
DEPARTMENT OF STATE 

Wa;hing1on. D .C. 20520 

May 11, 1983 

Dear Mr. Baker: 

Now that I am at the State Department, I wanted to thank 
you again for calling Secretary Shultz to recommend me. 

I am very pleased with this position and know that my 
service here will bring me deep personal satisfaction. 

I will always deeply appreciate your support for my 
selection. 

Cordially, 

I
; 

l . 
I . .J . . ·-- { . .. . 

Richard D. English 
Deputy Assistant secretary 

for Refugee Admissions 
Bureau for Refugee Programs 

P.S. Technically, I am detail e d from ACTION into this po s ition 
until OPM can award State the requisite non-car eer SES position 
-- but I am on the job. 

The Honorable 
J a raes A. Bak e r III, 

Chief of Staff, 
The Hhi t e Hou s e. 
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Handgun Control, Inc. 
810 18th Street, N.W. ·Washington, D.C. 20006 • (202) 638-4723 

Mr. James A. Baker III 
Chief of Staff and 

Assistant to the President 
The White House 
Washington, D.C. 20500 

Dear Mr. Baker: 

March 7, 1983 

It was a pleasure seeing you in Chicago a few weeks 
ago at the fundraiser for Senator Charles Percy. 

Since then, the bill to ban "cop-killer bullets" 
which I mentioned to you has been introduced in the 
98th Congress by Senator Daniel P. Moynihan and 
Congressman Mario Biaggi. We are actively working 
for passage of this legislation and are hopeful 
that the administration will support it as well. 

Enclosed is some background information about the 
bill. As you suggested, PI am letting James Cicconi 
of your staff know of our interest in this legislation. 
I hope that we will be able to work together for its 
passage. 

With best wishes, 

Sincerely yo~ 

Tu~a~ 
Legislative Director 
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PROCEEDINGS AND DABATES OF THE 98 CONGRESS, FIRST SESSION 

WASHINGTON. THUBSDA Y, JANUARY 27s 1983 No.' . 

SA VE POLICE LIVES-BAN COP- I these bullets. but WOll!d tn no way I tbe Pra&erml Order of Police, the In-
. lfmlt the avallalJOfty of amnanttion temattonal Brotherhood ot Police Of-

. KJT.I. BULLETS med by law-ebfdlng CftfselUt. · ficera, the Intematfonal Union 9f 
Let me empbaltze ~ R.H. 953 PoHce Amoctatlona, and, as mentioned 

HON. MARIO BIACGl would apply· only to ~ earlier, the . International Assodatlon 
RK handpn bUlleU. and not to rtfle am- of Chlefa of Police. 

or NEW YO I munition. wbieh aolt body armor was Since I first authored this bill a year 
IR nm uouss or REPUSZllTATIVES never dealarned to atoP ~ the fint ago. 8e\'ell States Alabama, Califor-

Thvndav. Janva1'JI 21, 1983 · place. . Dia; nu"'*· Kamaa, Minnesota,. Okla-
eMr. BIAOOI. Mr. Speaker, yester- SigniflcantQ different from other home, and Rhode Island-have adopt-
day I reintroduced a blll, B.R. 953, to handgun a.01Q1unitfon, the armor- ed their own laws apJnst these high­
outlaw cop-killer bullets-armOf"-pferc- plere!ng handgun bullets are made of paweted handgun bullets. A number of 
Ing handgun ammunition that can extremely hard meta.hr, USQaJiy steel locallttea, Including Alexandria, Va.. 
penetrate the bullet-resfstant vests or btass, and they travel at exception- Brookhaven, N.Y., Broward County, 
worn by pollce. ally high speeds. Conventional hand· Fla., Dade county, Fla., and Louisville, 

My bill would ban the future manu- gun bullets are slower and thq f1&tten Ky., have ta.ten admilar action. 
facture. importation. and . sale of I out. on. lmpa.cf. due to their b.Qllow Further a number of companies, in­
armor-piercing handgun ammunition. point and/or aott metal eompoaW.on. eluding Winchester-one of our Na­
except when needed for law enlorce- most. notabl)' lead. tlon's largest am.munition manufactur­
ment or inllitary uae. It would also lronk:al\;J. &lllMlt-t)ielcln& handgun e~ ba.ve stopped making and aelllng 
provide a mandatory l-to-10-year ammunltlon wu eri81Da}111 desiped to armor-piercing handgun bullets. 
prison sentence for any person using belp police, ~ wlium IDoot.- 1 am encouraged by these responst­
these bullets in a crime. I qatautomobfte& However., Jlllllce~ ble action& However, u .one who was 

The. need for this legislation ls clear. partmenta do ~ mt the ~ be- wounded 10 times during my 23 yean 
Today, approximately 250,000 Amert- caUBe they are too cftmaero~not with the New York City Pollce Depart.. 
can Jaw enforcement officers wear only because of their awesome pene- inent, I atroncl7 belfeve th.at the only 
bullet res1stant vests on a dally basts, tratlon capacity. but also because they . effective long-term protection for our 
and that figure is steadlly growing. pose sreater recochet hazarda than Nation's 528.000 law enforcement offi­
The Justice Department reporfB that the IDOf'e conveotlonal ammunftlon I cers Is a Pedera.1 ban on armor-piercing 
some 400 pcllce lives have been saved that U8U&ll7 stops at the first object It. handgun bulleta. . 
by these vests. However, these same 1 atrikea. Nevertb.eleu. thete bullet.a Mr. Speaker, every police officer 
vests are totally useless against & small I continue to be made and I01d.. knows there are certain rU;ts assoclat-
clasa of handgun b~ets tllat are ape. One hJa:b1y reapected police organt.. ed with the difficult task of fighting 
clally made to pierce metal. , zation. the In~tlonal Aaoctatlon mme However those risks ~ be 

Tests have shown that the most of Chiefs of Police, told the Bouse ~ The' advent of soft body 
powerful of. these bullet.a can pene- Subcommittee on Crime last year that. armor in the mld-1970'• was a. major 
trate Ule equivalent. of four bulletr I we can find no Iecltlm&&e me for such step 1n that direction. Now we can do 
proof vest& in t. single shot. A Federal <armor-plerdna handgun> ammunition, more-by stopping the bullets that 
Bureau of Investigation· report Issued either In or out of law enforcement. soft body armor cannot. 
last year identified ·etaht. dlllerent My bill waa f1rBt Introduced at the I urge my colleagues to Join me in 
handgun bullets capable of penetn.t- request of the New York City Patrol- working for the prompt and favorable 
Ing the most popular Police vest. . gftl mens Benevolent Association, and has conalden.tion of this tm))Ol"tant meas-

These bullets are not used for le · been endorsed by Polfce departments ore the Law Enforcement Offlcen 
mate purposes, but they have been!' across the count!T. In addition. It has Pro'tection Act of 1983. The lives of 
used by criminals to shoot and kill. received atrons words ot suppart from our Nation's law enforcement officers 
Police officers. My bfil . ~ould outlaw such leading police organtzatk>ns as may depend on lt.e 
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By Mr. MOYNIHAN <for him· 
self, Mr. BIDEN, Mr. HEINZ, Mr:' . 
KENNEDY, Mr. l:NOUYE, Mr. 
PELL, Mr. BRADLEY, and Mr. 
METZENBAUM): 

s. 555. A bill to stop the prolifera­
tion of "cop killer" bullets; to the 1 

Co.mmittee on the Judiciary. 
LAW ENFORCEMENT omcERs PROTECTION Acr \ 

OF 1983 

e Mr. MOYNIHAN. Mr. President, I 

rise today to introduce legislation, on 
behalf of myself and seven distin­
guished colleagues, tha~ is designed to 
address one of the most serious and 
potentially dangerous problems facing 
our Nation's 528,000 lil.w enforcement 
officers-the proliferation of so-called 
cop-killer bullets. It would do so by 
limiting the availability and use of 
armor-piercing handgun ammunition 

No. 18 



<2> "handgun" means a fl!earm oiigiruilly 
designed to be fired by the \188 of a single 
hand;and · · 

<3> "reatrtded handlUn bullet,. means a 
bullet that, u determined by the 8ecret&r7 
of the Treasury, when fired from a handrmt 
with a barrel five lncbes or 1- In length, la 
capable of penetratina bod7 armor. 

BtJu.n Tmlun TO PltoTwrita BoDY ,A..,. 
<By Wllllam C. Boesman Spectallst In Sd­

ence aod Technoloa. Science Polle7 Re­
search Dtnaon. Congreaa1ona1 Re9eatch 
Servke, Mar. 25, 1982) 

urntODUCTIOJI AJrD SUJDLlllY 
IAl'rod1'Ctiotl 

Since about 1975, law enforcement offi­
cers have been UldDa proteeta.e bcidy armor 
of the "soft" or '1Jlhtweilht" ftlie\y to an 
tncreuing enent. Thia type of bodJ armGr, 
unlike the heavY flak Jackets worn by the 
military and by apeda1 police UDfta OD clllD­
gerowi tactJcal wisDlneD&8, • dNfsnec' to 
be lilrhtwei8ht and llOft enough to be worn 
comfortably under · 1aw enfan:emeDt offi­
cers' uniforms or unde:i- plain clothes offi­
cers' outer earmenta. 

This type of 90ft or lfgb&1relgM body 
armor has been developed to the enent 
that It Quite effectively Mdefe&U'° <stops the 
penetntion of) many t7PfS of banclgun bol· 
leta and llOIDe rifle bulleta. It II tbe purpoe 
of ~ report to -1JR the cbanlcteriltka 
of bullet.a which are !DOA Hk.eb' to defeat 
soft. lightweight body umar. The follo11iins 
section discusaell varioua types of bullet.a 
and tbe purpoees for wbicb bullea are dlf>. 
signed. The third ~ dilw I £• ncent 
law enforcement officer fatalities and the 
rel&t.ed me of 90ft body armor. The fCJW1;b 
section discu.as recent deftlopment. In. 
and characteristica of. 110ft bod)' armor. The 
last aectlon preaeu&a a brief analysis of 
bullet . characteristics, particularly those 
that can defeat currently aftilable soft 
body armor. 

Smnma17 
Exlstfng, commercially available aort. 

lightweight body armor apparently can ef­
fectively stop most of the handgun bullets 
which Polle a threat to law enforcement offi­
cers today. However, there ia a c1UB of 
handgun and rWe ~ calle4 

3 

80u.a'I 
7\oJla 

There are many wan to clalBlb the YU'• 
loua tnea of bulleta that ~ been or ue 
In '*·' POI' ~ Of this analyDi, bWo 
lets will be diacnwd accordins to the fol­
loWin& clw"acte111Ucs: 

For me maiDlJ In handiwla. rUlea. or ma­
chfne ram. or In more Ulan ane cype of 
weapon; 

Velocity Oow, tor exa.mWe. 730 feet per 
second, to high, for example. 1,800 fed per 
second>: 
Call~ <amall. for eumple, .n callber, to 

larse. for example, .45 caliber); 
"Hanlnem" ~ DORd Jesd ballet., or par­

tlcally ~. to run metal Jlleketed <wtth 
oopper or ll&eel> to hard metal allo7 bulle\); 
and 

Sha&>e <round or hollow poloi w pamted 
hose). 

SometJmea bulleu an c1ulifted ~ 
to either their "stopping power"-tbetr abil­
ity to knock down or dilabJe a human 
beinc-r t.beir Narmor- or metal-pierclna" 
abilft7. These two typea of cbaracterfliica. 
however, mAJ be 80me•hat mutually esclu­
slve. For example. one bullet dcslaDed for 
hlah "ll&opphla power" • tlle .35'1 eallber 
l\laenum hollow pamt ballet. 1Jpoo ~ 
thfa bullet ~ (becaUle Of lta hollow 
point> aod coonrta a 1arp percmtaae of It.a 
<high> ~ &o kme~ eneru .wun tbe 
wounded body-thua mocking down, stop. 
ping, or disabllns the penon. This type of 
bulle'. howe.er, ma.J be eU~ stopped 
by 110ft bod7 armor wit.mat body peue&r.,. 
tloo &Dd hence wiihout woWldine. except 
tor "biunt tnum&''.• OD ~ ot.ber baDd. an 
armor-IMrcinc bulli$ wbicb will peneb'ate 
aott ~ UIDOI' ~. became it II bard &Dd 
ret.alna iU lbape, JIU! throuch a body wlt.b 

LAW EllfOICEIDT OfflDS lllWD, BY TYPE OF WEAPm 

relatfvety Uttle damace If ft does not hit a 
bane, o&her bard tublt.ance. or vital organ. 
~. bullet woundlns capabOftlea are 
not completely predictable beeause of the 
e~ complex structure of the 
human tiOdy, and e.en the relatively less 
d~ bullets eim and often do lttll. In 
tact, more law enforeement officers were 
killed with .38 calfber · weapons In 1978 
tbrourh 1.0 • tb&n with any other weapon, 
mainly becamle these weapoos are In more 
common ue tllan other, more de'f&Stat1Da' 
buileta Ute uie v&rlous maenum and annor­
plercfnl bulleta. 

Purpma 

It ean be aeen from the above cliscuB&lon 
that many, ff no& mmt, bullet characteris­
tics derive from tbe purpose or purposes 
which tbe unmunltion designers had In 
mind. Tb'IJI, npandlng bullets, particularly 
hollow polIU bullets, were desipled for the 
purpose of more effectively transmitting ki­
netic energy to the wounded body than do 
ordinary bullets. Protective body armor, In­
cluding the aoft or Uirhtwelght variety, baa 
bee9 and Is being designed to defeat JnaD7 
types of bullet.a, including many of the rela­
tively more devaatatlng <hleh veloc:ity, 
hollow point> bullets. However. eertaln 
types of high velocity bullets made entirely 
of hard metal alloys, or which are fully cov­
ered with eteel Jackets, ean defeat the eur­
rently available soft body armor. Tbua, cer­
tain bullets of the armor- or metal-pien:in« 
variety, whether or not dest~ted u lt1Ch 
by bullet manufacturers, pose a threat to 
existing body armor which can effectlVel7 
defeat most "ordinarT' bullet threat& 

LAW mffoftCZllDT OPPICZR FATALITDll 

current 1tatilttca 
A number of law enforcement·offlcen are 

lttlled and wounded each year by handeuns. 
rifles, shotguns. and other weapons. Recent 
statistics from tbe Federal BW'eau of In•ea­
tlgatlon <FBI> Indicate that this number, 
while still large, bu dec:reued rather sig­
nificantly from 197• and 1975 to 1978. The 
following table ahows statist.IGa tor law en­
forcement otncera tmed by firearins and 
other weapons for UUs period: 

1971 lt72 .,,, ,.,. lflS "11 1171 1911 1919 •• Teal 

~ ---- --------------·--------------·----··--···--::::::::: .... _______ :::::::::::::=:::::::.________ ---- u r: ff ft ~ ft ~ ~ {~ ft -:: 
~---·---------·-::==:::::::=:==.:..--====.:::::::::::::::::::::::::::::=::::::::::=:::::::-=:::::::::::::::::::::::::::::::::::::::::::::: 1U ,u ,g Ji JJ = M M .~ ~ •= 
=-:::::::::=-==u•u•uum""'""""""'----·----====~::::::::::::::::::::::::::::::-~:::::::::..--:::=:::::::::::::::::::::::::::::::::::::::::::::::::::=::::-....... ,~ ~ -'--' == : === • 1 ........ : ~ 
=-r=:r.:::::..-::=:::::::=:==:=:::::::~-=::=:::::::::::::::::::::::::::::::::::::::: ::: ::::::::::~~:::::::::::::::::::::::::::::::~~:::::::::::::::::::::=:: . f ........ , .......... 5·--· .. r ·-i· ... -·a·· ' I ........ 1 .. ····-··5·· 31 

Gl1lld 111111 -------.............................................. - - ........................ ____ ___ .. _ 129 IH 13' llZ 129 Ill II 93 1116 104 1,141 

Soom: Ftderal Blom II IMsliplilL t. lilllmment Offian Kiled 1980. Wasiingtol. D.C. Departmm II Jultice. 1980. p. II. 

There reportedly Is a consensus that at least 
400 U.S. law enforcement officers have been 
protected from death or Injury through the 
use of bulletproof YeSts from 19'75 to the 
presenL • Alt.hough such a consensus cannot 
be confirmed with existing data. it iB Inter­
esting that the approximately :.IC> percent 
decrease In firearm-related deaths fndjcated 

In the above table since 1974 could be ao­
counted tor partially b1' lncretlSed uae of 
soft body armor by Jaw enforcement ottl­
cers. 

The tolloWin& table shows the sbr of bul· 
lets and types of flrearms which caused the 
deaths of tbe 95 law enforcement otncers tn 
1980. The handgun bullet.a shown in that 

table are all of a class which can be defeated 
by existing soft body armor unless they are 
of tbe hard metal alloy . or steel-Jacketed. 
armor-pferclna variety. Soft bod)' armor 
cannot defeat bilh Yeloclty, meial Jacketed 
rifle buneta either, some of which may be 
represented In the "r1fle" column of the 
table. 

