THE WHITE HQUSE
WASHINGTON

September 27, 1994
MEMORANDUM TO BRUCE REED
GENE SPERLING

FROM: DANA HYDE
Cabinet Affairs

CC: . BILLY WEBSTER
JOHN EMERSON

SUBIECT:  Defense Awards in California

Billy Webster suggesied | bring fo your attention two items the President may want to
highlight when {(and if} he visits California next month,

First, the Administration’s success in improving and sustaining the C-17 Program. The C-17
program represents a total of 33,000 jobs across the nation - 18,000 of which are located in
California. The Long Beach facility has 10,000 workers dedicated 1o the program. The
attached memorandum outlines our efforts to save the program. The President may want to
cansider a visit 1 the McDomeli-Douglas plant in Long Beach.

Second, & visit to San Diego announcing the Navy's plans to exercise a $438 million option
contract to National Steel and Shipbuilding Company (NASSCO).  Award of the confract
guarantees long-term job security through the year 2000 for NASSC(s 3,400 employees and
helps sustain growth in the San Diego region. The project is important 10 both Sen. Feinstein
and Rep. Lynn Schenk. Background information on the project is also attached.

Please contact me if you need further information on either of these proposals. T am in
contact with the folks at DeD who are waiting to hear of our interest, Thank you.
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. MEMORANDUM FOR CHRISTINE VARNEY, BOB BELL, AND JOHN EMERSON '

- Via: © Margaret Suliivan ’ |
From: Rudy de Leon . e
Re: Status of C-17 Program in Callfornia

Qppmtunity to Yksit Pmducﬁcn Lins

X
3

- The recently completed Mouas/Senate Confarence on the Fiacal 85
Deatanse Authorization Included a major vietory on the 817 program. The
~ conference fundad six aircraft in'95, long-lead for eight alroraft i+ 88, and
* spproved the settlement of various contrectual claims bawean the gavemmant
and McDonnell-Oouglas. |

© The'C-17 program represents a total of 33,000 jobs across the nation;
with 18,000 of those jobs In Callfornia. The Long Beach facliity m 1 9,085
mz;*kcrs dedlcahd to tho program, .

» " Whiie the C-17 program heu a traubled history prior to Jannary 19@3 the
Administration has since taken strong corrective action. Already progress can
be sean. The fourteanth production alreraft was recently dellvered -» ahead of

. achedule. Additionally, cost improvement Initlatives are beginning to take hold
arid 3n aggressive program Is in place to bring C-17 unit costs down over the

next two yeam

i &haatd be pointaé :mt that 1ese :zhanges Zhaaa positive shangas -
© In tha C-17 program were ot accompiished without considsrable effort on the
part of tho Clinton Admmiazrat on. Thase actions have included: :

1

A compmhmivc six month internal review by the Qapartmant w!
Dafense. Bullding on the work of a Defense Sclence Board task force
that he chartared, Dr. John Dautch revitailzed a program on the verge
of canceliation by Injecting 2 series of strong corrective actions to
reduce coats, improve contractor performance, and resclve hundreds
- of mitilons of dollars of contractor financial clalms that thmatmafi to
o buryzm C-17 program in llugaﬂm

.ot
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A strong blspartisan vots in the Houss of Reprosentatives. In May, a

. conlition isad by Representatives Jans Harman and Steve Homn

- reversed a erippling cut In the program proposed by Armed Services
Committoo staffers. The President was a big part of this sffort. Juet
befare the critical vota, he sent a letter to all Housae memboers

" expressing the nesd for the program and the determination of tha Alr

Force to restors the program to finm ground. Tha effort paid off. On
May 241k, the Houas votaed 330 to 100 to reverse the mmiﬁee
nctEen

in tiw Sonate, Ted Kannady sacured Sei.ate Armed Services
Committee support for the C-17 program and approvai of the
sottiomant agresment. Ho then organized ths California, &mmzﬂcut,
and Mlssourl Senators to oppose ¢ Grassiey amendment to strike the
settisment agreement from the bill. The Sonate veote to defeat the
: nmandmem wis 68 s 33,

While mugh work remains b&fém the .next pragram review In November
1985, the Administration shauld aporopriately taks crecit for the hard work in
putting the C-1’f program bac& an rack am} gainiag Congressional support.

in Augusz I vislted the Mclonnell-Douglas ; zam inLong Saauh The
purpose of the visit was to thank Rﬁpm&antataivss Harman and Hom for their
hary work on behalf of the Alr Force and the C-17 program, | alse used the
opportunity to read to the hundreds of assambisé warkers the President's May
lettar on behalf of the program. \ RS

. The ﬁanonmllwboqglgs woriors are spproptiately supportive and
grateful for the offort on thair behaxil. | know they weuld also welcome an
appertunity to thank the Prasident, should his schedule parmit during one of
his trips to California. Plsase let me know If there is any additional
Information or follow.-up that car be. provided. The senior leadership of the .
Da;uirumnt of Dafense and Alr “orc9.are ready to support any visit.

