stantial cash flow for the corporations
to meet their investment require-
ments. One of the sources of
that I certainly didn't anticipefe
being available to us is this very large
flow of international capital to the
United States. And for the richest na-
tion in the world to be & major im-
porter of capital does not strike me as

acceptable. -

Q. Is there reason to believe, as

some people suggest, that the dollar
will turn around soon and that this

capital flow may disappear?
: (C o‘n'\'\



(Cont)

A. We've been expecting the value
of the dollar to drop for 18 months.
The d current account defi-
cit would indicate that there ahould be
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cause you didn't have very mach pri- Rm z,.. 022 m.,,.o',{w"‘.’ .:_ body in the Administration that |
vate demand for credit. But when you ception to that. make a report on what the nature
:et a mpldl&rocovorlng ecobomy on in October of 1978, the new ~ ©fthose conversatioins were be-
ficit base, you're going * ohalrman of the Fedéral Reserve ~ ©8use we have a continuing dis-
to more demand for credit than Board [adopted] a policy of slow- oussions on varlous aspects of

avallable. And as the
!oroign capital backs out, then the

ing down the greatest inorease in

the ougply of money, and | don't “:'"' mean pressure when you

ressure on the domestic markets — think Paul Voloker oould argue ,
that I mean including the interest that Paul Voloker did anything Vi That's why | make a distinc-
rates — i3 going to be even helptul to Jimmy Carter in 1880, tlon between a kind of continuing

discussion which i think is normal

Do you have any understanding
and something one would inter-

stronger.
I'm much re concerned about
o with the Administration explloit or

1068. 1 sat down to do my economic

forecas t, inde- tacit that will involve accommoda-  pret as part of the election cam-
mdmt '??m &. same wﬂ:.w ..I'n:lh. tive policies In 19847 - paign. | think sometimas | oan tell
Fed staff of what a drag our net ex- VYolokeriNo sir. . the difference. [Laughter]

ports are going to be. Net exports are P1 Do you agree to report to this P: Well how about letting us in

~=-on{t. Wil you do that?
Vi if | can see the dlctlnotlon.
[Lgughter]

vulne oeonomy ocommittee and to the e
:nd gr?alt,ll; '::;orrullnedm is Banking Committee any In-
something we have never .ny ex- stances of the Administration
perience with, It's quite possible that '
we'll have some sort of very unpleas.

our labor force and pr

antsurprise. rates of in the future. produces
cally, it's never ha that standard of living for oug peo-
mQ. mson..h mmm.. for thzraouuporitmeddown. . owul,?.‘hnlowanmﬂation rateas we
.year? And what happens \vﬁ& nhvum .
ik whrdl s e S
unti] 1068, after the election? . A l.thlnﬂ it’s been lmm to ve mmntd“mww“
A. My opiniod is we shohld be doing have & woman on the board but not &u&.ﬂmnmmw?mhdw
"more sooner. We should never have particularly for feminist ; .1 ' achieve a certain gross national prod-
gotteninto a position hilhlndﬂl- . think it's lishportant as a : ‘ 11984 So
ing structural defici“and a6 the through of squality of access jobl uct in the sécand quarter o
quickerweeorrecttheinhebtttoroﬂ ' We dqn't a Iot of feminist issues youhave to those instructions
e will be, T © roundbaferelly. Burthe i hat [n8 mumbar of vays, and in th pas,
we've .
Q. Canyoupmammqnmt “wommtn’nﬂ a Mj&.?t:'nmz mmm’:o.:m“m’ on cruds re.
A, m deficit o $50- me.uim mnt. . serves, s we focused on
Geting down (’° . ek < - Federal funds. From 107 to 1962, we
billion by 1989 would fit my. mule of tuntmw focused on the All of
thumb. e m mabo!w them are imperfect. If I h.d my
Given the projected aquu. Mmmornnnduum druthers, I would have som of
do you think the economy: looks Who'lwrywollqwmtortbojob. amnlgamofallofthesebeca use I
would tln. hat hope that cuttobes Mgemvge:hr:rmmhl ttheAnri‘glt:o
I guess that t you're seems hlh' § you have t
whwhamﬂn\m.lfmlh ,m?'“ M“”u thé spe- policy or not you have to see what the
market, and: a continued dﬂcmﬂhhmmm is effect of ft is.
lnt.h‘mteotbpdnegﬂnd I think fluctuating interest rates
: - A. l'mn mm f 1 - associated with strict mone-
? vior of the is &u&mwtofdmub:;nd
have‘another ‘reces- lmpomnt than. any meapure- uctant to go to
sion, or you § ,mygot,downtnv:?' mcgorpuue\nu eomponnt ot it. ‘ I'would be equally reluctant to
low rates of growth. Now, theor - Basically, what mmm:fn g back to pinpointing the Federal
ly, you face the idea that you* could - policy are aimed at is m rate. "_)
come down to low but sustajnable aoceptable real rate of growth ch (on



(_Co od‘)

So, I guess the one thing that I have
learned is that there are no simple
rules for monetary poli

much as the outside world would like
to think. There have been s0o many

happened. '
I When you doh’t have rules, then you
' have to rely on the judgment of the
people who make the- policy. That
doesn’t bother me as long as policy

makers have to explain their deci-

7 Q. How crucial was ¥

_ Q.50 where is the Fed now?

¢ A, Every individual member has

; different position, and my positi
_right now s to wait and see what
pens. What 1 would like to see is for
the rate of real.growth

.0 something in the 3.850 4.5 percent

_ Volcker to
+ the policy of the last four and a halt

J.ﬂ" C -l

“"""A, Paul has provided a lot of leader-
. ship, but it really is a coll group,
_First of all, the [evel of analysié

.|

to come down

for | of time.
good at that. :

Q. What are you going to de now?
A Lookforajob. |

. vg.mdoywmtodw

Well, I don't honestly know.
There are a number of possibilities.
I'm an economist by andIdo
enjoy it, 80 I suppose it'll be in the
general ares of sconomics.

Q. More government? '
- A. I doubtit. ]



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.

0o 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 savings are attributable
to sweeping reforms of military and civilian retirement.

0 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 growing 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.




0 By comparison, three years of Administration
efforts have resulted in only a 75,000 reduction

from prior non-DOD levels. DOD is actually up
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 already largely reflect the following savings
recommendations:

o Prompt payment of State and local FICA taxes
($1.7 billion);

o rospective reimbursement under Medicare or DRG
(§5.6 billion);

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

o solvency reform of the railroad retirement
system ($3.6 billion);

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.

o0 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-year phase in periods 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 fixed
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 declining
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
already in FY 1985 Budget -- but savings
estimates are lower by orders of magnitude.

o S$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.

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 range of feasibility.




THE WHITE HOUSE

WASHINGTON

February 23, 1984

MEMORANDUM TO: SECRETARY REGAN

FROM: JAMES A. BAKER, III

Lew Lehrman brought this in today. Would you
please lock at that amd then discuss them with
ne.

Thanks.

JAB, III



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

SECRETARY OF EDUCATION / -/ ?” g*-
—




THE SECRETARY
WASHINGTON, D.C. 20202
January 16, 1984

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

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. My personal business affairs
as well as my 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 my entire adult life it has surely 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 conclude my period of service and provide the President an oppor-
tunity to select a new Secretary of Education.

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

The President has my full loyalty and support, and I want to
plan my resignation to meet his wishes at the same time that I try
to meet my own needs.

Sincerely,

S

T. Ho Bell