• There may be u many M 10.eoo dlttenn& bat- ••Blunt trauma i. tnJury -.m • baDeta wblcb •Peden! Bumau Gf ~ 1- l!lnforee-
let.a that bMe been manufac:Wred 8lnce I.be ck¥el· do n1K ~tnte umQr. n la 1nJur7 ea.-1 "v &he l)1eni Ottlaft Killed 19'r8. Wub1n8k1n. U.S. De­
opment of I.be bullH cutrldse U'OUDd the Ume of toroe ot the !How-tt.eU, aa when a penoD i. bit ID Piil"-~ o6 Jutace. 1m. p. M. Also tor im, p. 13; 
the u.s. Civil war. the cheat"' a bard llWllll& i..b&l1 Ila&.. 19'11. p. 11; me, p. 11; llUl 19111, p. 11 
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Shape alMI hardnu1 
Bull$ are Pf'Odueed In ~ sllapm,-ln· 

cludfng round or ball DOEd, '1aklmed. 
Pointed. and bollow PoiD*ed. Round. DM­
DOECI Uome of wbicb are called wadcaUers 
or eemJ..wadcutten>. and hollow pobrt bul· 
lets are often constructed 1111 lead or semi· 
Jacketed bullets which expand upon con· 
tact. The hollow point bulleta are generally 
tbe m<11t effect.tve of these "expandinc'' bul· 
!eta. Potnted bulleta cenerallJ are eonsiruci­
ed ol lead-with metal Jack$, wbic:h are usu· 
ally of copper. H such bulleaJ are jacketed 
with steel, they generally have armor· or 
metal-piercing capabilities. Another clas! of 
bullet.s Is constructed of hard metal alloys 
and are aJao armor- or metal-plerctng bul· 
let& 

Thua, the harder and more pointed a 
bullet 11, the more likell' It is to penetrate 
commercially available body armor, other 
bullet characteristics re~ constant. 

Svmmal'lf of bullet threat characteristic& 
Given the characterlatlca of the most sue· 

cessful. currently ava.llabie soft body armor, 
bullet threat characterfstlca can be summa· 
rized In the followin&' war. 

Thus, the bullet type with the highest prob­
ability of penetratlna soft body armor, and 
with a proven capability of penetrating 
many la)'en ol ellistina sofi body armor, is a 
high velocit)', small QJ.iber, pointed, steel 
Jacketed lead or metal · alloy bullet. Such 
bullets may be handgun bullets, rifle bu!· 
lets, or bullets which ean be used In either 
handgun.a or rllles. 

Po6stbze ram(ftcatiom of "perfect• bodv 
annor 

Commercially av&ilable soft body armor is 
not perfect, that Is, ft can be defeated by 
certain bulletl of the hard metal, alloy or 
steel-Jacketed armor- or metal-piercing 
types. Aa.s~ that "perfect" body rumor 
could be developed to meet current threat 
conditlona, there Iii at least one positive and 
one negative ramification of such a develop­
ment: 

Possible Positive Ramification 
Decreased woundln& and death of law en­

forcement officers under current conditions, 
that is, continued use by crtminAls of exist­
ing types of bullets which, to a considerable 
extent, can be defeated by existing soft, 
light-weight body armor. 

Possible Negative Ramification 
An "arms and ammunition race" by the 

criminal segment of society for even more 
powerful bullets and other weapons to 
defeat existing armor, and increased use by 
criminals of such armor. This possible nega­
tive ramification could be precluded to some 
extent by controlling, by law and enforce­
ment, the manufacture, distn"butlon, sale, 
pOlllleaSion, and international trade of all 
bullets of the armor· or metal-piercing type 
and, perhaps body armor.e 



THE WHITE HOUSE 

WASHINGTON 

February 11, 1982 

TO: JAB III 

RE: Goldwater Letter on Tomato Imports 

I made sure that counsel for the Trade 
Policy Corrunittee (Brock's office) and 
for CCFA are aware of the issue and of 
Sen. Goldwater's concerns. Brock's 
office said they agree with Goldwater's 
position. 

This issue has .!!Q!: formally come up, 
though, and is not pending in the s ystem. -
RESPONSE FOR YOUR OK AND SIGNATURE ATT'D. 



.-

February 11, 1'12 

Dear Bu'rf: 

I appr~laU your recent le•ter coaoernlnq new e:tf orta 
to re.V .... tile J.aport.at.ion of Mexican tomatoes. 

It ia -9Qod to have the benefit of JOU' viawa on t.hia 
i••u• (eapecially with tbirtr y .. r• of familiari~ bebi.J,la 
tbea), and I will make certain that th• awropriiate 
people are appriaed. 

I have aleo,forvarded a copy of your ietar to Bill Brock 
ao that be ld.gb~ 91v• you a more deailed r-ponae, 
~ioolarly with regard to the litigation. 

Sboenly, 

Jaaea A. Baker, III 
Chief of Staff and 
A••i•tant. to tbe Pre•ident 

'tbe Honorable Barry Goldwater 
Onited Stab• Senate 
W&abin9~. D. C. 20510 



BARRY GOLDWATER 
ARIZONA 

January 29, 

Mr. Janes Baker 
Chief of Staff 
The White House 
Washington, D. C. 

Cear Jim: 

WASHINGTON, 0 .C. 20510 

;J{ I 

20500 

C'.)MMI TT£IEl1 

INTELLIGENCE, CHAIRMAN 

ARMED SERVICES 

TACTICAL W,O,FARE, CHAI RMAN 

PREPAREDNIESS 

STRATEG IC ANO 1'HE A T RC NUCLEAR FORCCS 

COMMERCE, SC1~NCE, AND TRANSPORTATION 

C0"'4MUNICAT.,ONS, CHAI N,MA .... 

AVIATION •• 

5C1£HCE, TECHNOLOGY, ANO SPACE 

INDIAN AFFAIRS 
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¢ r; ~/ /1/--~·-
Infonna.tion has reached me that Florida torreto growers are again rrounting ~ 
an attack on Mexican tomatoes, and this time are seeking to m:i.ke an end run J l 
around a court case already filed by asking for White House intervention. ~ . 
Just in case the report is true, let TIE urge that nothing be done to disturb • 
the ongoing litigation. ~~1 

There is a long background on this and I am getting sick and tired at the . tJf 
repeated a tterrpts by SODE Florida grow-ers to keep out Mexican produce that tur: """"' · 
American consumers prefer to buy. You might not knCM this, but one of the . ~· · 
first matters I dealt with in my first term as a Senator sorre thirty years W 
ago was Florida's scherre to block competition by erecting discriminatory ~IV · 
i.rnp:>rt standards. earl Hayden and I defeated that tactic by putting an ~ , 1 amendrrent on the }:xx)ks specifically allowing continued shiµrents from Mexico. ~ vt . 
The Florida people have never stopped trying. They have used so-called heal th ~:vi· 
standards, packing and size specifications, and now dumping charges, in their ~ 
openly protectionist carrpaign. 

1
, .. -

What this whole argument gets down to is that the Mexican tomato is a far, far 
better quality torrato than the Florida grown one. This causes the Florida 
grower concern because he knows that he can't ~te directly with the vine-
ripened tomato as corrpared to Florida's gas-ripened one. 

There is an autorratic need for i.rnp:>rts because Florida could not p:>ssibly 
produce enough to supply much rrore than half the domestic rrarket. Mexico's 
primary season is in the coldest rronths of the winter. Her najor market is 
normally in the "Western states, while Florida generally supplies rrost of the 
Ea stern rrar kets. 

The battle against Mexican tanatoes is anti-consumer and inflationary. In 1969, 
when restrictions ~re temporarily slappe:l on tomato imports, U.S. prices v;ere . 
driven up by thirty percent. The Florida effort is also w.Jrking great damage 
to our relations with Mexico. 

That frankly, Jim, is as sirrple as I can put it and it's the honest truth. 
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\ \.:_ Princeton University 

Mr. James Baker III 
The White House 
Washington, DC 20500 

Dear Mr. Baker: 

DEPARTMENT OF POLITICS 

PRINCETON, NEW JERSEY 08544 

October 29, 1982 

I• • · 

I write to express my appreciation to the various members of the adminis­
tration who have put time aside to participate in the November 19-20 Princeton 
conference "J_he Reagan Presidency at Mid-Term." (Enclosed find our most 
recent working schedule.) If there is anything we can do to facilitate your 
visit for the session the evening of the 19th, let us know. 

FG/bjk 
Enclosure 

Sincerely, 

Fred Greenstein 
Director, Presidency Studies Program 

J 

I 



Thursday, November 18 

8:30 p.m. 

Friday, November 19 

8:30 a.m. 

9:00-10:30 a.m. 

11:00-12:30 p.m. 

12:30-1:30 p.m. 

1:30-3:00 p.m. 

3:30-5:00 p.m. 

6:00 p.m. 

Saturday, November 20 

9:00-12:00 a.m. 

Opening Comments: 

The Reagan Presidency at Mid-Term 

Reception, Nassau Inn 

Woodrow Wilson School 

Introduction: Fred I. Greenstein, Princeton University 

Economic Policy 

Presentation: Hugh Heclo, Harvard University 
Rudolph G. Penner, American Enterprise Institute 

Discussants: Barry Bosworth, The Brookings Institution 
Roger Porter, The White House 

Domestic Policy 

Presentation: Richard P. Nathan, Princeton University 

Discussants: 

Buffet Lunch 

Defense Policy 

Patricia Roberts Harris, Attorney at Law 
Richard S. Williamson, The White House 

--=::::: z::::::s 

Presentation: Samuel P. Huntington, Harvard University 

Discussants: Paul Warnke, Clifford and Warnke 

Foreign Policy 

Caspar Weinberger, Secretary of Defense 
(to be confirmed) 

Presentation: I.M. Destler, Carnegie Endownment for 
International Peace 

Discussants: William Bundy, Editor, Foreign Affairs 
Jeane Kirkpatrick, U.S. Representative 

to the United Nations 

Reception and Dinner Prince William Room, Nassau 

James A. Baker, III, Chief of Sta 
The White House 

Roundtable of Presidency Scholars 

Richard Cheney, U.S. House of Rep. 
Betty Glad, Univ. of Illinois 

Stephen Hess, The Brookings Institution 
Richard Neustadt, Harvard University 
Nelson Polsby, Roosevelt Center 

Discussants: 

Harry Bailey 
Richard Beal 
Larry Berman 
George Edwards 
James Fesler 
Dorothy James 

John Kessel 
Harvey Mansfield, Sr. 
Joseph Pika 
Norman Thomas 
Jeffrey Tulis 
Stephen Wayne 
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Princeton University DEPARTMENT OF POLITICS 

PRINCETON, NEW JERSEY 08544 

(!) 001 /1 j_ / - ? f J{,,gust 
24, 1982 

Mr. James A. Baker, III 
Assistant to the President 
and Chief of Staff 
The White House 
Washington, D.C. 

Dear Mr. Baker: 

I fully understand that your commit may keep you from 
taking part in our conference on " The R Presidency at 
Mid-term." Would you think it reasona sign on for a 
tentative question-and-answer session e evening of November 
19~fte. r dinner? Our understanding wlld be that we would 
take your advice on who to turn to as an alternative, if it 
turned out that you could not make it 

We appreciate the _generousity _of the many members of the 
Administration who have been helping us identify conference 
participants and get the necessary · nformation to write the 
conference papers. 

cc: President Bowen 
FIG:jsc 

Sincerely, 

~:r.~ 
Fred I. G~eenstein 
Professor of Politics and 
Director, Presidency _Studies 
Program 



Princeton University wooDRow w1LsoN scHooL 

Ms. Margaret Glasscock 
The White House 
Washington, DC 20500 

Dear Ms. Glasscock: 

OF PUBLIC AND INTERNATIONAL AFFAIRS 

PRINCETON, NEW Jt!UJ!Y 08544 

September 24, 1982 

Following up your phone call to him on September 21, Professor Greenstein 
has asked me to add my telephone number (609-452-4838) to his, should he be un­
available at a time when you want to get in touch with us in connection with 
Mr. Baker's planned appearance November 19 at the Princeton conference "The Reagan 
Presidency at Mid-Term." In addition, as conference coordinator, I have been 
';iaked by everyone conc~rned here to say how much we appreciate Mr. Baker's offer 
to participate in the conference, barring scheduling conflicts. 

I will fill you in on conference arrangements, see that you get copies of 
the conference papers, and give you further information as your plans become more 
firm. Meanwhile, here is a draft schedule, listing the paper givers and Mr. Baker. 

Sincerely, 

B~d~ 
Coordinator, Princeton Conference 

on the Reagan Presidency at Mid-Term 



Conference 
on 

"The Reagan Presidency at Mid-Term" 

Thursday evening, November 18-Saturday morning, November 20 

Thursday, November 18 

8:30 p.m. Hospitality room at the Nassau Inn. Registration materials 
will be available. 

Friday, November 19 Weeerew WHsea S4t:lwol. 

8:30 a.m. Introduction to Conference: Fred I. Greenstein, Professor 
of Politics and Director, Presidency Studies Program 

9:00-10:30 a.m. 

10:30-11:30 a.m. 

11:00-12:30 p.m. 

12:30-1:30 p.m. 

1:30-3:00 p.m. 

3:30-4:00 p.m. 

4:00-:-4:30 p.m. 

5:30 p.m. 

Economic Policy: Hugh Heclo, Professor of Government, Harvard 
University; Rudolph G. Penner, Director of Tax Policy Studies, 
American Enterprise Institute 

Break 
I 

I 
Do~estic Policy: Richard P. Nathan, Professor of Public arid 
International Affairs, Woodrow Wilson School, Princeton 
University 

Buffet lunch, Woodrow Wilson School cafeteria 

Defense Policy: Samuel P. Huntington, Professor of International 
Affairs, Harvard University 

Break 

Foreign Policy: I. M. Destler, Senior Associate and Director, 
Project on Executive-Congressional Relations in Foreign Policy, 
Carnegie Endowment for International Peace 

Reception and Dinner, Prince William Room, Nassau Inn 
Speaker: James Baker III, Assistant to the President (scheduling 
permitting) 

Saturday, November 20 

9:00-12:00 Roundtable of scholars of the presidency and the four paper 
presenters. 



TO:· 

FROM: 

\ l 
'@'?. ,, 

WOODROW WILSON SCHOOL 
of 

Public and International Affairs 

October 18, 1982 
COATE) 

Ms. Glasscock 

Beverly Kidder 

Enclosed is a corrected schedule for the conference 
on "The Reagan Presidency at Mid-Term". 



Princeton l 7n1.\'ers1·t\' ; WOODROW WILSON SCHOOL 

OF PUBLIC AND INTERNATIONAL AFFAIRS 

PRINCETON, NEW JERSEY 08544 

Conference on 

"The Reagan Presidency at Mid-Term" 

Thursday evening, November 18-Saturday morning, November 20 

Thursday, November 18 

8:30 p.m. Hospitality room at the Nassau Inn. Registration materials 
will be available. 

Friday, November 19 Woodrow Wilson School 

8:30 a.m. Introduction to conference: Fred I. Greenstein, Professor 
of Politics and Director, Presidency Studies Program 

9:00-10:30 a.m. Economic Policy: Hugh Heclo, Professor of Government, Harvard 
University; Rudolph G. Penner, Director of Tax Policy Studies, 
American Enterprise Institute 

10:30-11:30 a.m. 

11:00-12:30 p.m. 

12:30-1:30 p.m. 

1:30-3:00 p.m. 

3:00-3:30 p.m. 

3:30-5:00 p.m. 

6:00 p.m. 

Break 

Domestic Policy: Richard P. Nathan, Professor of Public and 
International Affairs, Woodrow Wilson School, Princeton 
University 

Buffet lunch 

Defense Policy: Samuel P. Huntington, Professor of International 
Affairs, Harvard University 

Break 

Foreign Policy: I. M. Destler, Senior Associate and Director, 
Project on Executive-Congressional Relations in Foreign Policy, 
Carnegie Endowment for International Peace 

Reception and Dinner, Prince William Room, Nassau Inn 
Speaker: James Baker III, Assistant to the President 
(schedule permitting) 

Saturday, November 20 

9:00-12:00 

12:30-1:30 

Roundtable of scholars of the presidency and the f our paper 
presenters 

Buffet lunch 



February 2, 1982 

Dear 1faynea 

I appreciate your letter of J&aury 20 conoerniDCJ exci•• tax•• on wine and beer. 

'l'hl• r .. pona• ha•, of cogree, been overt.alt• by event•• 
namely, ~ Preaident•• Stat.• of the Onion ad4r .. • in 
vhiob ta. rej~ the idea of tncr .. •iD9 au.ob exo1 .. tax••· 
I can aaaure you ~t th• •1... empre .. ed by foorHlf &Dd 
other• ware carefully conaldere4 and wadoubte4ly played a 
role in th• President'• deoleion. 

Aa the Pr••ident illdioat.ed, we will 90 forward with a 
propoaed bad9et that will fQrther reduoe the rate of f-Seral 
apu41D9 •Del t.he 4efioit witho\lt. incr .. •ln9 taxea Can 
approaoh for Which your l•t~ ln4ioat.e4 a preference). I 
know ~ Pna14ut. appr•iaW you aupport of hi• Boonmaio 
AeOOV'ery Progr_, aD4 we look forwarcl to your npport of 
the bGd9et propoNl• we rill soon aubait.. 

Th• Honorable Wayne Griaham 
o.s. Hov.ae of Repr .. eau~1 ... 
WaebiAcJtoa, D. C. 20515 

SiaGerely, 

Jame• A. Balter, III 
Chief of Buff and 
Aaalatant t.o the Pree14en~ 



February 2, 1982 

Dear Orrin: 

I appreciate your letter of January 26 on the Title X 
regulation change• propoeed by Secretary Schweiker. 

I can certainly Wlderatand your coneerna, eapecially 
the need to encourage family involvement in Title X 
proqraa•, and know that many of those same concerns are 
shared by the Preaident. 

secretary Schweiker may aoon be in a poaition to announce 
the regulation chanq•• he proposes, and I am confident 
tho•• propoaal• will reflect a full, and aympatbetic, 
oonaideration of your views. 