L

B.83.0%
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- 1000 DEFENSE PENTAGON
Wﬁ&i&ﬁmﬂ DL 203011000

WTCAL ARENTANT C . o . - ; . .
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. »

‘—b«

. MEMORANDUM FOR THE CABINET SECRETARY
FROM: . Margis Sullvan
SUBJECT: POTUS Sch&daiing Proposal

. Piéﬂ?OSE o A ?midantlal vigit to San Disgo, CA announcing a $435
' L midlion shipbuilding contract to National Steal and
, . : " Shipbuliding Company {(NASSCO) would heighten the
\ .~ Prasident's visibiiity in Calffornia’s business and military
communities. The contract guaraniess long-term job security
through the year 2000 for NASSCO's 3,400 employeas and
helps sustain economic grawth in the San Dlego region. In
addition, an appearance with the Prasident would be helpful -
in both Congreaswoman Schenk's and Senator Feiastain 8
renlection aﬂam
BACKGROUND:  NASSCO was awarded a $1.7 billlon contracton .
. h . Sepiembisr 16, 1883 for construction of one new sealift
ship and the option to build five sdditional ships. (Nota:
the President announced this award last yoar.) By
« Dacember 1884, the Navy will exercles the option of
- gwarding $438 mililon to NASSCO for two of the flve
remaining strategic sealift shipa. Navy plans {o exarcise
_the option as socon as it has mmpiazad a design m:aw
. and has funds availabls,

DATE&TIME: = : An event announcing the contract can be amanged asscon
o . @& FY 'S5 appropriated funde are available—anticipated in
late October.

LOCATION: San oiega Caﬁfumia |
PA?T;GI#&N’?‘ S: " Congresswoman Schenk, 3@2’23&!!’ Feinstain, NASSCO's-

- chief executives, San Disgo business and community
leaders.
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OUTLINE OF EVENTS: TBD

REMARKS REQUIRED: POTUS would bo asked to daliver iﬂtmﬁac&ry ramzrks
- congratulating NASSCO on their en:glnmng dealgn
devsmmant

MEDIA CGVERAGE: The President'a parﬁczpaﬁan In 8 contract anmunm&t af
. ' : this slze would ganerate substantial locsl media mvemga
and may warrant ms naticnal coverage.

*
H

. RECOMMENDED BY: Mam:a Sullivan, {703) 693&588

Nora Slatkin, Asst Secretary of the Navy for Raaearch
Qovsimant ared Aaqutsmon {703} 695‘63?5



THE WHITE HOUSE

WASITINGTON

January 28, 1994

Ernest J. Cppenhelner, Ph.D.
40 Centyal Park South, 8D
New York, New York 10019

Pear Dr. eppenheimef: ;

Thank you for your letter of December 11
offexring your ldeas concerning defense
spending.

I appreciate your taking the time to
write. We welcome your ideas.

noee Y,

£

ruce keed
' Deputy Asgsistant to the President
for Domestic Policy

i

;
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\\ERNEST J OPPENHEIMER PH D

December 11, 1993

Mr., Bruce Reed !
Domesitic Policy Council

The White House,

Washington, DC 20500
1

Dear Mr. Reed: ,

o :
I read with interest vesterday's Wall Street Journal story “Centrist
Reed and Liberal Sperling Represent the Contradictory Blend of Clinton
Ideology.” T would like toe share with vou and with Mr. Sperling an

approach to defensge spending that may make sense to both of you,

T have dealt with budget iassues for many yvears and have publighed a
number of works on this topic {see attached flyer}. I am currentiy work.
ing on a book.entitled Budget Therapy, which presents the the81s that
the government's budget policies are atflicted with a considerable degree
of dirraticonality. In the book I make use of therapsgutic procedures to
get to the essence of problemg and to develop solutions.

¥

Cur excessgive contributktion to the defense of the Free #World is a
blatant example of irraticnal behavior. This policy has enriched
foreigners at the expense of the American people on a massive scale. In
addition te causing huge budget deficits, this policy has played a major
role in undermining U.S5. competitiveness in the international marketplace,
regulting in encrmous foreign trade imbalances and the loss of guality
jobs and productive assets t¢ foreign c¢ontrol. The transformation of
the 1.5, from the world's leading creditor to 1lts biggest debtor iz a
direct outgrowth of this self-destructive approach, which is a legqacy of
the irresponsible policies implemented by the Reagan and Bush administra-—
tions. President Clinton ought. to take decisive steps to extricate the
nation from this predicament. The” enclosed article "Sharing Free World
Defense Costs” elaborates on the problem and suggests a solution.

| .

My background combines academic¢ training in the social sciences
with practical experience in finance and investment banking. I received
the doctor of philosophy degree in intevnational razatzans from the Uniw-
versity of Chicages. .

Please feel free to call on me if T can be of service to vou and
Mr. SBperling on this matter. I am writing a sgimilar letter to Nr.
Sperling.

i . Bincerely,

Brnest J. Oppenheimer

40 Central Park South - 9D - New York, N.Y. 10019 - [212)759-8454
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BﬂLAN CING TiIIL‘ FEDERAL BUDGET
\\The Cure for U.S, Wealth Dissipation
Ernest J. Oppenbeimer, Ph.D,

List price $20.00
Published in 1991

IS G-08039B2-6-4,
Cloih cover

In about forly thousand words, the auther chalionges”

prevalllng budgel Wicorles and praclices. Chronle
deflchl spending has led {0 massive weallls dissipallon
which costs far more than the growth # s supposed o
promote. The author bas rediscovered the validity of
ciassical sconomin Lhiniing which heids that
govertments should Hve within thelr means.  Specifie
reconuneriations for balancing the federal budgel are
preseated,