The Honorable Orrin G. Hatch 
United States Senate 
waabiDqton, D. c. 20510 

Sincerely, 

Jemea A. Baker, III 
Chief of Staff and 
Aaeiatant to the Preaident 



February 11, 1982 

Dear Paul•• 

I appreciate receiving a oopy of adllinlatrative action• 
yoa bava propoaed to addre•• South Florida's .. rioua 
drug-related crime problem. 

A8 you know, tbla i• a matter of utmo•t concern to the 
Preaident, and ha• led him to •nabli•h a Taak Force 
chaired by the Vic• Pr••i4ent to 4eal with the probl ... 
I have lonruded a copy ol your we11-r .. aoned proposal• 
to Admiral Daniel Murphy, th• Viae Preaident's Chief of 
Staff, vitb a request that they be conaidered by the Taak 
Poree •• aoon aa poeaible. 

If you have other tbo119bt• or au99 .. tiona, pl- pa•• 
tbea on to ua. We are aware of ~he seriousn••• of tbe 
pa:obl• and are determined to 4o what ve can to OOlllbat 
l~ 

Slncer.ly; 

Jame• A. Baker, III 
Chief of Statf and 
Aaaietant to the Preaident 

Th• Honorable Paula Hawkin• 
United State• Senate 
W&ahington, D. C. 20510 

cc: 

Admiral Daniel Murphy 

- ./. 



PAULA HAWKINS 
FLOR•DA _, 

WASHINGTON, D .C. 20510 

January 22, 1982 

The Honorable 
James Baker, III 
Chief of Staff and 
Assistant to the President 

The White House 
Washington, D.C. 20500 

Dear Jim : 

I want to inform you that I have prepared a package consisting 
of eight Administrative proposals designed to concentrate the 
resources of several Federal agencies and the Federal judiciary 
on the acute drug-related crime crisis in South Florida. Enclosed 
you will find summaries of these Administrative actions along 
with explanations of the authority under which they can be taken. 

The combination of uncontrolled immigration, uncontrollable 
drug trafficking and unprecedented criminal activity in Florida 
in the last two years has created a situation which is far be­
yond the capabilities of the local law enforcement agencies and 
judicial authorities. With crime sta tistics soaring and publ i c 
morale at an all-time low, the damage being done to this region 
is tremendous. If left unchecked, the damag e caused by t his 
c r isis will sur ely not be limited to Florida. The dr u g s be ing 
funnelled through Florida inevitably find their way to cities 
and towns all over the country . This is now a problem with 
national dimensions. 

I ask that you give this packag e your serious consideration. 
Should you have any que s tions a bout t he program, p l e ase do not 
hesitate to call me. 

With warmest r egar ds, 

Sincerely, 

~L ;:;zf~...._.:.. -
~;:;:a Hawkins 

Uni t ed State s Senator 

PH:dg /nc 



THE WHITE HOUSE 

WASHINGTON 

March 16, 1982 

Dear John: 

I appreciate your letter of March 9, 1982, 
further explaining your request that the 
President participate in a spring fundraiser. 

As I mentioned to you in our last phone 
conversation, we are actively discussing 
your request and will be in touch with you 
as soon as possible. 

The Honorable John Heinz 
United States Senate 
Washington, D. c. 20510 

Sincerely, 

mes A. Baker, III 
Chief of Staff and 
Assistant to the 
President 



...:oH,N H-~IN~ 
PENNSYLVANIA 

BY RIDING PAGE 

Mr. James Baker 
Chief of Staff 
The White House 
Washington, D. C. 

Dear Jim: 

'Jtlnittb- ..i5tatts ..i5tnntt 
WASHINGTON, 0. C . 20510 

March 9, 1982 

As a follow-up of our two conversations today, I 
wanted to put in writing some of the points we discussed 
as to why it is important to have the President partici­
pate in a Heinz fundraiser this spring. 

This will be my largest and most important fundraiser 
of the year. As I will discuss more fully below, it needs 
to be in the Philadelphia area and it must be this spring, 
and at the latest before the May 18 Primary day. 

At the outset, I must again point out that, quite 
frankly, when your name is HEINZ people simply don't think 
you need any campaign money. Most people have no experience 
with this "problem," and my 1976 campaign debt is evidence 
of this dilemma. It is a unique, major fundraising problem 
I will always have to confront , and I need all the help I 
can in overcoming it. 

My campaign budget is, as far as I know, the largest 
budget any incumbent will have to raise this year, California 
excepted. This is because of Pennsylvania's large population 
(12 million), its large rural population (3-1/4 million - the 
largest in the U.S. - hard to reach) and the problem that the 
largest media marke t , Philadelphia (which a ccount s fo r a b out 
40% of the Pennsylvania vote) is both expensive (cost per 
thousand homes) and ine ffici e nt (nea rly half o f the viewing 
audience you pay for is in Delaware and New Jersey). We esti­
mate that our "bare bones" is $3.3 million. This includes 
fundraising costs . 

This fundraiser is especially important to developing 
my financial base i n the Philade l phia me tropolit a n are a. 
This reg ion accounts for nearly h a lf the vot e and about 60% 
of Republ i c a n fundr aising . In contra st , I am f rom Pit t s burgh, 
250 miles to the West, and lost the City of Philadelphia by 
320,000 vote s in 1976, ( a n al l time r e c o rd , I'm s orry t o 
say!). To raise anything close to our budget, I have to do 

(N OT P R I NT ED AT GOV ER N M E N1 EX PE N SE) 



Mr. James Baker 
Page Two 
March 9, 1982 

a really good job of Philadelphia area fundraising. 
Consequently, I need the biggest possible event to get 
the ttbreak-throughtt I need to succeed. A major fund­
raiser early this year, as I see it, is the only way 
to achieve this goal. ~~ 

The reason it is important to have this fund­
raiser before the May 18 Pennsylvania Primary is be-
cause of the Federal Election Law which prohibits people 
from giving more than $1000 per election. An earlier 
fundraiser would allow us to go back in the fall to 
solicit another contribution. As you know, unlike those 
under State election laws, I am severely limited in the 
amount of money I can raise per contributor. My Governor, 
Dick Thornburgh, has no such limitation to contend with , 
nor do any of the other Statehouse candidates. Further, 
I would like to get my fundraiser early and ''clear" of 
the Congressional, County and State Party that reach a 
crescendo in September and October. 

I am, as you may know, unopposed by any Republican 
for renomination. 

Jim, if you could find your way to help me out for 
such an event, I would deeply appreciate it. I fully 
understand the Pre sident's time constraints and realize 
we cannot expect to have him participate for more than 
one or two hours. Please get back to me as soon as pos­
sible as to what date s might be a variabl e so that we can 
finalize our plans. Thank you for your consideration. 

JH/tml 

Since r e ly, 
/I 

r ..... ...- , 

er· " 
John He inz 
6nited States Senate 
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THE WHITE HOL:SE 

WASHINGTON 

April 14, 1982 

Dear Jesse: 

I want to thank you for your March 2, 1982, 
letter forwarding Gene Price's thoughts on 
waste in certain departments of the govern­
ment. 

We have been in touch with Mr. Price and 
have assured him that we will look into it. 

. l 

I agree with you that it is not insignificant. 

As always, I appreciate the benefit of your 
views. 

Sincere_~y, 

James A. Baker, III 
Chief of Staff and 
Assistant to the President 

The Honorable Jesse Helms 
United States Senate 
Washington, D. C. 20510 



TH E \\' H l TE B 0 l ' S E 

WASHINGTON 

April 14, 1982 

MEMORANDUM FOR DAVID STOCKMAN 

FROM: James A. Baker, 
/ .-7 ~ .... -­

l . .. f.../ III _ _,. ·'--~ - -

/ 
SUBJECT: Letter from Jesse Helms 

·r would appreciate it if you would review 
the attached letter from Jesse Helms. I have 
assured him we would look into the matter. 

Thank you. 



r 

1 
.JE~SE. -~··.:> 
NowTH cARoe1N" 

WASHINGTON, D.C. 2.0510 

March 2, 1982 

The Honorable James A. Baker 
Chief of Staff 

and Assistant to the President 
The White House 
Washington, D.C. 20500 

Dear :Jim: 

I enclose a note from my friend, 
Gene Price. Take a look at it. 

I know this may se~~-j~signifi­
cant, but it's not. . r:th~nk EL s~mp,le 
lil~~~O!li~~~~~u.:r:~'t·o~~l A~part-' · 
~e~'51__ge~~'l:~1:.9. s\:oj) tn_~s waste •. 1 

Ever so often, the media pick up 
on this, and justifiably so. In any 
case, a one paragraph memorandum would 
save several million dollars. I hope 
you'll do it. 

Sincerely, 

JESSE HELMS:pd 
Enclosure 
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February 17,1982 

Senator Jesse Helms 
4213 Dirksen Senate Office Building 
Washington, D. C. 20510 

Dear Senator Helms: 

For a time it appeared government agencies were getting 
away from mailing one and two page "news releases" in 11 x 14 
inch Manilla envelopes. 

In recent weeks, I have noticed that the Department of 
Energy and NASA routinely do this. 

I figured up once where this costs the taxpayer millions 
of dollars a year in additional postage and over-sized envelopes. 

/as 

cc: U.S. Department of Energy 
NASA - Lewis Research Center 

~~ : IA l-':-ll '- · .,~-
m<-......e... \o ~ s~~ 
.b\.J\i<.R.'\Y :i.- ...... _<;_£ -;t-t·~ °''"-<-

sd t·-o ~C-t ... ~..... '_ ...... '"r\ 
6l\...Qr. 

Sincerely, 

Eugene Price 

c is-Q:c d ; foe~' 1, :::A. • ,.,oc
0
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Richard Hernandez 
Chairman 

Uvaldo Martinez 
State Vice Chairman 

Mark Guerra 
Regional Vice 
Chairman North 

Virginia Leon . 
Regional Vice 
Chairman Central 

David Romero 
Regional Vice 
Chairman South 

Dolores Cisneros 
Secretary 

Jose Deetjen 
Treasurer 

t(, i ~a,1 p,~C""d 
( )vtB) 

California Republican Hispanic Council 
4002 BURBANK BLVD. - BURBANK, CA 91505 - (213) 841-5210 

Mr. James Baker 
Chief of Staff 
White House 
Washington, D.C. 

Dear Jim: 

-July 22,1982 

Please accept my apologies for having to cut short 
our meeting - but as it worked out, _I was the last one 
on the plane back to Los Angeles. 

I'm looking forward to the information from Jim 
Cicconi regarding the Hispanic appointments. As you 
mentioned, while the Hispanic appointments

7
in Texas and 

Florida may indeed be numerous, I suspect that the Mexican­
American appointments from California, the most populous 
Hispanic state in the United States, have not been as 
significant nor as numerous as they could be. Frankly, 
we've been so busy we may be partly to blame! 

The Party in California has been so preoccupied in 
dealing successfully with the reapportionment issues and 
a critical statewide campaign that, perhaps, the Hispanic 
pipeline could have been better. I hope that our meeting 
and future communications will start to change that. 

The Council was created to assist the Party in 
transferring the conservative cultural philosophy of the 
Hispanic to the conservative political philosophy of our 
Party. Our over 2,000 members are in the political trenches 
doing the "soldiering" that is so essential to bringing the 
Mexican American support to our President and that vote to 
our candidates, like John Rousselot. With Party financial 
help and our people help, he can and will win! _ 

But you were right when you noted that we may need 
some help in enlarging the flock. We do. Appointments to 
important full time positions are critical and so are those 
to commissions and advisory boards. The Council can be the 
main clearing house for Hispanic appointments in California -
we have thirteen chapters throughout the . state with a resume 
membership bank. We are very aware of the Hispanics· in 
California who have been responsive to and in agreement with 
the political philosophy of our President. · 

Thank you for the meeting on such short notice. I will 
be back in about six weeks. If I may, I will call to set up 
a meeting in advance so that some concrete political suggestions 
can be discussed in detail. · 
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NEWS 
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FIRST ANNUAL CONVENTION 

On January 9 and 10, 1982 nearly 
1,000 Hispanics from throughout the St ate 
of California met at the Biltmore Hotel 
in Los Angeles for the First Annual Con 
vention of the California Republican 
Hispanic Council . Foliowi'iig""'opening 
remarks by Victor Blanco, Chairman Pro 
Tern of the Council and keynote speaker 
Tirso del Junco, M.D. Chairman of the 
California Republican Party, the high­
est ranking Hispanic Appointees of the 
Reagan Administration addressed the 
Convention. 

WASHINGTON, D.C . HISPANIC SPEAKERS 

Jose Sorzano, U.S. Representative to the 
Economical & Social Council of the United 
Nations 
Jose Casanova, U.S. Executive Director 
of Inter-American Development Bank 
Victor Rivera, Director of the Minority 
Business Development Agency 
Michael Cardenas, Administrator of the 
Small Business Administration 

VIP DISCUSSION OF HISPANIC ISSUES 

An address by U.S. Senator from 
California S.I. Hayakawa concluded the 
First General Session. 

Before the luncheon, there was a 
reception with live mariachi music pro­
viding the background for serious politi­
cal exchanges among U.S. and California 
Representatives, State candidates and 
members of the Hispanic Council. 

The luncheon was highlighted by the 
Honorable Alan K. Simpson, U.S. Senator 
from Wyoming, and the highest ranking 
member of the Judiciary Committee. He 
gave a frank and candid discussion on 
the innovative Immigration Program to 
be initiated by President Reagan. 

Continued on page 3 

CHAIRMAN'S MESSAGE 

In this first report to you, the · 
membership of the California Republican 
Hispanic Council, I would like to let you 
know some of the things I've been doing 
since the election in Los Angeles and 
talk to you, if I may, about a couple of 
things that I consider to be absolutely 
essential to the success of our Council. 

Although our historic First Annual 
Convention was followed almost immediately 
by our resounding success at the Republi­
can State Convention in Monterey, Cali­
fornia, the political reality of continu­
ing the mobilization of our exciting or­
ganization now rests upon you and upon me. 

I.,,, ::f1···· ·r .. ' . · . ;. "< ' ,_ .2 

' '.> ,_,_ . , · 
, • , • ,; . . y • 

Rfchard A. Hernandez, Chairman, C.R.H.C. 

As your State Chairman, I have ini ­
tiated a program of Party Public Rela­
tions coupled with the creation of Re­
gional Chapters of the Council through­
out California To continue in the posi­
tive spirit of unity which dominated our 
Convention, I have personally met with 
many of the candidates who ran for State 
offices of the Council to share their 
ideas and insure their help in success­
fully making our mark in the Party. 

I have met collectively and individ­
ually with all of our State Officers to 
get to know each other better and to let 
each of them know that there is an open 
line of communication directly to me. 

On January 27, 1982 my wife Annette 
and I went to San Pedro where I was the 
guest speaker at a fund raiser for John 
Adler, Candidate for the 32nd Congres~ 
sional District. Mr. Adler led an active 
group from the South Bay that participated 
in all activities at our recent Convention. 

Continued on page 2 
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OFFICERS - 1982 
CALIFORNIA REPUBLICAN HISPANIC COUNCIL 
Chairman: 

Richard A. Hernandez 
4002 W. Burbank Blvd. 
Burbank, CA 91505 
213-841-5210, 213-995-3030 

Vice Chairman: 
Uvalda Martinez 
3048 Laurel St. 
San Diego, CA 92104 
714-284-8816 

Region~l Vice Chairman, North: 
Mark Guerra 
490 Sunnyoaks Ave. 
Campbell, CA 95008 
408-378-4414 

Regional Vice Chairwoman, Central 
Virginia Leon 
1060 Fulton Mall #1101 
Fresno, CA 93721 
209-378-4414 

Regional Vice Chairman, Soutn 
Dav id Romero 

Secretary: 

Treasurer: 

16624 Circle Hill Lane 
Hacienda Heights, CA 91745 
213-961-4789 

Dolores Cisneros 
1739 Turnbull Canyon Rd. 
Hacienda Heights, CA 91745 
213-333-7653 

Jose Deetjen 
~56 Sierrra Madre Blvd. 
San Marino, CA 91108 
213-684-1575 

OBJECTIVES 

TO CREATE a grass-roots organization for Republi­
cans ol Hispanic origin that, working with the Party 
organization, is able to become an influential political 
force for constructive action cin behalf ol the Party and 
the Hispanic community. 

TO IOEl'ITIFV qualified Hispanic Republican candi­
dates for public office. 

TO HELP Republican candidates by fund-raising and 
selective financial support; and by serving as officers, 
committee members, delegates and group leaders in 
other community organizations. 

TO INCREASE Hispanic registration in the Republi­
can Party and to encourage a 100% voter turnout ol 
Hispanic Republicans. 

TO PROVIDE visibility of the Hispanic Republican 
leadership to encourage their participation in public 
service. 

TO START headquarters in all major Hispanic areas 
in the stale to establish two-way communication and 
provide community services. 

TO PROMOTE the Republican principles and philos­
ophy through the Hispanic media. 

TO JOIN together with all other Republicans in 
friendship and harmony lo promote I he Republican 
form of government. 

CHAIRMAN'S MESSAGE continued from page 1 

The 25th Anniversary of the Mexican 
Chamber of ·Cotm1ere9tbrought Annette ana 
me to San Bernadi no on January 29, 1982. 
whlfl1!r thanks to friends Richard Solozano, 
Gil- Fernandez and Chamber of Commerce 
President Ernie Vasquez, a Latino-Republi­
can adaressed their Annual Banquet for the 
first time in 25 years!! rt,was quite a 
breakthrough and speaks well for the fu­
ture of our Council a~d the future of our 
Party in the Hispanic Community!! 

At 4:30 a.m. the following morning 
we were up catching the first of three 
planes that finally got us into Monte~ey 
by 1'1-:-00 a-.m. Saturday, January 31, 1982 
for th_e California Republican Party State 
Convention. 