Cholee (Oclover 189891 considers this book "sultable for
general readers and as supplementary material in
fiutroduetiory courses on WS, polilles.” Bookllst
{February 1, 1991) reeammunends the book “for Hbrarids
huiiding comprehensive colleclions devoled lo public
policy.” David M.-Jones, a leading business
gconomist, comments “IL is the stmple elegance of
classleal geonomic analysts as apphled Lo the hudget
grobilers that distinguishies this book.” -

The substance of Dr. Oppenhiciner’s budgel proposals
reueived posidve gommments fram Allee M. Riviin,
formier Director, Congressional Budget Office, who
wrole “] agree with your baske thesls and many of your
speelfie supgesilons™ fetier daled November 11, 1981}
Shwlarly, Robert D, Relschauer, the currenl head of
that msUlullon, neted “Your concerns we well placed
angd your policy prasoriplnns deserve serious altention”
ifeller dnied Decomber 26, 1891}

TABLE OF CONTENTS
Foroword

Proface ‘
Part I. The Problem: Budgct Eeficita and Wealth
Diasipation

H

1. Istreduction .
A Overview of Weallh Disslpation
Budgel MIsconceplions
2. The Higl Cost of Defllcl Spending
fnlervipw with Domogral*
interview with Republican®
J. Hislory's Blggest Wealth Dissipaloc
Reagian's Wrongl Assunptens
4. Wealth Disslpailon Bencellls Forcigners at U.8. Bxpense
Part I§. The Selution: Balnncing the Dudget and Weailh
Accumulation,

8. Let's Cut Pefonse Spending by $100 Billlon a Year

& labs Raize ihe Gassiiee Tax by £1 a Gallon

7. Oplsos lor Coplng with Wealth Dlssipation
An Open Leller lo Prasident Bush - e )
About the Aulhor . . co
index ! '

_ * Subscguezat chapters nise centotn sucl Inléryizws

+

Related Publications by Dr. Oppenhelmer

THE FEDERAL BUDGET FIABCQ [paper epver
booklel, 1981, lst price $3.50. This six theusand
ward bookiel sunvyparizes the aulhers main ideas
wrl brings the budget story up-io-date, Mosl of the
lext i3 in the form of queslions and answers. This
booikiel is well sulled as an introducilon Lo the
budpgel prebicu.

GASOLINE TAX ADVANTAGES (ISBN 0-9603982.5-

2, paperback book, 1987, list price $10.00. This 86
page book describes (he benelits from a substantal
gasoline lax tcrease., In addition Lo reducing budgel
deflells, such action would slrengthen energy
securlly and impreve the environmenl. Bookllst
{July 1987) calied this work "an inlrigulng volume.”

For sddilional Informalion, picase conlagt Pen &
Podlum, Jug., 40 Contral Park Souih, New York, NY.
10019, Tel {212) 758-8454

NATURAL GAS,
THE BEST ENERGY CHOICE
Ernest J. Oppenhetmor, PhuD,

ISBN 0-9668882-7-9, List peice $22.50
Cloth cover Publishied in 1090

In aboul 50,000 words, this book presenis
somprehensive formalion on nalural gas resource,

Lechnologics and applicailens. il I8 suliable as a

reference source as well as for sludy programs on
energy and environmental loples. Aboul 17,000 copies
havzf‘bam purchased,

The LAbrary Journal (May 1, 18801 recoinmended Lhe
boole for academic and iarge publle lbraries, Cholee
(July-August 1990} called the book “a useful primer”
Stephen D. Ban, Phx, President, Gas Research
lnstiuste, stated "This book does a highiy cllective jobs
of cosnmunleation on a lechnicatly complicated
subjsel, The aversge reader should have no problem
undersiamnding the lexl,” Professor Turgay Eriekin,
Head, Pelroleum and Natural Gag Engincering, Penn
Stale Universily, wrole "The book provides an
eflective comprehensive overview on ultlizalton of
nalural gas and {ills a gap nol cavered by otiber
books.”
: TABLE QF CONTENTS
Foreworcds
i'relace
Souwves
Huwnnary
Chapler

1. The Favorable Oullock
Part I, Methane Gas Regources and Suppiy

2. The {lgins of Methanc

3. Methane Gas Energy Forever!

4, The Large Conventional Gos Hesotwce Base

8, Tighl Formativos Conlain Large Treasures of Methane

& Oﬂcz'l‘imumud Years of Meihane from Soiki Foasli

Fuels

7. Meihane, a Renewable Resource

8. Pipelines ancd Stornge

9. Gan Imporis frotn Canada _

10 A Long-Tern: Perspecllve on Gas Supply
Part H. Gup Marksis and Techuaologles

1}, Expanding Markets for as

12, Gas Heals Besl .

13, Beatlng Waler with Gas Achieves Greal Savings

14. Gus Coollng Benefits Consumers and Industey

15, Cogeneralion, a Srowing Markel for Gas

18, The Chotes Fucl for Efficient Bleciriclly Generation

17, Promlsing Prospecla for $as in Conunerelal Markels

18, Encrgy-Efllcient Industry, a Good gus Macket

19, The Clearzesl and Safest Fuel for Vehicles
Part {1, Gas Advanlages

20. Environmenini Benelils -

21. & More Secure Engrgty Future .
22. Cas Price 'i“hmds &awr Incrcascd Demand and
Supply O

wpow & awd N

23. Gas and Z}lcctrlclty
24, Economie Advaniages of Gas Ovcr g H

25 Iniernalonal Cas Boom '

28, fremds Favoring Natural Gas

27. Gas Ranks First

About the Auther and Books by Ernest J, Oppenhetmer
Some Gas Hinilslics

}:153:‘1)338@1 Sources and Baergy Mcamnaztwnis
nrlex

About the Author;