Through the efforts of Al Guilin on 
Wednesday, February 3, 1982, I met with 
a group of politically active Latinos in 
Ventura County. The result .•. there is a 
Ventura County Chapter of the California 
Republican Hispanic Council. It was a 
good meeting and well worth the trip!! 

Led by the Manny Quevedos, Julio 
Gonzalez's, Cruz Sandovals and Rudy Cas­
tro our most active Chapter, Orange . 
County, has already put together a 
finely-tuned organization. I have met 
several times with these leaders and 
their cooperation is surpassed only by 
their enthusiasm! The result - the first 
fund-raiser of the C.R.H.C. will be 
April 3, 1982, sponsored by the Orange 
County Chapter. 

I JM morning-'of" February 20 l 9B2 
I was lntervfeweo b_y CBS Channel 2 in 
COS Angel'fs w~ere I d1~cussed our goa s 
an4 our Cf'it1cal role in the future of 
the ltef)Ublican Part . That evening the 
Council received a Certificate of Merit 
from the Asian-American Republican 
National Association at their organiza­
tion 1 s convention at Universal Studios. 

Continued on page 3 

IMMEDIATE GOALS - In this election year the immediate goals of the C.R.H.C. must be as pra!Jllatic 
as they are political, these include: 1. Becoming . as visible as possible in the fonnal structure 
of the C.R.P.; 2. The organization of active area Chapters of the C.R.H.C. throughout the entire 
State; 3. Initiate various fund raising activities to assist in financing two critical political 
activities for this year: The utilization of the Council's regional and area organizational struc­
ture to begin statewide Voter Registration Drive and the targeting of Hispanic Republican candidates 
so that we may offer financial as well as volunteer assistance. 



CHAIRMAN'S MESSAGE continued from page 2 

February ended with Annette and me tra­
velling to San Diego on Saturday the 27th, 
where, as guests of the Republican Associ­
ates of San Diego County, we attended a pri­
vate reception with fonner President Jerry 
Ford and later shared the head table with 
President Ford at a gala banquet with over 
500 in attendance. 

Taki ng advantage of our visit, Uvalda 
Martinez, your State Vice Chairman, and I 
met with the nucleus of our soon-to-be San 
Diego Chapter of the C.R.H.C. Their fund 
raiser is scheduled within 45 days ! 

When not travelling I have been for» 
tunate enough to be interviewed on behalf. 
of the Council by the Los Angeles Times, 
the San Francisco Examiner and various 
radto ~ T.Y. c011111entato"ll 

The calendar for tne 1rrmediate fu­
ture is even bus ier with planned organiza­
tional meetings throughout the entire State. 

MEMBERSHIP & RESUMES 
With your pennission, I would like to 

talk to you about what we know is the foun­
dation of modern politics; people and money. 
And with us, it is no different. It is 
difficult to show our political muscle with­
out our members taking an active part in a 
Voter Registration Drive, walking precincts 
for Republican candidates, and providing 
meaningful volunteer "people power" to the 
Party. 

Our Membership Fee will allow us to 
become financially independent as soon as 
possible, as well as give us the opportunity 
to provide financial assistance to Republi­
can Hispanic candidates throughout the 
State. That really, is what politics is all 
about. 

In our Newsletter is a Membership Ap-. 
plication form. The success of this Coun­
cil will depend on the regular Membership 
paying their nominal dues and being more 
than nominally involved! Please fill out 
the fonns and return them to our Republi­
can Headquarters today. 

You will notice that the Membership 
~ttcation has a Resume fonn attac~. 
Being active Hi spanTCS-in the Republican 
Party is an exciting adventure! But, like 
any other successful relationshi p, there 
must be benefits going in both directions. 
Moreover, to crystalize our political pre­
sence in California as well as in Washing­
ton, D.C. we must be avaHa:ble for meaning­
ful National, State and Local appointments~ 

Therefore, 1 have created a Resume 
Oata Baal at the California Republican 
Headquarters where Resumes of our members 

will be on file to respond to the call 
of our Party when certain positions be­
come available. t can assure you the­
Republican Party is eager to make signi­
ficant appointments and we should make 
it as easy as possible for the Party '\O 
do just tnat!! Please, even if you are 
not irrmediately interested in a position, 
take a moment to complete the form and 
return it along with your Membership Ap­
plication and fee to our State Party 
Headquarters. It's important. Very 
important!! 

GENERAL MEETING IN APRIL 
Please note that I have called the 

next General Membership Meeting for Sat­
urday, April 10, 1982 at 1:00 p.m. I 
hope that it will make it easier for 
many of our people up and down the State 
to attend. A model chapter and sugges­
tions on a "how to do it" level will be 
presented to make it a little easier for 
your area councils to be in full opera­
tion as soon as possible. 

Thank you for your trust and support. 
I promise to remember that l am here to 
serve you. 

Richard A. Hernandez, State Chairman 

FIRST ANNUAL CONVENTION continued from page 1 

The afternoon session was a panel dis­
cussion focusing on the Enterprise Zone 
Program of the Reagan Administration. It 
was chaired oy Shirley Chilton, President 
of the California Chamber of Co11111erce, to­
gether with the acknowledged experts from 
across the country including Tom Hazlett, 
Professor, Dept. of Economics, C.S.U.F.; 
Stuart Butler, American Heritage Founda­
t1on, Washington, D.C.; Peter Ferrara, 
Dept. of Housing & Urban Development, 
Washington, D.C.; and Edgar Vash, American 
Legislative Exchange Council, Washington, 
D.C. . 

GUBERNATORIAL CANDIDATES APPEAR 
Highlight of the afternoon session 

was the attendance of the Republican Gu­
bernatorial candidates: Lt. Governor 
Mike Curo and State Attorney General 
George Deukmejian, as they addressed the 
Delegates to the Convention in a no-holds­
barred expression of their views. One 
could almost see the political perculator 
of the Convention Delegates starting to 
boil!! It was exciting! 

Late afternoon activities included 
Hospitality Suites hosted by the major 

Continued on page 5 
3 
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MEMBERSHIP APPLICATION 

N#IE.__.._,_ ___ ~-"'"'"t~----~--~~:--.................... -
SPOUSE NAME. __________ -.i.__ ___ _ 

RESIDENCE. _______________ _ 

TEl.EPHONE,__ _________ _.... ___ _ 

COUNTY WHERE YOU RESIDE • . 
ASSEMBLY DISTRICT _____________ _ 

SENATE DISTRICT---------------
CONGRESSIONAL DISTRICT _____________ _ 

REGISTRATION: REPUBLICAH OTH£1\i.._' ___ _. 

POLITICAL INTERESTS ______________ _ 

TYPE OF MEMBERSHIP : 
__ VOTING MEMBER $ 10.00 

ASSOCIATE MEMBER 
--(non-voting) 

__ STUDENT ME"llER 

__ SPONSOR MEMBER 

~CORPORATE MEMBER 

5.00 

5.00 

50.00 

100.00 

Please make check payable to: 

California Republican Hispanic Council 

Please return to: 

RESUME DATA BANK 

NAME __ 

RESIDEH(:E 

I . . ~TE OF BIRTH"-----
1 TELEPHONE. ___ _ 

------------~~-'ZIP ____ _ 

BUSINESS ADDRESS ·'----- TELEPHONE'------

- ---------------ZI P ____ _ 
OCCUPATION-..___. _______________ _ 

Please indicate ~low your particular area(s) of personal 
job interest: 

Legal 
-Educational 
-Law Enforcement 

Labor/Management 

Advisory 
-Military 
~ical 

Cfvil Service 

Business 
-Banking 

COllllle rce 

Education/Experience of Personal Interest or Professional 
Speci a 1 i zati on 

Membership & Participation in Republican Political & Service 
Organizations 

Willing to reloc•'te Salary Range'-----

Republican Political References : 

NAME faEPtlONE~-----

AOORESS Cl TY --------...--...... ... ----
NAM£ 1'ELEPHOME. ___ ~ 

AOORESS cnv ..... ...,.....-----
Please feel free to attach a more detailed Res1111e. 

CALIFORNIA REPUBLICAN HISPANIC COUNCIL · 4002 Burbank Blvd. • Burbank, CA • 91505 
~ 
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FIRST~ANNUAL CONVENTION continued from page 3 

State political candidates. Other candi­
appearinq included Senatorial candidates 
Congressman Pete McCloskey and State Sena­
tor John Schmitz. Candidate Pete Wilson 
sent regrets from Washington, D.C. 

Saturday activities were concluded by 
a gala reception and banquet honoring the 
Honorable John Gavin, U.S. Ambassador to 
Mexico, who detailed the diplomatic rela­
tionship between the U.S. and Mexico. 

U.S. Senatorial candidates in atten­
dance included Representatives Robert K. 
Dornan and Barry M. Goldwater, as well as 
Maureen Reagan and Ted Bruinsma. 

The perfect touch to a very success­
ful day was provid_ed by "Grease" star 
Annette Cardona, wife of the new State 
Chairman, as she sang and danced the ban 
quet audience into a musical frenzy. 

STATE CANDIDATES SHOW HISPANIC SUPPORT 
Republican candidates for Lt. Gover­

not Marz Garcia and Carol Hallett, as well 
as candidates for State Attorney General 
George Nicholson and David Stirling also 
spoke to the Convention seeking Hispanic 
support for the upcoming primary election. 

The morning session concluded with 
Alex Hurtado who related several potent 
experiences when he was the Director of 
Politics for the R.N.C. in Washington, D.C. 

The final General Session provided 
the first duly-elected statewide officers 
of the C.R.H.C. Throughout the entire 
Convention a vigorous campaign for the 
State Chairman provided the internal 
political highlight of the entire Conven­
tion. The important aspect of this Con­
vention was a solid expression of unity, 
and after the elections the unity prevailed 
as all candidates and elected officers 
offered their assistance to the newly 
elected Chairman. 

-
Front row : from left, Mark G1.1erra, Jose Deetjen, Virginia 
Leon, Alex Hurtado, Richard A. Hernandez, Back row: David 
Romero, Uvaldo Martinez and Victor Blanco . 

The First Annual Convention of the 
C.R.H.C. was concluded as the Bylaw's 
Committee Chairman Manny Quevedo succeeded 
in the formal adoption of the new Bylaws. 
The Resolution Committee successful)y 
passed Resolutions concerning: Enterprise 
Zones, English Language Classes, Veteran's 
Rights, Housing, the Republican Referendum 
and Reapportionment, plus a special Resolu­
tion co111nending Victor Blanco. 

The National importance of our First 
Annual Convention is clear when one rea- · 
lizes that attendees included Latinos 
from Florida, Texas, New York, New Jersey, 
Wyoming, Utah and Illinois. They came to 
see how California put it all together 
with plans to develop similar programs in 
their home states. 1 

Richard A. Hernandez, Chairman, C.R.H.C., Vice President George 
Bush and Annette Cardona Hernandez discuss Hispanic issues at 
the C.R.P. Convention in Monterey, California. 

THE STATE REPUBLICAN CONVENTION - MONTEREY, CALIFORNIA 
Perhaps the most si~ifieant f'ept>rt in this Newsletter is what happened at tne ReptJbli­

can Party Convefltion in MonteTeY• With the intention of immediateTy setting in mot i on the 
immediate goals of the Council, State Chairman Richard A. Hernandez led the Hispanic Counw 
cil Delegation to Mo ter y, taltf0N1ia on January 30 and 31, 198tr-

The Delegates to the C.R.P. Convention unanimously approved the State Charter of the 
C.R.H.C. on Sunday morning, January 31, 1982. 

Cliai rman Richa"rd A. ttemaftefe then addressed the e.nt'ire State Conventio outlining 
the pol itical basis and goals of the Hispanic Counci1 in a s~c~ that catti>e conserva­
tively described as one of the most movin a d exc1t "na o tite entire C~nventi.on. Not 
only was the Chairman inte'f'n.fftted s~veral t rne.s by soon a ous aopl , hut t e Del -
gates stood as one as Chairman Hernandez recetved a Sta' 1 ~ ov.ation from t e C..on en ­
tion floo~ at the termination of his speech! It was truly an historic and memorable 
occasion and those of us who were fortunate enough to be there fe 1t very proud. • 
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CALENDAR 
DATE 

APRIL l, 1982 
Thursday 
7:30 p.m. 

APRIL 3, 1982 
Saturday 
6:30 p.m. Cocktails 
8:00 p.m. Dinner 

APRIL l 0, 1982 
Saturday 
l - 4 p.m. 

APRIL 16, 1982 
Friday 
6:30 p.m. 

JULY 9 - 11, 1982 
Friday - Sunday 

EVENT 

South Bay C.R.H.C. 
Meeting 

Orange County Republican 
Hispanic Coun~il Installa­
tion Dinner/Fundraiser 
$15.00 per person 

General Membership Meeting 
All members and guests 
invited. 

(Officers meeting: 11:00 a.rn.) 

P.A;t. & Caltforni~ubl i­
can Hispanic Council of Ven­
tura Co. Western Round-up 
Dinner/Fundraiser 

R.N.C. Outreach Campaign 
Training Seminar 
$25.00 per person, includes 
some meals. 

California Republican Hispanic Council 
4002 Burbank Boulevard, Burt>•nk, CA 91SOS 

PLACE 

Club Cubanacan 
1450 W. 228th St. 
Torrance, CA 

Griswold's Inn 
1500 S. Raymond Ave. 
Fullerton, CA 

Verdugo Hills Boy 
Scout Council Hdqts. 
1325 Grandview Ave. 
Glendale, CA 

CONTACT 

Tony 
213-831-8996 

833-4700 

714-551-0286 
535-0477 

213-722-5555 
841-5210 

Joyce 
213-841-5210 

Ventura Co. Fairgrounds 
Ventura, CA 

Al Guilin 
805-525-5541 

New Otani Hotel 
Los Angeles, CA. 

Joyce 
213-841-5210 

Non-Profit Ortjan. 
U.S. POSTAGE PAID 
Burbank, CA 91505 

Permit No.234 



THE WHITE HOUSE 

WASHINGTON 

September 1, 1983 

Dear Jeff: 

Thank you for forwarding the material on 
injury compensation (or "toxic torts", as 
we refer to it). 

I would be happy to get together with you 
sometime after Labor Day to discuss this 
issue. If you would have your assistant 
contact Andrea Descoteaux in my office 
(456-2174), I am sure we can work out a 
mutually convenient time. 

Mr. Jeffrey H. Joseph 

Since rely, 

Cicconi 
Spe ial Assistant 

the Pr esident 

Vice President, Domestic Policy 
Chambe r of Commerce of the 

United States of America 
1615 H Street, N.W. 
Washington, D.C. 2 0062 
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E:R. 

Keller & Co. 
Inc. 
Member N.A.S.D. • S.I.P.C. 

April 18, 1983 

Mr. James A. Baker, III '52 
2415 Foxhall Road, N.W. 
Washington, D.C. 20007 

Dear Mr. Baker: 

Last Thursday I attended a small seminar conducted for Princeton 
students at the New York office of Tony Schwartz, the Democratic 
media consultant. As you know, Schwartz did the famous "daisy" 
commercial for Lyndon Johnson. As Schwartz noted in his book the 
Responsive Chord: 

"Probably the smartest thing Goldwater could have done 
at the time was to agree with the attitude of the commercial 
and offer to help pay for running it. This would have undercut 
the sensational. effect of it and possibly won him many votes." 

This is what lead me to write you. Schwartz told us that he had 
gotten the Pope to record an ad in opposition to nuclear arms, and 
was waiting for "the right groups to fund its use." 

My wife's grandfather, George Gallup, told me that he advised the 
President to present himself as a "man of peace." I believe that 
it is important for the President to win the public opinion battle 
both here and in Europe. To the extent that the ad campaign developed 
by Schwartz excluded the President, it could work against the efforts 
of the Administration. 

My purpose is to advise you of this, and offer to purchase the ad from 
Schwartz with the ultimate goal of using it in an ad which is designed 
to promote the President's position. At a minimum, the proposed ad 
should be stopped, as it is clear that Schwartz is not supportive of 
the Administration and its airing by nuclear freeze groups could be 
quite harmful. 

During the summer of 1980 I worked for your predecessor, Jack Watson, 
and as head of the Princeton University Democrats I won the campus vote 
for Carter. But I am now a supporter of the President and would not 
like to see the short-sighted nuclear freeze proponents succeed • 

26 Broadway, Suite 11 98 New York , New York 10004 

(2 12) 509-1199 (914) 528-5500 (609) 586-5996 



page 2 
Mr. James A. Baker, III, '52 

If I can be of further assistance, please let me know. I have 
enclosed a copy of The Responsive Chord. 

Sincerely yours, 

f)M.tl~fl-
Eric R. Keller '81 

ERK/dpt 

Enclosure 
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THE WHITE HOUSE 

WASHINGTON 

August 9, 1982 

Dear Jack: 

I want to thank you for forwarding a copy of Alan Reynolds' 
article, "Monetarism on Trial." While I have not yet had 
a chance to read it, I intend to do so as soon as time 
permits--it looks quite interesting. I have also sent a 
copy of the piece to some of our staff experts for their 
review. 

I look forward to discussing the article with you soon. 

Sincerely, 

The Honorable Jack Kemp 
U. S. House of Representatives 
Washington, D. C. 20515 

Baker, III 
Staff and 

Assistant to the President 

/5 ~,g,rr-r ~s­
~~ ~~~~? 

z~~~~ 



THE WHITE HOUSE 

WASHINGTON 

August 9, 1982 

MEMORANDUM FOR ERIC HEMEL 
I 

FROM: Jim Ciccono-

SUBJECT: Article "Monetarism on Trial" (attached) 

The attached article by Alan Reynolds was forwarded to Jim 
Baker by Jack Kemp, along with a request for Baker's views 
on it. An interim response is being sent, a copy of which 
is also attached. 

We would appreciate it if CEA could come up with a short 
analysis of the article that Baker could use as talking 
points in a conversation with Kemp. 

Thank you. 



· ~ . ··" 



. . ... 

DOCUMENT No. 085342 po 

·OFRCE ·OF Poucv·DEVEL.oPMENT : . 

STAFFING MEMORANDUM 

DATE: __ 7_/_29 .... /_8_2 --- ACTION/CONCURRENCE/COMMENT DUE BY: _ F_Y_I _______ _ 

SUBJECT: ____ o_ra_f_t __ Re_s_po_ n_s_e __ fo_r __ ie_t_t_e_r _f_r_om __ J_a_ck __ K_em_p __________________ ~------

-
~o do ~cu. weu\i- t-o ~ 

HAI ~ ~: ~ b. W~~d -t-D ARQ ,·T. 

:~:cl-\- W.ll ~ -ta ~ M--~ w/ C\1'tA'A­

sA1 ~-h+u_.... 
BOI 

BR' 

CAI 

DE~ 

FAI 

FERRARA 

GUNN 

B. LEONARD 

MALO LEY 

MONTOYA 

SMITH 

UHLMANN 

ADMINISTRATION 

Remarks: 

Please return this tracking 
sheet with your response. 

0 

0 

0 

0 

Cl 

D 

0 

D 

D 

D 

D 

D 

D 

· D 

D 

D 

/ James Baker rrr 

; 

:TION FYI 

D 0 

0 0 

0 0 

FORMATION 

0 0 

0 0 

0 0 

0 D · 

0 x 0 

0 D 

D D 

D D 

D D 

D D 

0 D 

D D 

Edwin C.. Harper 
Assistant to the President 

for Polley Development 
(x6515) 



THE WHITE HOUSE 

WASHINGTON 

July 28, 1982 

Dear Jack: /1 
/ 

Thank you for y ur recent letter enclosing Alan "Reynold~' 
article, "Monetarism on Trial." I certainly share the desire 
expressed in your ha d written note that "this president be the 
first conservative pr sident in fifty years to succeed in 
stabilizing full emplo ent and price stability." Accordingly, I 
approached Alan's artic e with heightened interest. 

I was not disappoint~Q, and found the article to be the most 
complete analysis of monetarism that l have seen recently. In 
particular, I thought Alan did an excellent job in detailing the 
problems in trying to measure the ~conomic variables in the real 
world that are essential to implementing policy on a day-to-day 
basis. He makes quite clear th~/ problems associated with 
measuring the appropriate monef aggregate and keeping track of 
velocity in light of recent ijn~~ations in financial instruments 
and banking technology. ; 

I 
Alan's prescription foi a pri~ rule follows from his 

conclusion that monetaris~ has not been translated into adequate 
policies. Given the comPlexities associated with drawing 
conclusions from the economic data m~ntioned above, I am not 
convinced that a pric~· rule could be implemented with a great 
deal more success. .rn any case, the 4ticle was both informative 
and thought provokirig, and I appreciat~your sharing it with me. I \\ 

~ Sincerely, ~ 

The Honorable Jack Kemp 

James A. Baker III 
Chief of Staff 

2235 Rayburn House Office Building 
Washington, D.C. 20515 



7/28/82 

TO: 

FROM: 

THE WHITE HOUSE 

WASHINGTON 

JAMES ~ 
ED HARPER 

Attached is a draft response to Jack Kemp 
on his recent letter to you regarding 
Alan Reynold's article "Monetarism on Trial. " 

EDWIN L HARPER 



----- - - - -

7/20/82 

Emily: 

--- - - -

THE WHITE HOUSE 

WASHINGTON 

Would you please have someone on Ed 
Harper's staff draft an appropriate 
response for Jim Baker to the attached 
letter from Jack Kemp? I'd appreciate 
it if you would run the response by 
Ken Duberstein before you return it to 
me. 

JAB asked if this request could be 
expedited, please. 

Thanks. 

KC 

KATHERINE J. CAMALIER 
Office of James A. Baker III 
456-6797 
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NATIONAi.. SECURITY AND VETERANS 

ECONOMIC POLICY AND PRODUCTIVITY 

TAX POLICY 

Mr. James A. Baker, III 
Chief of Staff 
The White House 
Washington, D.C. 20500 

Dear Jim: 

July 12, 1982 

The persistence of high interest rates and the failure 
of monetary policy are unquestionably the most pressing 
unresolved problems facing our economy. And since the failure 
of monetarism to work as advertised in lowering interest rates 
is causing such vast economic problems, it has become the 
premier political issue in 1982 as well. Obviously, the first 
order of business must be to correct what's wrong with Federal 
Reserve Policy. 

I hope you will read the enclosed article by economist 
Alan Reynolds, a former monetarist who explains exactly what 
monetarism tried to accomplish and why it has failed. Reynolds 
also points to the only viable alternative for monetary policy: 
a "price rule." 

The future of the American economy depends on an under­
standing of the monetary issue by those who are responsible 
for our nation's economic policy. Therefore I urge yo u to 
read this cid and i ortant article. And I' d like to hear 
what you a out it. 

truly yours, 



THE WHITE HOUSE 

WASHINGTON 

July 28, 1982 

Dear Jack: 

Thank you for your recent letter enclosing Alan Reynolds' 
article, "Monetarism on Trial." I certainly share the desire 
expressed in your hand written note that "this president be the 
first conservative president in fifty years to succeed in 
stabilizing full employment and price stability." Accordingly, I 
approached Alan's article with heightened interest. 

I was not disappointed, and found the article to be the most 
complete analysis of monetarism that I have seen recently. In 
particular, I thought Alan did an excellent job in detailing the 
problems in trying to measure the economic variables in the real 
world that are essential to implementing policy on a day-to-day 
basis. He makes quite clear the problems associated with 
measuring the appropriate money aggregate and keeping track of 
velocity in light of recent innovations in financial instruments 
and banking technology. 

Alan's prescription for a price rule follows from his 
conclusion that monetarism has not been translated into adequate 
policies. Given the complexities associated with drawing 
conclusions from the economic data mentioned above, I am not 
convinced that a price rule could be implemented with a great 
deal more success. In any case, the article was both informative 
and thought provoking, and I appreciate your sharing it with me. 

The Honorable Jack Kemp 

Sincerely, 

James A. Baker III 
Chief of Staff 

2235 Rayburn House Office Building 
Washington, D.C. 20515 
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Dear Jim: 

July 12, 1982 
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The persistence of high interest rates and the failure 
of monetary policy are unquestionably the most pressing 
unresolved problems facing our economy. And since the failure 
of monetarism to work as advertised in lowering interest rates 
is causing such vast economic problems, it has become the 
premier political issue in 1982 as well. Obviously, the first 
order of business must be to correct what's wrong with Federal 
Reserve Policy. 

I hope you will read the enclosed article by economist 
Alan Reynolds, a former monetarist who explains exactly what 
monetarism tried to accomplish and why it has failed. Reynolds 
also points to the only viable alternative for monetary policy: 
a "price rule." 

The future of the American economy depends on an under­
standing of the monetary issue by those who are responsible 
for our nation's economic policy. Therefore I urge you to 
read this cid and im ortant article. And 

truly yours, 

11 a 
K p 

I 

r of Congress 



<rongrtssional 1Rtcord 
United States 
of America PROCEEDINGS AND DEBATES OF THE 9 7th CONGRESS, SECOND SESSION 

Vol 128 WASHINGTON, TUESDAY, JUNE 15, 1982 No. 7' 

House of Representatives 

WHY TODAY'S MONETARY 
POLICY IS A FAILURE 

ALAN REYNOLDS-THE 
FAILURES OF MONETARISM 

..-'the value or "price" of the dollar and 

The SPEAKER pro tempore. Under 
a previous order of the House, the gen­
tleman from New York <Mr. KEMP > is 
recognized for 40 minutes. 

Mr. KEMP. Mr. Speaker, as Alan 
~Reynolds argues in a forthcoming arti­

cle in Policy Review, monetarism is on 
trial. U.S. monetary policy has been 
uru;atisfactory at least since the 
United States effectively suspended 
the postwar Bretton Woods system in 
1971. Yet Keynesians and monetarists 
alike had argued that this would free 
the Federal Reserve to pursue the goal 
of domestic employment without caus­
ing inflation. Obviously, that did not 
happen. After a decade of inconvert­
ible currency, the United States expe­
rienced higher unemployment, infla­
tion, and interest rates than at any 
time since the Great Depression. 

In the final analysis, monetary 
policy can target only one of three 
things: The nominal interest rate, the 
supply of money, or the value of 
money. The monetarists argued that 
our problems stem primarily from the 
Keynesian plan of targeting interest 
rates, which resulted in inflation. So 
in October 1979, the Federal Reserve 
changed its official policy from an em­
phasis on targeting interest rates, to 
targeting certain measures of the 
quantity of money-especially the one 
we now know, after four definitions, as 
M,. While the rate of inflation has de­
clined, there is a growing doubt among 
many economists that monetarism is a 
useful policy on a continuing basis. 
Never before have we experienced in­
terest rates of more than 20 percent 
under both a Democratic and a Repub­
lican President, each following vastly 
different fiscal policies. Never in the 
history of the business cycle have we 
suffered two back-to-back recessions in 
2 consecutive years. Never have we 
seen such volatility in interest rates as 
we have seen since the current policy 
began in October 1979. 

As I have argued before, the trouble 
with monetarism is that if the central 
bank targets the supply of money, it 
must permit the value of money and 
interest rates to fluctuate with every 
change in the demand for money. 
Leaving aside the question whether 
such a policy is technically possible, 
monetarism forces the real economy 
rather than the banking system to 
bear the burden of adjustment to 
every change in demand. The burden 
of adjustment falls on employment, 
production, and investment. One 
result of this increased instability and 
uncertainty is permanently higher 
reai interest rates. Obviously, this is 
not a proQfom that can be addressed 
by fiscal policy. 

. , .. 

, J believe we should return to the 
classical monetary policy of targeting 

letting the quantity nuctuate. For 
most of the period from 1792 to 1971, 
the dollar was defined as a precise 
weight of gold. and was convertible 
into gold. Only since 19'11 have we ex­
perienced such severe chronic peace­
time infiation and high interest rates. 
The record is clear that only restoring 
such a price rule can restore the condi­
tions necessary for the fullest possible 
employment of resources at stable 
prices. 

Alan Reynolds' article is the best 
effort I have seen to explain what 
monetarism tried to accomplish, why 
it has failed In every country where it 
has been tried, and why it can't pro­
vide a practical monetary policy. I 
think his article la especially effective 
because, having been a monetarist 
himself, Reynolds knows the move­
ment thoroU&hlY, and can speak with 
a combination of sympathy for its 
11oals and a firm confidence about its 
shortcomings. I commend this excel­
lent article to my colleagues: 

MOJn:TAJUSll OS TUAI. 

<By Alan Re111olds> 
In the entire history of 'Um countr)', 

before 1968, lona-term Interest rates were 
never above M percent. Since then. howev­
er, Interest rates have tripled. Young people 
now think It is perfectly normal that mort­
gage rates can only 10 UP-a& they have In 
every slnale year since 1972. 

Something terrible happened to the econ­
omy after 1968, aot even worse after 1972, 
and deteriorated Into acute staanatlon after 
1979. There hu been vtrtually no lncrea.se 
In real output per employee for nearly a 
decade. World trade ~ by 7 percent a 
year for 25 years before 1973, but was cut In 
half since then <actuall7 falllna 1 percent 
last year>. 

It is time to retrace our stepa, to find out 
what went wrona. 

Advice from the familiar economic expert.a 
will not be better than It has been. A 
Keynesian adviser to J.F.K. now argues that 
budget detlclts force the Federal Reserve to 
print less money; a founder of the rational 
expectattorui schools says deficits force the 
Fed to print more. The head ot a huge fore­
casting empire. built upon the Idea that 
deficits stimulate Investment. now casually 
argues the exact oppQllite. The monetarist 
economist for a New York Investment bank 
says the Fed Ls doing such a great Job, that 
inflation and Interest rates must be due to 
fiscal policy after all. An lvY League profes­
sor, who has always argued that a.ny infla­
tion was a trivial price to pay for the low 
untmployment that would surely result, is 
now solemnly interviewed about what to do 
about inflation. The fiscal expert at a 
conservative think ta.nit says deficits will be 
inflationary unless inflation shrinks them. 
A prominent monetarist who has always em­
phasized long-run trends 1n M-, now worries 
only about 10-week wiggles in M,. 

To uncover the source of change. it is 
useful to look at what has stayed the same. 
Federal tax revenues rose by '5.8% in 1981-
far more than the incomes of taxpayers. 
Marginal tax rates are still going up, not 
dov1m. 1 Does anyone really believe that the 

Footnotes at end. 

economy would have performed better if 
the tax collector had IP'&bbed an even Iarser 
share? Nondefenae spen~ will be at leut 
17.t percent of GNP In fl8cal 1982, up fr6m 
15.9 percent In 1979. Would anyone aerloua­
ly arsue that recesston could have been 
avoided 1f the O.M.B. had only let federal 
spendlna drift even higher? 

No, the problem is monetary, not fl8cal. ~ 
Por all practical purposes, "Reaaanomic:a" 
means whatever the Federal Reserve is 
doing. U Interest rates were remotely close 
to historical normality <namely, 3-11 per­
cent>. the budget would be In SUllllua. In 
fact. there is substantial evidence that ex­
pected lnflatlon causes bw:laet deficit.a 
rather tban the other way around.• 

The media would have us believe that 
"Wall Street" ls not concerned about mone­
tary policy, but only about deficits. Polls of 
dmens of lnstltutlonal Investors by Oppen­
heimer and Polyconomics, however, Indicate 
that t.hJa is overwhelmJnaly untrue. Por­
tune'• poll of executlves says the same. 

Barton Btns. the manae!nc director of 
Moraan Stanley, recently described mone­
tarism aa "the God that failed." Be reprint-
ed a February 22 letter from Peter Vermi· 
lye, Chief Investment Offlcer at Citibank. 
saytna "the level of Interest rates la a better " 
barometer of tlahtnesa than the arowth of 
the money supply In t.hJa era of confllctlna 
monetary currents." The economist.a at 
Morgan Stanley and Citibank are staunchly 
monetarist, but those responsible for Invest­
ments are not. 

Many other Wall Street traders and 
economists have long been extremely critl­
cal of meontarlsm, Including Henry Kauf­
man of Salomon Brothers. Georae McKln· 
ney of Irvine Trust, Peter Ganelo of Merrill 
Lynch, and Edward Yardeni of E. F. Button. 
The widely-read Morgan Guaranty Survey 
<of February 1981> wrote the the natlon 
"would be ill-served by rigid mechanical 
monetarism." 

The widely-cited budget deficit problem." 
says Maury Barris of Paine Weber, "is due 
Importantly to Federal Reserve policies that 
keep Interest rates high." "Until such time 
as the Fed abandons monetarism." saya 
David Levine of Sanford Bernstein. "our fl· 
nanclal markets will be In disarray."• These 
are not uncommon views on Wall Street, 
though the media decided that this news is 
not flt to print. Instead, we hear the Ame 
tired voices agonizing over the budgetary 
consequences of monetary disorder. 

This Is not the first time that the United 
States has contemplated a fiscal cure for a 
monetary crisis. The huge tax tncreues of 
1932 and 1968 demonstrated that it does not 
work. 

Today's monetary crisis Ls not new, but It 
has escalated Into risky territory. The entire 
dollar economy worldwide is dangerously 11· 
liquid. precariously dependent on short­
term debt. Long-term financial. markets are 
moribund. People, and the Institutions en­
trusted with their savings, are unwilling .to 
commit funds for long-term uses. Nobody 
trusts the money. Interest rates are held up 
by the rising risk of default right now, and 
by the risk of renewed inflation in the 
future. 

We have the worst of two worlds: Much of 
the nation is experiencing deflation while 
expecting a.n inflationary "solution." By 
April 1982, most indexes of commodity 
prices were at least 15-20 percent lower 
than a year before. Cotton was do\\-n about 
2.5 percent-the same as in 1932-aluminum 
prices were down even more. Even the broad 
Indexes of producer and consumer prices 
had posted some monthly declines. Eo;en a.s 



the old rruard was chanting that budget so the Influential Chicagoite Henry Simons 
deficits cause lnfiation. inflation aaain went redefined "laissez-faire" as strict legal limits 
way down 1,11 the defldt went UP-Just as in on the size of corporations and pawer 
19'15, or 1933. u.utona. 