Dr. Oppenbziuer has devoled [Ms professional career
since 1870 to independent studles on public policy
Issucs. He has published the foliowing books:

Balancing the Federal Budget

Natural Gas; The Best Energy Cholce

Gusoline Tax Advantages

Soleing the V.S, Energy Problem

Natural Gas, the New Energy Leader

A Heallstic Approach to U.S. Energy Mdependenice
The Inflation Swindle R

His background comblnes academic training in the
soclal sclences with praciical experfence in
Investment banking, He recetved e doctor of
pliflosophy frows the Untverslty of Chicago,
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Copyright 1983 by Ernest J. Oppenheimer

’ SHARING FREE WORLD DEFENSE £0STS

Ernest J. Oppenheimer; Ph.D.

The author’s book Budget Therapy, a vorke-ineprogress, was used in the
preparation of this article. '

This awvticle is an wnpublished manugcript protected by U.3. copyright.
It may net be copied or publicly distributed without the written permis-
sion of the author. For additional information, please contact the
author at the following address:

Ernest J. Oppenheimer

40 Cantyval Park Sasuth

New York, NY 10019

Telephone: {212) 759-8454



During the Reagan-Bush era (1981-19%2) the U.S5. spent about $3 rril-

i
lien on defense, or 312,000 for every Awerican. In the same period., our

allies in Euécp& and Japan contributed less than 56,000 and §2,000 per

H
capita reapedtively o their own gecurity snd that of the Free World.

Tf one maltiéiieg the 200 million West Buropeans allied with the U.8. by
|

the $6,000 per cspita lower defense spending, their aggregate financial
advantage to?aled $1.2 trillion. Similarly, the 120 million Japanese

gained $1.2 Etriiiion in benefits by keeping their per capita Sdefenze

spending Siﬁ;?@ﬁ below the U.S5. lével, ,
These d%screpaﬁeies in defense spending had a prcf@andlf negative

impact on th% competitive position of the private sector U.8. economy in

the international marketplace. The money our allies saved from defense

%

; -
spending hadicharacteristics similar to free financing. They were able
i
“to use these (fundas to build up their industrial facilities and to develop

better prodaéts with which to penetrate world marketsz. They perfeacted

i
their auvtomobiles, computers aand electronic products while the U.S.

.3 . . P
devoted major resocurces to creating the worid's best missiles, nuclear

weapona and éarships. These reaiities were major causes of U.8. foreign
trade éefici%a; which have aggregated about $1 trillion over the past
twelve years%&nd are continuing at an annual rate in excess of $1GD
billion. The loss of millions of U.S. manufacturing jobs was closely
linked to oué lopsid‘aé contribution to Free World security costs.
D&ﬁense%spending is damaging to & nation's economic well-being and
wealth, Waaéona are ma&ti? to build and generate a airean of expenses
throughout t%eir period of use. For example, a warship may cost $§1 bilw
lion o consér&ct and may invelve anncal operating expenditures of $100
miilion. &5§gming a life of twventy years for the\ghip, the total co%t

t

! 1



to the nation would be 83 billion, The nation's wealth woeuld be reduged
by that amcunt. In contrast, any succegsfol commercial investment would
add to the nationis financial resourees by genarating & streanm of income
that would repay the original cost and produce profits. Since 1981 ther
.8, has victimized itself with a8 $3 trillion wealth-devouring defense
aspending spree while its allies in Burope and Japan devoted most 9f their
energiss to wealth sreation.. '

The Reagan administration increased defensé spending from $134
hillion in 1981 to more than $300 billion annually soon thereafter.
Simultaneously, it implemented history's biggest tax cuts in 1981l. as
a result, about half the $3 trillion defense expenditures during the
Raagan-Bugh ;ra were left unfunded and became part of the federal debt.
ﬁnfaﬁﬁ@d 6e£§nse gpending exceeding(leO xillion annually has become
part of the %overnment‘s structural budget deficit., §hich has continﬁeﬁ

during the Clinton presidency. To meet +4ts borrowing requirementis. the

qmvernment has relied heavily on foreign sources.

L4

The com%ination of chronic foreign trade imbalances and heavy reliw
ance on fareaqners for financing federal budget deficits has caused the
.8, to become the worldls largest debtor. This development constituted
a throwback to the nineteenth century., when the U.8. horrowed heavily to
build up its economy. In conirast, the racent borrowings from foreigners

were largely due to the excessive contribution by the U.8. to the defense

h——— . . —

of the Free World. é;;ﬁerlfhah negotiating a fair sharing of such costs
with affluent allies, our government disaipated the wealth of the Ameri-
can people and undermined their mest vital interests. This irrational
policy has exploited the american people for the benefit of foreigners.

The time is long overdue to put an end to this self-destructive behavior.

2



To place this matter intc historical pera#ectiva, during and imme-
diately after the Second World War the U.5. was the anly major country
with an intacht industrial base and the financigl resources to restore
the Jdevastated esonomies ¢of Burepe and Japan. Under theszse conditions,
it was appropriate for the U.S. to safecuard the security of its allies
largely at the expense of its own taxpayers. However, with the economic
and financial vrevival of these nations this poiic; has Bbecome
inareasinglyfdamaging to vital U.5. interests. The beneficiaries of our
largessy have§b@¢ame major competitors in the internatisnal markaépzace’
It is insppropriate to provide a subsidized defense umbrella teo affluent
allies who ought to contribute their fair share to the costs involved in
providing for their own security and that of the Free World.