Yet even falling prices fail to persuade To Si"llona. the "utter inadequacy of the 
bond buyers that they will not be exploited old aolc. standard ••• aeema beyond lnteW­
once aaain by future inflation. Indeed, the gent dispute.'' The experts would simply 
more that current price Indexes are "desiin and establish with irreatest inteW­
squeezed by forcing producers Into bank- gence" a "define mechanical set of rules" 
ruptcy, the more 11.tely an inflationary bail- for money. Simons' modest propasal in­
out becomes. Existing monetary techniques volved "above all, the abolition of banldnc. 
can thus depress measured Inflation for that Is, of all special Institutional arr&n1e­
even a year to .two without makinr a serious ments for flnanctnr at short-term • • • U 
dent In expected Inflation. Trouble in long- such reforms seem fantastic, It may be 
term markets requires a long-term solution, Pointed out that, in practice, they would re­
a credible set of monetary Institutions to quire merely drastic llmltatlon UPoD the 
protect the purchaslnr power of the dollar. powers of corporations <which II eminently 

Sell1nc what exists at falllnr prices does desirable on other, and equally Important, 
not necessarily make It easier to produce ll'Ounds as well>.''• 
more at stable prices. Liquidation of lnven-· The Idea of a fixed rate of growth of the 
tortes. commoditlea, assets and real estate money supply ortrtnated in 192'7 with the 
has depressed current price Indexes. but It even more interventionist left-wlnr of the 
baa alao raJsed the cost of llvlnr In the "Chicaro School", namely Paul Douglas. 
future. The value of lifetime savlnrs has Dourlas <later a Senator> was then quite ex­
fallen so people will have to work harder In cited about a "planned economy" and 
the future to attain any expected standard "public o\\"Dershlp", and even called himself 
of Uvina. That makes the future look rela- a sodallst. • 
t1vely rrtm. causinr people to prefer present "The obvlowi weakness of fixed quantity," 

./ consumption. In this aituation, providing responded Simons, "as a sole rule of mone­
added tax incentives to save will not finance tary pollcy, lies in the dang~r of sharp 
future productive capacity, because any ~hanges on the velocity side. Moreover, 
added aavtnp remains in the short-term the abundance of what we may call 'Dear 
money market. "moneys'," Simons wtseJ.y added. creates a 

The problem ls that the United States has "difficulty of deftntnr money in such 
no Ions-term monetary policy at all-noth- manner as to live practl~ s18nlflcance to 
1.ng that Inspires confidence. Instead. the the conception of quantity. Just u Simons' 
nation alternates between robbina lenders solution to blr business was to make It ll· 
with inflation and b&nkruptl.ng borrowers legal, his solution to free financtal markets 
with deflation. There ls no •·ay of knowing was to make them Weral too. Then a quan-

11 tlty rule mtrht work. 
which comina next, so activtties requtrtng By 1948 Keynes had Infected .even Chlca-
Ionr-term. ttnancl&l contracts are severely ro. as ah~wn by ·Mllton Friedman'• "ll4one-

"rat.rlc:ted. There ls no unit of account that tary and Flllcal Framework for Economic 
la expected to hold ita value over decades. StabWty," That proposal was to run budget 
and therefore little posatbWty of buildina deficits In recessions and "the monetary au­
for the future by borrowtns aaainSt expect. thority would have to adopt the rule that 
ed future earntnra. the quantity of money should be Increased 

No indextna scheme gets around the prob- oniy when the rovernment has a deficit, and 
lem of unpredictable money. A household then by the amount of the deficit.'' The 
cannot budget for the future. for example, budget could be balanced over the cycle, or 
If monthly mortgage payments can vary In lead to " a deficit sufficient to provide some 
waya that Income may not. specified secular Increase in the quantity of 

l\4onet.arlsm was fun when It simply in- money." 
volved second-ruesslna the Ped. The self-ap- Some mtrht worry said Professor Frted­
pointed ··shadows Open Market Commit- man, that "explicit ~ntrol of the quantity 
tee" would solemnly announce \hat there of money by aovernment and explicit cre­
was too much or too little money, without atlon of money to meet actual government 
assumlnr any renutne responslblllty. deficits may establish a climate favorable to 

Thlnp are different now that prominent Irresponsible rovemment action and to in· 
monetarists are In positions of rreat author- nation." "Thia danrer," he added, "can 
tty. Monetarists can and do Influence the probably be avoided only by movlnc In a 
Fed now. and are even In a position to pro- completelJ different direction, namely, 
p~e swee;>ins monetary reform. Jegjslatlon toward an entirely metallic currency, eliml­
or lntematlonal conferences. Instead, we nation of any rovemmental control of the 
stW get the habitual second-ruesslnc. The quantity of money, and the re-enthrone­
Republlcan section of the late8t Joint Eco- ment of the principle of a balanced 
nomlc Report, for example writes: ••Looking budget."• By implication, that was still 
back, It would have been better If money beyond "lntelllgent dispute". Needlr:;s to 
had grov;n closer to 5 or even 6 percent per say, the nation did not move In the lattl'r di­
year in the second and third Quarters of rectlon, nor did Friedman ever reall~ advise 
1981 Instead of at annual rates of 3.6 and 2.9 It to do so. 
percent." Such retroactive fine-tuning 
ser.re~ no useful purpose. The bond and 
mortgage markets did not collapse o\·er the 
pa.st decade because money growth •·as one 
or two percentage point3 too slow for six 
months. 

FOUNDERS or MONETARISM 

It can. of course. be argued that what we 
are experiencing is not genuine monetarism. 
When reality fails to live up to the promise 
of theory, it is always the fault of reality. 
Since October 1979, when the Fed did most 
of what the monetarists advised, interE>st 
rates, M, and the economy have gyrated 
v•ildly. The monetarist response is that thE' 
problem orl1iinated with lagged reserve re­
quirement., in 1968. or the Fed should have 
stepped even harder and faster on monthly 
ups and downs of M, <e.11 .. pushed the Fed 
funds rate higher In January 1932, when M, 
surged>. 

Is there any example of monetarism any. 
where that ever v.-orked? Some point to 
Swit<:erland, where M, rose 23 percent in 
1978, fell 7 percent last year, and has been 
far more erratic over short period.; than In 
the U.S. Switzerland has a gold cover on its 
currency. Others point to Chile, where they 
stopped hyperinflation by using fixed ex· 
change rates. France tried a quantity rule 
from 1919 to 1925, but it blew up with a 50 
percent inflation rate. 

But the fawt runs deeper than the Utopi· 
an nature of monetarism. The fault Iles In 
the deliberate demolition of proven monr.· 
tary lnstltutlor.s <of th'!! sort now used In 
Switzerland and Chile> for the sake of hypo­
thetical quantity rule that has never been 
put Into practice. 

This requires a brief digression Into the 
development of monetarist policy proposals. 
The early "Chicago Sch,ool" of economics, 
around 192'1-74, may have been more favor­
a.bly inclined toward free markets than Har­
vard, but not much. Like most academics, 
the early Chicagoans '111.'ere Intimidated by 
the Intellectual consensus of the day. It was 
thus conceded that Industrial and labor 
markets were largely monopolized and rigid, 

By 1962, in the magni!lcent Capitalism 
and Freedom, budret deficits no lon11:Pr 
worked to stablllze demand. The task had 
become one of stPertng between the Scylla 
of a gold standard and the Chan·txlls of 
wide discretionary powers. Professor Fried­
man initiated the caricature of an "honest­
to-goodness rold standard in which 100 per­
cent of the money consisted literally of 
gold." Since that sort of standard ls Indeed 
ridiculous. Friedman Instead suggested rais­
ing M, by 3-11 percent every year. With prac­
tice, however, "we might be able to devise 
still better rules, which would achieve even 
better results.'' ' This was a return to Paul 
Douglas, neglectlnr the doubts of Henry 
Simons and Frank Knight. 

On January 1, 1968, Milton Friedman 
wrote "We should at once stop pcggtnr the 
price of gold. We should today as we should 
have yesterday a.nd a year ago and ten years 
ago and In 1934-announce that the U.S. 
will no longer b11Y or sell gold at any fixed 
price-That would have no adverse econom­
ic e!fects-<fomestlcally or International­
ly.'' • The advice was taken that March. 

Friedman later acknowledged "direct 
links" between his views and those of Jacob 
Viner. quoting Viner as sayir.g, "if the mere 
cessation of gold JJa:vment.s did not suffice to 
lower substa.'ltl2.JIY the International pur­
chasing power of the dollar I would recom­
mend Its accompaniment by Increased gov­
ernment expenditures financed by the 
printing press." • 

When the term ••monetarism" was coined 
by Karl Brunner In 1968, lt represented a 
healthy backlash against the excesses of 
fiscal fine tuning. Yet monetarism too was 
part of the Keynesian tradition of demand 
management. The tools would be different, 
but the objective was still to manage the 
rate of growth of aggregate demand, whr.th­
er over short or longer periods of time. 

Early monetarists were oftt>n quite activist 
demand-slders. John Culbertson, In 1964, 
argued that the U.S. should "give up our 
self·lmposed constralnt.o;" and "make an end 
of monetary restriction." By breaking all 
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11.nks with gold. said Culbertson, we could 
safely pursue a "moderately expansive" 
Polley of increa.sinr the money aupply 
"somethlnr like 8 to 8 percent." All unem­
plfiyment came down to o& percent we ml(ht 
then print a bit l· '21.ie 

Some monetariSts still cannot resist otrer­
inr advice for fine-tuntna the growth of 
money to achieve some cyclical smootbinf. 
Robert Hall <who Joined me aa a member of 
President Rearan's lnfiatlon task force 
before the election> wanted to increase the 
money supply at a 20 percent rate for at 
least six months in late 19'16.' 1 

"The year 19'13.'' notes Robert Gordon, 
"represented the hlrh-water mark of mone­
tarism. "18 By then, all of the old-fashioned 
.obstacles to scientific demand maruLge1Dent 
had been toppled. The U.S. took the silver 
out of coins In 1964, lifted the gold cover on 
Federal Reserve notes In 1985, set the rold 
price free In March 1968, reneged on con­
verting foretrn dollars into gold on August 
15; 19'11, and officially embracea noatinr ex· 
change rates in March 19'13. 

The monetarist.a cheered. They had pro­
vided the Intellectual rationale for the dem­
olition of all Institutional constraints on 
monetary policy. There was a promise to re­
place the old rules with new rules, but It has 
not happened. What happened ls that rules ./ 
were replaced by random whim. 

Henry Simons was rtrht in 1936' to prefer 
rules to discretion, but wrong to propose an 
alternative that could only work If nows of 
money and credit could somehow be tlrhtly 
regulated. 

"The defects ot monetarism." writes 
Samuel Brittain, "are that It concedes too 
much power to official Intervention, under· 
rates the Influence of com:>etltion In provid· 
Ing money aubstltutes. and takes official sta· 
tlstlcs far too · much at their face value. 
Frledmanites are often very rood at analyz­
ing how controls and regulations in the 
economy renerally will be avoided or will 
produce unintended eifects quite different 
from those their l))Onsors desire. But too 
often they evince a touchinr faith in rov­
ernment In their own special sphere:•u 

f llEAIUJllGLl'.SS lllOJllET 

l\4onetar'.sm la properly a mentod of anal­
yal.s or prediction, not a policy. No particu­
lar policy necessartly follows from a mone­
tari&t view of the world. Monetar!sts have 
fa.vored a wide variety of policies, lncludinr 
some sort of commodity standard. 

The meteoric rise of monetarism had 
much to do with Its simplicity, and to the 
persuasive talents and personal charm of ltl! 
maJor salesmen. 

Monetarism berinl wt!!l a seductive tau­
tolon: The rate of growth of spending or 
"demand" <nominal GNP> depends on the 
rate of arowth of money <M> plua velocity 
<V>. Convertlnr the old quantity equation 
into annual percentare lncrea.aes, then 
l\4±V=ONP. 

U we could count and control M, and If we / 
could predict velocity, then we would reach 
the Keynesian heaven of m:i.naging "aggre­
rate demand." And If we could also predict 
how much of that rU;e in GNP would be real 
rrowth and how much would be lnflaUon, 
then we could use all th13 to "control" infla­
tion. The only trou1>Ic ts that nobody can do 
any of those thlnp. Even if anyone could, 
there ls no reason to suppose that these de­
vices would actually be used to avoid Infla­
tion or deflation. 

Basically, the goal of managed money is to I 
control $3 trtlllon in annual spendi."lg 
through periodic adjustments In about $45 
blllJon of bank reserves. Not an easy task. 

First of all, what ls money? In March 
19'19, the Shadow Open Market Committee 
noticed that "there ls now a large and rapid­
ly growinr volume of financial assets not 
subject to celllnr rates on deposits ... and 
In some cases not subject to reserve reQulre­
ments.'' By February 12, 1982, one member 
of the Shadow Committee, Erich Heine­
marm of Morgan Stanley, was showing more 
concern: "The Improvements In the mone­
tary definitions are unfortunately minor in 
comparison with the more fundamental con­
ceptual problems associated with measuring 
money. To what extent are household 
money market mutual fund share11 transac­
tion or savings balances? Are Institutional 
holdings of overni1iht RPs or overnight Eur­
odollars transaction balances since they are 
available each morntnc for spending? Are 
Institutional holdings of marketable and 
highly liquid short-term credit instruments 
such as Treasury bills, certificates of depos­
it, and banker's acceptances so easily con­
vertible Into transaction balances that they 
should be so treated? If we exclude them 
from transaclion measures. such as M,. are 
we missing a large and Important source of 
corporate liquidity? And why should hold· 
ings of Treasury b:lls, which are more liquid 
than CDs, be Included In L. while CDs are 
included In M,? The questions go on and on, 
and few of them can be answered unambi­
guously. The questions linger, and the qual­
ity of virtually any definition of money re-



malns uncertain. In this context, the redef• 
lni~lons are minor refinementa in the hope· 
lesaly difficult task of measurt11g money." 

Tbese sorta of doubts have often marked 
the beilnnlns of the end of confidence that 
controlll.ns some arbitrary measure c.: 
moQey la a practical way to emure Its value. 
At the end of 1975, I wrote a paper for 
ArlWS Research on "The .Increasinr Irrele­
vance of Ma.'' In 1979, when some prominent 
monetarlata were aaJ'inr that money rrowth 
wu too alow, I wrote <with Jeffrey Leeda) 
that failure to count money market funds 
and repurchue agreements wu underatat­
lna the slx·month rate of money rrowth bf 
more than aeven percentage points.,. 

Peter Canelo, a top bond analyst at Merlll 
Lynch, likewise became disillusioned about 
monetarism thrOurh bJa enormoualJ' de­
tailed weekly reports on what the vartoua 
Ma really mean. Lately, PhUlfp cacao of Co­
lumbia, one of Friedman's first and best 
proteges, bu expressed slmUar doubts." 

On October 6, 1979, the Fed essentially 
announced that ·It would let Interest rates 
approach lnflnitJ, If necesaary, to alow the 
rrowth of bank reserves and Ma. The C. J. 
Lawrence surveJ of bond manarers' fore­
cuta for lone-term rovernment bond :vtelds 
went from 9 percent on September u. 1979 
to 12.3 percent In five montba. 

Now, there la no question that hfrh Inter­
est rates can drive mone1 out of Ma and 
bank reservea, bUt that also raises velocitJ. 
At hfsh Interest rates there Is a powerful Jn. 
centlve to keep as little money as possible ID 
M, deposits, which P&J' little or no Interest. 
Banta have an equalb' powerful Incentive to 
uae "llabWt1 management" to make the 
m08t loam with the leut required reserves, 
lince reserves at the Fed earn no Interest. 11 

MoneJ·market funds have been more than 
doublinl ID l1ze each year and, at about 
1160 bllllon. are much J.arrer than the entire 
ltoclt of currenCJ'. You can write checU on 
m08t of these funds. or transfer to a check· 
Ina account with a phone ca11. Overnllht re­
purchaae arreement.s and Eurodollan UIU&I· 
IF exceed $40 bDllon. and are curt~ 
lumped tocetber with 1-Jear cert1ftcats In 
14 Such cub manqement devices have 
onlJ been atsniflcant for two or three Jean. 
makinr the old bJatorical relatlonablpa 
<auch u postwar ·velocitJ ''trends") quite 
auapect.'' 

\ 

MasterCard plans of offer a "sweep ac­
count" for small depositors, where check 
beJencea are kept within a desired ranee, 
and &DJ excesa or shortace Is moved around 
from mone1 market fundl or other near­
monies. U the Fed counts demand deposit.I 
at the wrons time of the daJ, theJ milrht· 
not find much. There are o.ther devtcea on 
the horizon like CDs with check·wrltlnl 
prtvlleces, checa on Visa cards. retail repur-

\ 

cbue acreements. etc. The whole Idea of 
meuurlDI M II rrowtnc more obsolete bJ 
tbedaJ. 

The Fed makes the rules of the monetar­
fat pme, becauae the Fed defines the Ma. 
The definition bu chansed four times llDce 
late 1978. How could any long-term rule be 
formulated In terms of a quantltJ of money 
when the definition of mone1 Is neceimarilJ' 
aubJect to continuous chanse? 

MoneJ numbera are also constantlJ re­
vised. In earlJ' 1982. we flnallJ' learned that 
a 1.4 percent rate of decline ID Ma ID the 
previous MAJ' wu rea1b' a 10.8 percent rate 
of decline; a 14.5 percent Increase In Novem· 
ber turned out to be 10.1 percent. How could 
the Fed posslblJ stablllze Ma before anyone 
knows how much It rose or fell? 

High Interest rates drive moneJ out of Ma 
Into lnterest-eamlnl. hfshiy-llquld devices 
that have little or no reserve requirements. 
So neither Ma nor reserve argreptes <the 
bue> have the same meaning u theJ did 
when Interest rates were much lower. Most 
of the financial Innovations are roughiJ 
counted In Me or M.. but those measures 
also contain much larger amounts of lonrer· 
term savlnp, 

A fall in Interest rates might well Induce 
people to keep more of their Income In Ma, 
but that ahift from M. Into M, might not be 
lnflatlonan. An lncreue ID real output 
would raise the need for cash to finance 
more transactions, but supplylns that 
demand would not be lnfla.tlon&rJ. A ~ ID 
the aaviDP would probablJ Increase M., but 
that too would not be lnflatlonarJ. It de­
pends on real arowth and velocity. 