The end 6f the threat from the Soviet Union has created a unigque
opportunity %Qt a fundamental reappraisal of the U.8. defense posture.
The greatestfchallenge today is no longer from military adversaries but
from economic coempetitors. Ta paraphrase Karl yon Clauaawiéz, glébaz
competition for markets and wealth is war by other means. The U.5. has
been losing this war. Its excessive contribubtion to the defense of the
Free World endangers its national interest. & fair sharing of Free World
security coosts wikh affluent allies is an essential precondition for
restoring soundness to .the government's financial affairs and to the
long-term revitalization of the U.5. economy.

The Clinton administration has propesed cutting defense spending to
about $250 billicn annually by 1997, when it would constitute an estima-
rad four percent of the 0.8, gross domestic product {(GDPP). In the mean-
time., Japan inteﬁés to éantinue limiting defense apending te about one
percent of its GpP. West Buropean governments, which spent an average

3



of 2.5 percent of GDP on defense during the Cold War era, are making
drastic cuts to move in the dirsction of Lhe Japanese model. on the
basis of hthese daits, the fipnancial advantages of ocur affluent asllies as
2 rvesult of their lower defense spending would continue at an annual
rate of about $200 billion.

If the U.S. were concerned solely with its own security on the Horth
American continent, it could probably cut defense spending to a yearly
rate of $100 billion. The additional $200 billicn the U.S. has been
spending annually on cefense in recent years may be largely attributed
te the task §f providing Free Weorld security on a global basis. These
expenditures should be shared with affluent a2llies in an equitable mannery.
The .8, mighf continue to gontribute half of this amount, while its al-
lies pay tbe%other half. This arrvangement would mean that the allies
would reimburee the U.$. at an annual rate of about $100 billien for its
defense services. As a result, the contribution of the U.S. and its af-
filuent allies would become more eguitable in terms of thelr financial

+

rggourcas in %elation to GDP.

Thig apgroach would build upen the procedure that was used by the
Bush admini&téation to share the costg of the conflict with Irag. All
the beneficiaries from the U.8S. military action toentributed to covering
the expenses. The main purpose of a powerful military force is to deter
aggression from happening in the first place. Therefore, annual caﬁtri-
butions by affluent allies te maintain & strong U.S, defenae establish-
ment for its globsl rele would be appropriate,

The estimated $1G0 billion a vear the 8.8. wvould receive from afflu-
ent allies for its defense serwvices should be applied toe reduce budget
deficits, Such action would greatly improve the government's financial
position and debt management. It would also create 2 more level playing
£ield for srivate sector U.S. companies, who would no longer need to

4



compete with foreign enterprises enjoying financial advantages frowm
thelr gavernm?nts’ low contributions to Free World security costs. The
3.8, foreian %rade deficits would largely disappear. The loss of guality
jobg and productive U.S. assets to fareiéners would stop. The federal
government's dependence on foreignecrs to help finance its deficits would
be eliminated. The U.5. would once again become a net provider of capi-
tal to the rest of the world. Health creation would répiaaa wealth
dissipation. iast but not least, ©.3. taxpayers would no longer be
saddled with an unfair burden that has enriched foreigners at the expense

of the American people.

In view of the gparamount importance of this issue, the Clinton
administration should give top pricrity to negotiating a fair sharing of

Free World security costs with affluent allies.

L
'

sbout the Author. Dr. Oppenheimer has spent the past twenty years

doing indapehdent research o¢on public policy issues and has publighed

i

seven books. His latest work., Budget Therapy, which is being considered

for publication, was used in the preparation of this article. His back-

1

ground combines academic training in the social sciences with practical

experience in the investment busineass. He received the doctor of philo-

sorhy deqree in intarnatﬁonalYreiatiansﬁﬁqom tha'UniVQ:aitY of Chicago.



DEFENSE REINVESTMENT AND CONVERSION
MARCH 11, 1993

Today, President Clinton announced 2 major Defense Reinvestment and Conversion
Initiative that will go into ¢ffect immediately. In a sweeping policy shift, the Clinton
Administration will distribute $1.4 billion that Congress appropriated last year for defense
conversion, which the Bush Administration had opposed and declined t0 spend. In addition,
the Clinton Administration has redirected funds and proposed other FY®3 spending totaling
3300 million. By 1997, the investments for defepse conversion would almost triple to over
£5.2 billion, with a total of nearly 320 billion invested in FY93-97. These investments will
promote economic growth while prescrving 2 strong military and defense industrial base.

In today's announcemen, the President described in detail the $1.7 billion in specific
programs that will be implemented in 1993, The bmmediate conversion package includes four .
major areas of new investment:

1. WORKER TRAINING AND ADJUSTMENT

2. INVESTING IN HARD-HIT COMMUNITIES

3. DUAL-USE TECHNOLOGY AND COMMERCIAL-MILITARY INTEGRATION

4. CONVERSION OPPORTUNITIES IN NEW CIVILIAN TECHNOLOGY
INVESTMENT

A National Economic Council interagency working group on defense reinvestment and
conversion will issue a while paper in carly April.