In the fourth quarter of 1981. the Interest 
rate on 3-month T-bfils fell from 15 percent 
to 11.1 percent. The arowth rate of 9M., 
which Is dominated by Interest-sensitive In· 
lt.l'Uments, alowed from 11.2 percent to 9.2 
percent. The rrowth of M., which Is discour· 
qed bJ hirh rates. rose from zero to 5.7 
percent. The monetarJ' bue slowed down. 
What doea all tbJa mean? Not much. 

~ Monetarlsta stfil can't decide on a mean• 
lnaful and controllable measure of money. 
PhUllp Cagan of Columbia and David 
LaJdler, of Western Ontario stronrlJ favor 
M.. The St. Louis Fed and Robert Wein· 
traub of the Jolntr-Economlc Committee are 
R1cklDc with Mr. Allan Meltzer of Camer!e­
Mellon seema to be leaning toward the mon­
etarJ' baae. Milton Frledmaa used M. last 

year to show that mone1 arowth had not 
slowed down. but uses M, tbJa year to show 
that moneJ rrowth bas not been steady. 
It makes a lot of dlffer:?nce. It should be 

obvious that h1sb lntereist rates artlflclally 
depress Ma and raise It.I velocity, that the 
monetary bue lbon almost no predictable 
relationship to anJthiDr ID the put two 
years, and that broader anrentes are not 
controllable bJ the Fed. 18 Besides, the 
broader anrerates <Me and M.> have been 
speedlna-up ID the last Je&r or two, 80 the 
traditional Prledmanlte lone i... with Me 
point.a to more Inflation ahead while Ma or 
the bue doea not. 

Not all of the confwdon. however, sua· 
rests that mone1 Is undercounted. Most of 
the monetary bue and a bll chunk of M, fa 
aim.ply currency. David Whitehead of the 
Atlanta Fed estimates that most of the blr 
bfils <and 69 percent of all currency> are 
boardect.1• 

In a period of sreat flnaDclal uncertainty 
and lnsolvencJ, the prospect of a major 
surre ID the demand for curreDCJ' should 
not be ruled out. despite the 108t Interest. In 
this cue, the monetary baae would be par· 
ticularlF mllleadlns, as It wu tbroushout 
the Great Depression. A lot of HcurreDCJ' ID 
circulation" would not realb' be ID circul&­
tlon. 

• VOL&rll.S VJ:LOClTT 
Monetarist.a have a double ltandard when 

It comes to Judrlns the ltabWtJ' of the 
money aupplJ' or velocitJ. Comparlnr per­
cent.ace chanses between fourth quarters, 
velocitJ fell ID 1967 and 1970, Jet l'Ole bJ M 
percent In 196a, 1968, 1973, 1911 and 1978. 
Robert Weintraub complalna that this II 
Haelectlve and m1oplc • , • terriblF short.­
slchted and rives very mllleadlna sis· 
Dala." .. He lnll1sts that velocity data should 
be smoothed by comparlns averaaes over 
the whole year with the year J>etore, or 
better stlll. bJ compartq three-year aver· 
qes. 

When It comes to the moneJ aupplJ', how· 
ever, monetariatl c:ertalDJJ' do not mind 
compar!Dr cbanaes between fourth quarters 
<tbJa Is the way Fed tarretl are aet>, or even 
chances between 8-10 week "'rlods convert· 
ed Into compound annual rates of change.• 1 

U quarterlJ' chances In velocitj are like­
wise expressed as an annual rate of change, 
as Friedman does for even aborter periods 
with M., then velocitJ sw1np tar more 
wlldlJ' than mone1-up 13.2% In the first 
quarter of 1981, down 3.2% In the second. up 
9.53 In the third. down 1.23 In the fourth, 
and down 11. 7% In the tint quarter of 1982. 
Monetarist.a are able to contract the "stabll· 
ltJ" of velocity with the lnstabWtJ of Ma 
onlJ bf hidlnl the numbers. 

VelocitJ wu relatlvelJ' predictable · In the 
ltable world of Bretton Woods. but au 
models to predict velocitJ broke down after 
1972-73, when the U.S. 1U1pended gold con· 
vertlbWtJ' and endorsed floatlns exchange 
rates. Interest ratea now move as much In a 
daJ as theJ used to In a year. Thus, a surve1 
on the demand for mone1 by David LaJdler 
laments that "It wu never possible com­
pletelJ to ret away from the conclusion that 
the function bu shifted after 1972." "After 
all," notes Laidler, "monetary pollcJ Is Im· 
plemented over t11De, and unless the rela· 
tlonsbip It seelta to exploit can be relied 
upon to remain stable over time It cannot be 
used successfully." 11 

. At the end of 1980, a rilroroua study bJ 
~ Robert Weintraub said, "We expect the 
' trend rate of rise of Ma•• velocity to drop 
from 3.2% to about 23 per year, with the 
spread of NOW accounts. We would com· 
pen.sate for this bJ adJustlna the lone run 

I target for yearly M,. srowth upward bJ 1 to 
' 1~3." 18 

VelocitJ Is otncialb' cluslfled u a coinci­
dent cJcllcal Indicator, so It fell with the 
&harp fall In real output from last October 
tbroush March. The only half-hearted ex­
pansion the U.S. bu experienced lately was 
between the third quarters of 1980 and 
1911. At that time, velocltJ did not rise bJ 
23, or by 3.23, but bJ 83. Ia that the new 
"trend" for velocity If and when the econo­
IDJ' recovers? Nobody hu the s~htest tdeL 

Whatever "stabWtJ"' can be found In 10111i­
run trend of Ma velocity ls OnlJ because Ma 
bu been redefined. The old Ma velocity 
showed an even clearer tendenc1 to acceler­
ate durlns each cyclical erpanslon. averag-
1.na 3.13 from 1961-69, 3.53 from 1970-73, 
and 4.9% from 197&-79. And the orations 
were becoming larger. 

The unpredlctabWty of velocity became 
even worse after the October 1979 emphasis 
on the Ms. "Erratic velocity behavior of the 
traditional monetary aggregates led the 
Federal Resene to redefine the aggregates. 
However, the new monetarJ aggregates 
have also exhibited erratic velocltJ behav­
ior. . • • ParadoxicallJ', the regulatory 
framework DecessarJ' to control the growth 
of a riven aggregate sets In motion forces 
that ultlmatelJ reduce the aggregate's use­
fulness In pollcJ Implementation." •• 

A popular new theory In Washington Im· 
plies that the 10-year collapse of bond and 
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mortgage mark.eta Is due to the 10-week wtr· 
gles In M 1 since October 1979~ Since the Fed 
stopped stabJlzinl Interest rates, Interest 
rates have of course been less stable. I111or­
ln1 what Interest rates do to the vek-clt1 of 
M1, m"netartsts sa1 It Is changes In M1 that 
cause -hanres ID short-term Interest rates. 
rather than the other way around. 

It Isn't a very persuasive arrument, 80 ih1s 
fa how to "prove" It: Ji'1rst. take a four-week 
movlna averare of the volume of bank re­
aerves and calculate the percent.are change 
from the aame period a Jear before. Plot 
this on a scale from 1 Percent to T percent. 
Then put current Interest rates on 3·month 
T-bfils on a scale from 10 percent to 17 per· 
cent. For 1981, believe It or not. these two 
series do appear to move up and down to­
gether <thourh not In 1980 or 1982>. 

· xp tion ~ \ 
recession lowered both Interest, . -r--

rates and resenable deposlta last tall. .,.. 

OUTPUT oa PRICZll? 

In bis classic 1958 restatement. Milton 
Friedman wrote that "the quantltJ theory 
Is ID the first Instance a theory of the 
demand for mone1. It Is not a theory of 
output, or of mone1 Income, or of the price 
level.''11 But the elaborate effort.I to predict 
the demand for mone1 broke down with col· 
lapse of gold convertlbWtJ and peered ex· 
chanse rates In 1972-73. 

The late H&lTJ' Johnson of the UDlveraitJ' 
of Chicaao decided that monetarism wu a 
passlnr fad, partly because of the monetar· 
lats' habit of "dJscl•lmtnr the need for an 
anal111s of whether monetary chanaes af· 
tected prices or quantities." .. Allen Meltzer, 
for example, acknowledges that "none of 
our models predict chanses In output rell· 
ablJ'. "Few even try. Two leadlnr KeJDea­
lans likewise admit that there models too 
"were demand-oriented, and paid almost no 
attention to the supplJ' side of the econo­
mJ."tt Hence the supp1J'-81de counterrevolu· 
tlon. 

But even If the rrowth of money plua ve­
locity were under control, that Is not 
enough. It Is not a matter of lndJUerence 
whether an 8 Percent rrowth of nomlDal 
GNP cons1sts of 8 percent lnflat1on and zero 
growth or zero Inflation and a percent real 
rrowth. .. An lncreue In real actlvltJ raises 
the demand for real mone1, wbfcb. riven 
nomlilal mone1 and the rate of Interest, II 
accommodated via a decline In the price 
leveL"11 Real growth Is antl-lnflatlOD&l'J' In 
fundamental and 1astlna ways. Yet rrowth 
may be stlfied bJ a monetarist rer!me that 
cannot d.lst1n.wab between a demand for 
cash to finance more real rrowth <or to 
ruard aratnst Insolvency> and some sort of 
Inflationary Impulse. 

When not openlJ applaudinl starnatton 
u a ••Phfilfps Curve" cure for Inflation, 
monetarists sometimes make slow money 
rrowth an end In Itself. "A renewed econom· 
le expansion," said a prominent monetarist 
newsletter last JulJ, "would not be promis­
inet for lnfiatlon • . • or effective monetary 
control" .. This Is what the debate between 
monetarists and supplJ·siders ls all about. 
Supply sidera want a monetarJ' policy con­
ducive to Increased output at stable prices, 
not a pollCJ' to stamp out each glim.mer of 
economic rrowth In order to keep M, down. 
The supplJ of mone1 ls at best a tool, not a 1 
goal, and !ta value must be Ju~et by results. t 

TDmLAGS 

Monetarism hu to postulate a time lag 
between changes In money and changes In 
nominil.l GNP or prices. Otherwise, the re­
sults are often perverse. From April 
through October last year, the monetary 
base grew at a 2.8% annual rate. consumer 
prices at 10.5%. From October to February, 
the base grew at a 10% rate, but consumer 
prices rose at only a 4.3% rate. Without a 
lag, the uninitiated might suppose that 
faster rrowth of the monetary ba.se caused 
slower inflation. or that the two series are 
not closely related. -·- "" . - . - . . ~ 
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cent.age point increase in the growth of M'B 
yields an Identical Increase in the growth of 
nominal GNP within one year."11 The Presi­
dent of the St. Louis Fed. however. seems to 
be defending a zero time lag, since his table 
relates money rrowth to simultaneous 
change!! ID GNP.•• an Atlanta Fed Confer· 
ence on supply-side economics ID April 1982 
saw D:.vid Meiselman arguinr for a lag of 7 
quarters. Beryl Sprinkel for a few months. 
Pick one: something Is bound to flt. 

> .. ' 
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time l.t a rise In money and spendln1 la fl· 
nanctna more real output or rlalnr prices 
<except by watchlnl prices Instead of money 
1tocb>. 

But that Isn't the end of It. U a qr<mtlty 
rule for money could somehow pass these 
hurdles. it at1ll would not work. 

U the lac Is unknown. there la no way to 
tell l.t mqnetartsm la rirbt or wrone. There 
will always be some past period of relatively 
faster or &lower IP'Owth of some M to "es· 
plain", alter the fact, w. iy lnflatlon or 
output went up or down. That sort of retro­
spective, ad hoc monetarlml la Inherently 
Immune to serious testlnr. 

U the lac la mown. however, rational ez. 
pectatlona would make It dlaappear. Know· 
ma that more money now would cauae more 
output In six months would make It profit­
able to buftd Inventories rtrht away, tbua 
eHmlnattna the six month lac. Knowtna 
that more money would cauae lnflatlon In 
two yean would make It profitable to speeu. 
late In commodity markets and renerally 
buy before prices went u~thua ellmlnatlnl 
the two year lq. 

./ U people without a quantity rule would 
worlc, they would eXl>ect Inflation to aver­
are about 1ero decades. . The rush to buy 
lone-term bonds would qulcltly drop Interest 
rates to around 3-6 percent. At 1ucb rates, 
the convenience of cbeeklnl account.a and 
currency would make It a waste of time to 
employ complex cash manarement schemes. 
The demand for Ma would aur1e. velocity 
would fall. 

U the time Iac were mown, people would 
act on that Information and ellmlnate the 
Ju. U there la nonetheless an unknown Ju, 
then there la no way of knowtna whether or 
not which cbanie In output or price wu 
caused by wbJcb change In the volume of 
cub. Monetarism would then be of little 
value for predlctlna the future or even ex· 
plalnlna the put. U there la no Ju at all. 
then the cauaallty between money and 
spendlna could eully be backward&. That la, 
declsiona to spend more mirht cauee an In­
crease In the mpply of money, u people 
IOld Uleta to get cub. 

On the face of It, one mlrbt IUPPoM that 
deelslona ·to spend are bued on tncome. 
Uleta and credit condltlona-not merely on 
bow much one bappena to lceep In a check· 
ma account. The idea that total spendlns 
can be controlled by controlllna the forma 
of wealth became popular larsely because of 
the apparent dlacovery of llO between 
money and GNP. 

The not.Ion of money havlna a mown 
effect on sometblna In the future wu thua 
crucial to plauaibWty of monetartam. but 
there la still no JuatWcatlon for It In theory 

f or fa.ct, nor any aareement on how lone the 
llO&re. 

DO-lT•TC>msm.J' KOJm'UUUI 

The supply of money providea eome Infor­
mation. even aalde from velocity and price. 
Table 1 ahowa quarterly cb&DPI and annual 
trenda In the monet&r7 base, M., and In 
nominal and real GNP. Quarterly chances 
In M, appear to el[l>l&ln atmultaneoua 
changes In nominal GNP In a few periods. 
but that C&IUality could obvloualy be back· 
warda <e.1.. observe the reneroua rise In 
monetary bue and falllni M, durtnc the 
lh&rl> recession In the second quarter In 
1980). And when sense can be made of the 
first and third quarten of 1ut year, when 
GNP rrew very rapidly u the bue and Ka 
slowed sharply? The taalc here la to dlacover 
the stability of velocity and the appropriate ..... 

The older tradition la that lonrer·term 
trenda are what matter. On mch year-~ 
year comparisons, M, IP'Owth wu un­
chanred between the third quarters of 1980 
and 1981, though the base slowed slrnt!i· 
cantly. With money growth unchanred or 
tightened, dependln1 on definitions, what 
happened to the trend of nominal GNP? It 
rose 50 percent over the year. A few months 
later, Lawrence Rooa wrote that "Both MlB 
rrowth and GNP growth have been decreas· 
lnr steadily since 1979." • 

Do either the quarter or annual chanrea 
In nomln&l GNP look "too slow" before the 
fourth quarter collapse? If so, then the re­
cession after last July mirht be blamed on 
Inadequate "aggregate demand,• requlrlnr 
bigger budget deficits or more M,. U not, 
maybe It Is time to discard demand manare­
ment. 

TABLE 1.-MONEY, SPENDING AND PRODUCTION 

[Anllbal - al clDnle. l1IUlldldJ 

a.. II, Giii' 11'31 em .. Gii' GNP 

1980 I. .. _____ I 7 13 l I ID 
1980L--- 6 -l -1 -10 c I 
1980111.., __ 10 15 12 2 Ii 8 1980 ;v.._ ___ 9 12 15 • 7 9 
1981 I. ....••.. _ 5 s 19 9 7 11 198lff... __ _ 7 10 5 - 2 18 ll 
1981111 .. - - c 0 11 I 6 12 
1981 rv_. __ 2 6 s - 5 5 10 
1982 1. .. --·-- 10 II 1 - C 7 5 

Scut:e: Fedlrll lltslllw 1131111 Ill St I.Olis. 

IT WON'T WORK 
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To summarize, rebuilding long-term flnan· 
!cal market.a requires a credible long-term to 
maintain reasonable stabWty In the pur· 
chasin&' power of the dollar. Such a rule 
cannot be expressed u a quantity of money 
because O> the definition of money la rapid· 
lY ch.anrlng, <2> velocity la lncreutngly ·un· 
predictable, <3> any lap between ch.anres In 
money and GNP are implausible or at least 
unpredictable, <4> apend1nr depends on 
more than cash balances and desired cash 
balancea depend OD more than planned 
apendin&. and <5> nobody· can tell at the 

No fixed IP'Owth of M, or the monetary 
b&le could cope with such a sudden riae In 
the demand for ~ Real cash balances 
could only rise, u desired. If prices fell 
abruptly. Sudden deflation would surely 
prompt an equally sudden violation of the 
rule. Knowinl that. people would not be­
lieve the rule In the first place. 

U the move to alow IP'Owth of Ma wu done 
rradual1Y, to mlnJmlze the rlalc of deflation. 
that 100 would not be believed. People 
would rightly reuon that the next Preli· 
dent or Ped Cb&irmaD would probably aban­
don the predecem<>r'I Iona-term plan. Thus. 
lonr-term Interest ratea would remain bJrh. 
and Yeloclty miebt well speed up by more 
than M, wu alowlnl down. With rates bilh. 
any temp()nrJ reduction of lnflatlon would 
raise real Interest rates, ca"3ina bankrupt­
ciea that would force abandonlna the rradu. 
al rule. 