BRIEF SUMMARIES
1993 DEFENSE REINVESTMENT AND CONVERSION INITIATIVE:

1. MILITARY AND CIVILIAN WORKER TRAINING AND ADJUSTMENT: Now
that we have won the Cold War and are readjusting our defense posture, we cannot [eave the
talented individuals who are responsible for that victory out in the cold. To achicve the
economic strength that will ensure our national secunity in the new era, we must refocus the
talents, energy and dedication of the men and women involved in national defense on creating
economic growth and serving their communitics. That is why the President’s Defense
Reinvestment and Conversion Initiative will dedicate over $375 million in FY93 alonr ‘o
trapsition assistance, employment services and job training. Some defense funds will . ¢
transferred to the Labor Department and other agencics to carry out these programs. During
FY93-97, the President’s defense conversion plan will allocate nearly $4 billion for worker
adiustment. FY93 funding includes:

o $150 million for government~ and cmployer-sponsored training programs for
" gisplaced defense workers

o 3112 million for transition initistives for members of the guard and reserve and
severance pay and hcalth benefits for separating civilians



o  Early retirement benefits for military personnel with 15 or more years of service;
retirement credit for service in law enforcement, teaching and other critical professions

o  Pilot programs to train separating military personnel and defense workers to enter
critical jobs in teaching, law enforcement and health care

In.addition: !

¥
L

o  The Department of Encrgy is redirecting $25 million for employee retraining and
assistance programs.

2. INVESTING IN HARD-HIT COMMUNITIES: There is a compelling need for actions
that will speed and ease the transition of workers, communities and firms that are being hard
hit by cuts in defense spending. Scores of defense—dependent communities are undergoing
distress, as their workers lose jobs and their businesses contract. The recession and high
unemployment have aggravated all of these problems. For communities that lose a military
base, environmental clean-up is a major obstacle to base reuse. The 1993 package helps
hard-hit communities by providing:

o  $30 million to substantially expand DoD's Office of Economic Adjustment so that
every community with a military base scheduled for closure will have the tools and
expertise to plan and adjust and create new economic opportunitics

o $80 million for revolving—-loan programs and grants through the Commerce
Department to target the communities that will be most hard-hit by declines in the
industries affected by the defense contraction

0  $84 million for Defense Department programs that allow retired military and reserve
personnel to address unmet needs in the natton's schools and communities

In addition:

o  DoD will streamline environmental clean—up to speed local economic recovery; a new
DoD deputy undersecretary for the environment is being created to make this happen.

o  The Administration will explore the potential for using unneeded military facil. .es for
community health and other programs.

3. DUAL-USE TECHNOLOGY AND COMMERCIAL-MILITARY INTEGRATION:
For too long, our nation has denied itself the benefits to economic growth and technological
advancement that could result from integrating the pursuit of defense and civilian goais. But
we can no longer separate national security from economic security; in a post~Cold War
world, they are one and the same. We must restructure the military—industrial complex so
that commercial firms play the dominant role, since they now produce much state-of-the-art



technology. That is why the Defense Advanced Research Projects Agency (DARPA) was
renamed the Advanced Research Projects Agency (ARPA) —- as the agency was known
before 1972. This change symbolizes the Clinton Administration's commitment to supporting
dual-use technology and integrating the commercial and military sectors.

0

In addition: I

o

ARPA is now ready to accept proposals for over $500 million in technology and
industrial base programs. These funds will support industry-led R&D consortia in
critical dual-use technologies and pioneering state/local cfforts to commercialize and
deploy technology. All programs require matching funds and merit-based selection.
(For information, call: 1-800-DUAL-USE.)

)

ARPA and four other agencies (Commerce, NSF, Energy and NASA) are cooperating
to jointly implement these programs through the Technology Reinvestment Project.
The agencies will hold a series of regional outreach meetings in early April to brief
potential applicants and answer questions. These programs, some of which were
mentioned in our technology initiative, include:

$255 million for government~industry partnerships to develop advanced materials,
manufacturing and ;othcr dual-use technologies

$100 million for "rEgional technology alliances” among firms to share information and
develop new products and markets

$100 million for state and local manufacturing extension programs to assist small
defense firms in.making the transition to commercial production

$100 million for other programs to help small defense firms acquire dual-use
capabilities

ARPA has $200+ million for industry research to develop electronics and materials
technologies with both commercial and military application.

DoD is redirecting $85 million of Small Business Innovation Research (SBIR) “

to companices that are developing dual-use technology in such areas as clcctronu.s,
materials, and instrumentation.

To encourage large defense firms to pursue dual-use and commercial applications,
DoD is enlarging the scope of independent research and development (IR&D)
reimbursed under defense contracts. This should result in the redirection of some
share of IR&D activities, which total several billion dollars annually.



4. CONVERSION OPPORTUNITIES IN NEW CIVILIAN TECHNOLOGY
INVESTMENTS: Technology is the engine of ecconomic growth, By investing more in new
civilian technologies, we can create exciting new oppartunities for defense workers and firms,
enhance U.S. competitiveness, and tackle unmet domestic nceds. That is why the Clinton
Administration has redirected funds and proposed other FY93 spending totaling $300 million.

Proposed spending in the President's stimulus package includes:
0 an additional $54 million for Department of Energy R&D partoerships with industry

o $117 million for the Advanced Technology Program and other activities of the
Commerce Department's Natjonal Institute of Standards and Technology

o 364 million for pilot projects 1o demonsirate the benefits of computer networking 1o
schools and libraries



10-Mar-93 Defense Reinvestment and Economic Growth Initiatives
Budget Authority (% in lmilluons)

1993 1994 1995 1996 1997 1993-7
Agslstance fur Defense Workers, Personnel and Communitios
Dapartment of Defenss Parsonnel Assistanca and "

Community Support 597 6§97 697 Y 897 ¥ 897 Y 3385
Capartmant of Enargy Personnal Assistance 25 100 128
Department of Labor Displaced Worker Tralning - .2 - 300°3 400 X  ADG M 400 3 1,500

.Department of Commerce Commurity Oiversification
Assistance (EDA)} 13 4 23 417 2% 3 213
Total: Worker and Parsonnel Assistancs Programs 837 1,130 4,182 1,182 1,152 5.223

Bas W 964 & 984 YW 984 Y/ 8B4 W 4,701

185 1.206 2,329 2,758 3,175 9,851

Grand total: Programs that will assist .
Delense workers, personnel, communities and firms 1,667 3,300 . & 445 4,874 5,201 19,575

1 This is the 1994 level. Bpucific setimates for 1995, 1996, a7l 197 wit ol b avallable url the DO completes its comprehensive sedew of Defense programs this year.
£75 million: wili be transderyad In 1953 from the Department of Defaese,

This ts the porton of ovarsl! yvestment Increase that could be expecied 1 be used 1o retratn displaced defornss workers,

11 nddMion, $50 milion will be transierred = 1933 from the Department of Detonss,

“This excludes kmpact of broadened scope of aftowable IRAD relmbrrsament,

Thig Inclixies vt programs that peovide direct conversion opportunities (e.g., Dapartment of Energyfindusiry RAD partnerships and NASA civil aviation ressarch)
ang 50% of programs that provide some conversion opportuntiies (e.g., Dépadment of Commerce programa fr tnformation highwaya, mantutecturing and advanced and

scheanced technology.) Not included ane Increares for Extoerprise rones, Community Developrment Banks, Natlonal Science Foursiation, highway programs, and the RED
tex ¢recdit that witl provide opportunities for defenss firma and workers, and belp develop infrasirscture ezstyt for community aconomic diversiticstion.

B



10-Mar-53

Defense Reinvestment and Economic Growth Initiatives
Datalls of 1393 Programs
Budget Authority {$ in millignsi

grkers, Personnel, ard Cemmunities

Tempomry eariy retlwmeaz

10

Temporary health ransistion assistance 11
Guard and resaerve transition initistives 40
Separation pay and civiiian haaith benefity 72
Teoops to taacheryhsalthcaraflaw onforoement personnal £
DOD Environmental scholarships and grants - . S |
T Job tralning andd employment services (Department ol Lahm} 75
Job bank program 4
Military parsonnel gocupational conversion & trainiog 7%
Yransition Assistance/Realocation Assistance Programs 3/ £0
{ifice of Economic Adjustment 30
Philadeiptin Naval Shipyard Economic Conversion (1-limae} 50
Communlty divergifications (Depariment of Commerce} 80
Retirad milltary gnd reserve support of community programs 5/ 84
Subtotal: Depanment of Defenss 597

25

15

[Total: Community Adstrment and Asgistance Programs

837

2oL Az

Program I developrment,

Thess tunds wili be transdsiyad 1o the Dopariment of Labor,

Ahough thin In s contirnsing prograss, # is ghown hpes because § 13 an important eiamant of the Departmen’s
fransition progesss.

Thess Tuncis will be tranglerrad 10 the Deparimant of Commerce,

This lnchixias High scaool training progrms and Chillan Community CompaMiations! and ServiCe progrems.

1 ackiition 1o this lunding, the Department of Commerce wit have 380 mitlon transtesred from the Depariment of Dalorws.



1G-Mar.823

Defense Reinvestment and Economic Growth Initiatives

Details of 1893 Programs
Budtget Autharity ($ in millions)

IDapariment of Defensa Dual-Use Technology Aeinvestment |

Boinvestment initintives 327

Duat Use Technoliogy Partnerships 85
Commarcini-Military integration Partnerships 48

Roglonal Technology Alllances a5

Agile Mamstacturing/Enterprise intagration 29

Advanced Materials Parinerships 29

Agvance? Manufacturing Technotogy Pantnerships e 23

_ Manutacturing Engineering Education Program 29
S Japan Managoemant Training 9
Loss twseﬂna pmgramx im:iudmi above {230}

243

o2

Optoslecironics 23

Motal matrix and ceramics 9

Dlamond substratos 9

Mulll chip modules/high temperature superconductivity 14

Multi chip moculos 25

71

85

Dwamm of Erwfgy #4
Governmentfindusiry R&D partnerships, civil - 47
Qovernmant/industry RAD partnerships, defense 47

: grsion opportunities tor defense firms and workers

t)epammm of Commuarce 181
Nationg! institute of Science and Technology (NIST) 17

Information highwitys 84

Assume 50% of this category providas conversion sppoitunities g1

[Total: New Fedaral high-tachnology investmants (conversion opportunities) 185
{Grand toial: Programs 1o assist defense workers, personnst, communitiag, and lirms. 1,667