Advocates of a quantity rule haw bad H 
:veara to acree on one or put It Into action. 
Next time. it will not take that lonr for In· 
terest rates to triple &lain. Does that have 
to happen before anyone will admit that 
tbla el[l>eriment with managed money, like 
the Continental and Greenback dollara, la 
&1ao a failure? How bad do thlnp have to 
tet before economist.a will admit that they 
made a mlstalte by endorsinl the demolition 
of proven monetary rulea from UHIS to 1973? 

f PIUCS BVU:S 

U monetary policy cannot effectively sta­
billze Price8 lndln!ctly, by controlllnr quan· 
Utlea of M. then whY not focus directly on 
10me sensitive measure of price? 

iiiii,i waa stW the doinm.nt view. 
Professor Friedman then wrote. In "Capital· 
lam and Preedom." that "t.t-e rule that bu 
moat frequently been sunested by people of 
a genuinely liberal persuasion Is a price 
level rule; namely, a legislative directive to 
the monetary authorities that they main· 
taln a stable price level" 

U monetary policy had followed a price 
rule In 1928-31, the deflation could have 
been nipped In the bud. As Lauchlln Currie 
noted In 1934. "the three years that preced· 
ed the depression witnessed a considerable 
fall In prices not only In thls country but 
throughout the world."" Another possible 
price rule-real Interest rates-likewise 
showed that monetary policy was too tight 
In 1928-32. Alternatively the sizable Inflow 
of rold Into the U.S. In 1929-30 was an 
equally clear signal that the supply of dol· 
Iara wu Inadequate. The Ped. as Milton 
Friedman observes, was "contractlnr the 
money supply when the rold atandard rules 
called for expansion.'' .. 

A quantity approach to money, on the 
other hand, would have gtven ambiguous 
signals about deflation until It waa too late. 
There wu no significant decline In the 
money supply until March 1931, and the 
monetary baae continued to rise throurhout 
the 1930-33 deflation, aa people held more 
currency and bank.9 held more reserves. A 
policy of slowly Increasing the monet&r7 
base, as some now propose, would not have 
prevented the Great Contraction. Any price 
rule or gold standard, however. would have 
worlted. 

Broader price Indexes, such as the produc· 
er price Index, are too sluggish. among 
other problems <they are revised months 
later. seasonal adJustments and welghtlnr 
of ltema are dubious, discounts and quality 
chanres are missed, etc.). Looking at broad 
price Indexes makes It easier to wron1dY 
blame Inflation on the "oil shock" of l!l74. 
though commodity prices began rising 
sharply In 1972. Instead. a price rule must 
work with Instantly available spot commod· 
ltY prices. 

Money and commodity prices often move 
In rourhly sim1lar directions, so monetary 
policy at those times could ju.st as well mod· 
erate big swings In either one. When the 
two diverse. however, commodity prices in· 
variably gtve a more accurate picture of 
emerginr trends In the economy. Growth of 
M, wa.s essentially unchanged from 1973 to 
1975, at 4.4-5.5 percent, but a price rule 
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would have required a much tighter poliC7 
throu1hout 1972 and 1973, and a much 
easier policy from Aprll 1974 to July 1975 · 
<when spot commodity prices !ell 28 per· 
cent>. 

Table 2 contrasts the monthly Informa­
tion provided by M, and commodity prices 
In 1980-81 •. Either series pointed In the cor· 
rect direction In 1980, but commodity prices 
convey a much better picture of the liquid· 
lty squeeze from October 1981 Into early 
1982. The seeminrly rapid growth of M, In 
the past few months wu not sufficient to 
prevent massive liquidation. An easier policy 
would have been prudent and desirable, pro­
vidinr people understood that the process 
would be reversed as soon as commodity 
prices began to turn up. In othe!' words. 
chasing the elusive Ms from weelt·to-week 
prevented the only sensible response to Jn 
unnecessarily wrenchJnr deflationary expe. 
rience. 

TABLE 2.-SHOULD THE FED TARGET PRKIS ORM,? 

1980: 
Ja u 2.1 1-.. u 2.0 Oa • 
Mir 0 -1.7 rt-:;_ -U -4.7 

-0.Z -7.1 Oa. 
)la 1.2 -3.9 Oa. 
lit I.I u 1-

~ lJ 5.2 Oa. 
1.4 2.1 Oa. 

Oct 1.2 0.8 Oa. 
llllw. o.s J.3 Oa. 
Die. -G.7 -2.1 Tipt 

1981: 
la 0.1 -2.3 T'llll 
Ftb. 0.4 -ts 0a. ... 1.2 to 1-

~ 2.1 L1 Oa. 
-1.0 -Ur.-

Jal. -0.2 -2.l Oa. 
Jal 01 u 1-

= 
o.c 1.0 Oa. 

I -U Tipt. 
Oct o.c -Z.O Oa. 
Nor. o.a -2.4 Oa. 
Die. LO -2J Oa. 

Other sort.I of price target.a have been pro­
posed, but most are lesa direct ways of 
achieving simllar result.a. Ronald McKinnon 
of Stanford proposes pentna exchange 
rates with countrlea ~t have a somewhat 
better track record of lnflat.lon. like Ger· 
DW17 and Japan. Edward Jarden! of E. P. 

utton and Donald Hester of the University 
of Wlaconatn sunest keeping real Interest 
rates from drifting too high or too low. Sta­
blllzlnl commodity prices would do all tbla 
and more. 

U real Interest rates are "too bilh." there 
la liquidation of commodities, Inventories 
and aaseta In order to acquire cash. The dol· 
lar's exchange rate will llltewise be arti!lcial· 
ly blrh. due to short-term capital Inflows. 
Stabllizlnr the price of rold also stabilizes 
real Interest rates. commodity prices, bond 
yields and exchange rates. Stablllzlnl any 
one of those things, l.t It could be done, 
would also tend to stabilize rold. 

Since broader price Indexes are too lnaen· 
sitlve, what a.bout narrowlnr the list to only 
one commodity-namely, rold-that Is noto­
riously sensitive to every whJff of lrtflatlon 
or deflation? <lncludlnr the lntlatlonary 
prospect of war>. 

The London rold price dipped in February 
1980 and fell 17 percent In March. correcUy 
1irnalinl the March-June decline In com· 
modity prices. Gold rose l '1 percent In June 
1980, UUlOUDCinr the start of the July-No­
vermer reflation. Gold prices have fallen 
since Just before the Presidential election. 
stabllizlnr only during the spurt In both 
money growth and commodity prices In 
March-Aprll 1981. Watching rold prices 
worka well, and 11.mitlnir the extremes would 
work even better. That l.s no more difficult 
than stabillzinll wild iryratlona in interest or 
exchange rates. which. ha.s often been suc· 
cessfully accomplished. 

Participants In the gold market are not 
only concerned about current inflation, but 
about future Inflation. Price movements 
thus tend to be exaggerated, when not on a 
gold standard, reflecting changing expecta· 
tlons about future Inflation. This may be a 
useful characteristic. because It is the expec­
tation of future Inflation that destroyed the 
bond market. 

In October 1979, when the Federal Re­
serve announced that It would henceforth 
pay more attention to quantities of money 
and less to results. the gold price went from 
$35!i to $675 In only four months. Other fac­
tors may have been involved, but it looks 
like a vote of no confidence. Conversely, the 
gold price fell sharply ever since the elec· 
tion of President Reagan. No forecaster or 
monetary aggregate did as good a Job as the 
gold market of pr~dicting how abrupt the 
disinfla tion would really be. Money growth 
was not clearly slow until May-September 
of last year. and even then the Ms were 
throwing-off conflicting signals. 



.. 
COlfVEllTIBILITY 

Paytn1 more attention to the conse· 
que.ncea of monetary policy-pricea, interest 
ratea and exchange rates-would be a major 
Improvement, but still rem.alna a matter of 
dlacretlonary management. 

In order to lnstltutlonalJze a price rule, It 
Is necessary to convert dollars for rold, and 
vice-versa, on demand at a fixed price. The 

, "~ht price" la that price at which we ob­
serve neither lnflation nor deflation. The 

·. only way that forei8!lers or speculators 
could upset the fixed gold-dollar ratio would 
be by monopollzlng the stock of gold or dol· 
1ars, which Is clearly lmPoSSible. 

StabWzlna the value of dollars in t.lrms of 
gold la not "price fixing'' any more than sta· . 
blllzinf an index of prices would be called 
"price flxina.'' "Just u every commodity 
has a value in terms of the unit," wrote 
Ralph Bawtrey, "so the unit has a value in 
terms of each commodity," .. 

There haa been a lot of misinformation 
spread around about the U.S. gold standard 
in the classical period <1879-1914> or the 
Bretton Woods era <l!M~1973>. When the 
period of managed and noatlns money since 
1968 or 1973 la fairly compared with any 
sort of gold standard, gold systems show far 
more real growth, better stabWty of prices 
in the abort. and lona run, lonaer expan· 
lions, more world trade, and lona-term in· 
terest ratea never above 5-8 percent."' In 
any case. we can Improve upon historical 
performance by learninl from the mistakes. 

In 1978, Jura Ntebanl of Johna Hopkins 
obeerved that "commodity money la the 
only type of money that .•. can be said to 
have passed the test of history," and won· 
dered tf "the present period wW turn out to 
be Juat another interlude." .. The analysis of 
commodity money,'' Niehana regretted, "has 
made hardly any progress ln the last fifty 
years, Actually, more knowledge was forgot· 
ten than wu newly acquired."•• 

In the past few yean, however, there haa 
been a an.dual rediscovery of the value of 
commodity money in the work of such 
scholars u Robert Barro, Fischer Black, 
Benjamin Klein, Robert. Mundell. Robert 
Hall. Thomas Saraent. Robert Oenetskt. 
Richard Zecher, Paul McOouldrick, Michael 
Bordo and others. This Is Just the belin· 
ning, 

David Ricardo wrote about the central 
bank 1n England during 1816, a period of 
flat money very much like the present. "In 
the present state of the law," wrote Ricardo, 
"they have the power, without any control 
whatever. of increasinir or reductna the cir· 
culation In any degree they may think 
proper; a power which should neither be en· 
trusted to the state itself, nor to anybody in 
lt. as there can be no security for the uni· 
fonnity in the value of the currency when 
Its au11nentation or diminution depends 
solely on the will of the Issuers." 

"The issue of paper money,'' said Ricardo, 
"ought to be under some check and control; 
and none seems so proper for that purpose 
as that of subJf:o:ting the issuers of paper 
money to the obllration .of pa:vlns their 
notes either in rold coin or I llllon.",. 

The Bullion Committee explained the 
task before Britain reinstated the gold 
standard In 1821: "the most detailed knowl­
edge of the actual trade of the country, 
combined with the profound science 1n all 
principles of money and circulation, would 
not allow any man or set of men to adjust, 
and keep adjusted, the right proportions of 
circulatlns medium 1n a country to the 
wants of trade." 

Britain took Ricardo's advice and enjoyed 
over a century of unprecedented monetary 
stability and economic achievement. Even· 
tually, the United States will do the same. 
'l"here la no viable alternative. 
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THE WHITE HOU SE 

WASH I NGTON 

February 2, 1983 

MEMORANDUM FOR CHRIS DEMUTH 
' 

Jim ~iccon~ir---

Attached ~ 
FROM: 

SUBJECT: 

Would you please prepare a response 
to the attached .telegram from Judge 
Jon Lindsay for JAB's signature at 
your earliest convenience. 

Thank you. 
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res IPM\!IGWC WSH 

07401 01-28 0245P EST 

PMS WHITE HOUSE DC 20500 

4-025324S028 01/28/83 

!CS IPMBNGZ CSP 

7132216666 TDBN HOUSTON TX 302 01-28 0130P EST 

PMS JAMES BAKER, CHIEF OF STAFF CARE OFFICE OF THE PRESIDENT RPT DLY 

MGM, DLR, DLR 

WHITE HOUSE 

WASH! NGTON DC 20500 

DEAR JIM: 

HARRIS COUNTY IS ON THE VERGE OF A SERIOUS ECONOMIC DISASTER UNLESS 

ANN GORSUCH AND THE EPA EMPLOYS SOME COMMON SENSE IN INTERPRETING 

SECTIONS OF THE CLEAN AIR ACT WHICH REQUIRE AUTOMOBILE tMISSIONS 

INSPECTION AND MAINTENANCE. 

AS OF TODAY WE FACE EPA REJECTION OF' OUR PROPOSED INSPECTION AND 

MAINTENANCE PLAN AND RESULTING SANCTIONS ON INDUSTRIAL DEVELOPMENT 

PERMITS, AND POSSIBLY SANCTIONS ON FEDERAL HIGHWAY AND AIR POLLUTION 

CONTROL F'UNDS. 

WE BELIEVE THE EPA IS MIS! NTERPRETI NG THE CLEAN AIR ACT, WHICH SIMPLY 

REQUIRES AN "INSPECTION AND MAINTENANCE PROGRAM," IN ORDER TO F'ORCE 

CONGRESS TO RECONSIDER THEIR DEADLINE AND MANDATE FOR REDUCED VEHICLE 

EMISSIONS. EPA CLAIMS THAT THE I&M PROGRAM MUST INCLUDE A STANDARD 

TAIL PIPE EMISSIONS TEST AS OPPOSED TO OUR CURRENT PLANS FOR VISUAL 

INSPECTION OF AIR POLLUTION CONTROL EQUIPMENT. THIS INSPECTION PLAN 

BY THE STATE IS BY FAR THE MOST REASONABLE AND COST EFFECTIVE. 
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THE IRONY IS THAT MS GORSUCH AND THE EPA AGREE THAT OUR STAT; ~LAN IS 
AS EFFECTIVE AS TAIL PIPE INSPECTIONS. BUT THEY CLAIM THAT THEIR 
INTERPRETATION OF THE LAW ALLOWS NO VARIATION. I SELIEVE THAT CLAIM 
IS CLEARLY AN ERROR ACCORDING TO OUR ATTORNEYS. 

THE CONSEQUENCES OF THIS ACTION BY THE EPA ARE INCREDIBLE. NOT ONLY 
WILL THEY DEAL A SHORT-TERM BLOW TO OUR ECONOMY, BUT THEY WILL ALSO 
FOREVER GIVE US A BLACK EYE IN THE FACE OF OUR EFFORTS TO SHORE UP 
THE LOCAL ECONOMY. 
WE NEED YOUR PERSONAL ASSISTANCE TO STOP THIS UNJUSTIFIED AND 
DAMAGING ACTION. MS GORSUCH MUST BE CONVINCED TO POSTPONE HER PLANNED 
ANNOUNCEMENT OF SANCTIONS UNTIL SHE CAN BE BETTER INFORMED ABOUT THE 
REQUIREl'IENTS 01' THE CLEAN AIR ACT AND OUR LEGITIMATE RESPONSE. , 

PLEASE TAKE ACTION NOW TO STOP THE EPA•S REJECTION OF OUR INSPECTION 
~ROGRAM AND THEIR CRUEL ANNOUNCEMENT OF SANCTIONS AGAINST US ON 
FEBRUARY 31, 1983. 

SINCERELY, 
JON LI ND SAY, COUNTY JUDGE 
1001 PRESTON SUITE 911 
HOUSTON TX 77002 

1333 EST 
NNNN 
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THE WHITE HOUSE 

WASHINGTON 

May 19, 1982 

Dear Congressman Long: 

I appreciate your letter of May 11, 1982, 
concerning possible location of an alien 
processing center in Allen Parish, Louisiana. 
I have taken the liberty of forwarding a copy 
of it to Mr. Stanley E. Morris, Associate 
Deputy Attorney General, who is coordinating 
the preliminary assessment of possible sites. 

I am confident the Justice Department will 
give very careful consideration to the points 
you have made. In particular, it is good to 
know of the level of community support in 
Allen Parish for the site since such support 
will probably be a factor in any decision. 

ames A. Baker, III 
Chief of Staf f and 
Assistant to the President 

The Honorable Gillis Long 
u. s. House of Representatives 
2311 Rayburn House Off ice Building 
Washington, D. C. 20515 



'GILLIS W. LONG 
8TH DIST"ICT, LOUISIANA 

COMMITTEE ON RULES 

CHAl .. MA.N 

suecoMMJrrc:c:: ON THE LEGISL..ATIVE 
PROCESS 

PATTI B.TYSON,COUNS£1.. 

JOINT ECONOMIC COMMITTEE 

<!ongress of tbc ~niteb ~tate~ 
~)ouse of l:\epresentatibe.5 
Rla~bington, ;D.Q!::. 20515 

May 11, 1982 

Mr. James A. Baker III 
Chief of Staff and Assistant 

to the President 
The White House 
Washington, D.C. 20500 

Dear Mr. Baker: 

WASHINGTON OF"FICIE'.1 

2311 RAmu"N Hovsr: o,.-,.1cE Bu1U>1N9 
PHONE, (202) 2.2~925 

.-_l.IEXANDRIA OFFICE1 

PoST OFFICE Box -410 

ALEXANDRIA• LOUISIANA 71301 

PHONE, (318) 4.73-7430 

CARSON K. KILLEN 

ADMINISTRATIVE ASSISTANT 

In the near future, the Department of Justice will reach 
a decision on the site location of a proposed Alien Processing 
Center. The decision is to be made by Attorney General William 
French Smith. 

One of the sites under consideration is in Allen Parish, 
Louisiana. The unemployment rate in Allen Parish is 28%. The 
construction of the center, and its operations would provide jobs 
desperately needed in this area. 

There is considerable question about the criteria to be 
used by the Department of Justice in arriving at this decision. I 
believe that the question of unemployment relief should be considered 
as a major criterion. 

In addition, the Allen Parish site has overwhelming 
support in the community as well as the support of Senators Russell 
Long and J. Bennett Johnston, Congressman John Breaux and myself. I 
would hope that this receptive attitude might also be taken into 
consideration. 

I strongly urge you to recommend to Justice that these 
factors be included in the decision making process. 

With kindest personal 

GWL/gs 