1 Program to be mansped by DOC {NIST) with active DO panticipation; FY 1993 mmmmwmwm

2 Exchxies bmpact of brosdensd scops of siiowable IRAD raimbyursenent.



DEFENSE REINVESTMENT AND CONVERSION INITIATIVE
| DOD PROGRAM SUMMARIES

Personnel Assistance Programs

Early Military Retirement

This indtiative would offer retirement benefits to military
personnel with 1% or more years of sarvice. Previously, oD
offered retirement bensfits after 20 vears of service. The gonl
of the new incentives is to encourage voluntary retirements of
military personnel with greater than 135 but less than 20 years of
service, and thereby minimize lay~offs. Thig program is targeted
at nilitary personnel whe are not covered by other retirament or
separation incentives, such as the Voluntary Separation
Incentive/Special Separation Bonus, which are aimed at personnel
with between 6 and 15 years of service,

£

Health Trans

This program is aimed at providing transitional health
insurance %o separating military personnel from the time they
leave the armed services until the time they obtain health
insurange through thely civilian emplover.

ard and

These initiatives are designed to ease the transition for
menbers of the guard and reserve who are released as a result of
the defense cutbacks. The initiatives include, among other
things, nev retirement incentives, separation pay, and priority
placement 1in open positions Iin guard and reserve unilts.

Sep

This initiative would offer retirement and resignation
incentives to DoD aivilian personnel. The goal of this -
initiative is to encourage voluntary retirements and resignations
among the civilian workforce, thereby minimizing layoffs. 7The
incentives would be equal to 525,000 or the amount of severance
pay to which an individual would be entitled, whichever is less.
This initiative also offers tresnsitional health insurance to
gseparating civilians.

This initiative would establish three pilot programs to
train separating military personnel, DobD and DOE ¢ivilian
employees, and private sector defense workers to enter three
public service profesasions for which many ave particularly well
suited: teaching, health care, and law enforcement. These
programs use as a starting puint the "Troops to Teacharg”



legislation paasad for fiscal year 1893,

The FY93 defense conversion package called for scholarships,
fellowships, and training administered by Dol for the purpose of
enabling individuals to qualify for employment in the fleld of
environmental restoration and waste management in DoD. Progream
detalls are being developed.

Lrants to C

The FY93 legislation authorizas DoD to establish a8 program
to agsist institutions of higber education ¢0 provide education
and training in envirommental restoration and hazardous waste
management tachniqa&s applicable t¢ DobD and Doe facilities,
Program details are heing developed.

sob Training and Papioyment Services

T™his initiative will establish a $79% million program to
provide icb training to separating military personnel, DoD
cvivilians, and private sector defense workers. The program will
be carried out by the Department ¢f Labor.

Job Bank Program

Dob will expand access to the Interstate Job Bank, a
Department of Labor-administered list of job openings. In
addition, DoD will improve integration of existing databases of
jobs and resumes to inprove job search services for separating
military and civilian personnel.

xiligng Personnel Q;mmxational Convergdo

Thia $75 million program will provide emplover-sponsored,
Dob-approved job tralning for veterans. Employers who
participate in the pragram would agree €0 hirg individuals
following on-the~job training. DBoD will work closely with the
Departments of VQterang Affairs and Labor in implementing this
initiative.

H
Each of the armed services offer transition assistance
programs for their separating personnel. These programs provide

services such as pre~seéparation counseling, employment
assistance, and a variety of other services and benefits.



Community Adjustment and Assistance Programs

Office of Eronomic Adiustment

DoD will increase substantially the activities of its 0ffice
of Boonomic Adjustment {(OEA}. OFEA 1s responsible for leading
Dol's efforts to work with communities severely affected by
reductions in defense spending. In particular, OEA will assist
each community affected by a base clozing develop a plan for
econonic conversion and revitalization, OEA works closely with
other federal, state, and local government organizations to bring
the full range of assistance programs to besar on affected
communities. OEA grants will help communities develop adjustment
plang and states develop assistance and diversification programs.

delphia Naval Shipyvard Economic

The 1993 Appropriation Act stated that S50 million may be
available for conversion projects in Philadelphia. Dob ig ready
te work with Philadelphia to develop effsctive defense conversion
programs using these funds., If the entire sum is not required
for these programs, DoD proposes to use the remaining funds to
run defange transition demonstration projects.

Community Diversification

DOD will dedicate §80 million to pay for adjustment programs
for defense~dependent communities to be carried out by the
Economic Development Administration (EDA} of the Department of
Commayrce. The charter for EDA's Title IX program allows 1t to
provide funds to pay for a variety of services in communities
axperiencing econonmic disiocation. EDA grants and revolving loan
funds can be used to suppoert business development, technical
assigtance, public works, or almost any other activity that
addresses economic adjustment problems that have been identified
in eagh community’s economic adjustment plan. DoD will gxecute 8
memorandum of agreement with EDA to transfer the $80 million,

EDA will speed up the application process and provide priority
sttention to applications for these funds, and to reduce sharply
its processing time for such applications.

Retired Military and Reserve §
Proqrams

The Department of Defense will expand its support of a
variety of programs that allow retiring and reserve personnel to
address unmet needs in the nation’sg schools and communities. In
particular, programs that foster vouth development -- such as the
National Cuard Civilian Youth Opportunity Pilot Program and
Junior ROTC (arcer Academies For ALT~Risk Youth -- can put to good
use the mentoring skills of retiring defense personnel.



Defense Reinvestment Technology Programs

Pual-Use Critical Technology Partnerships

This program will support partnerships aimed at developing
technologies that have both military and commercial applications.
Industry will take the lead in submitting proposals, and nmay
include federal laboratories, universities, and other entities.

Commpreial-Milltary Integration Partnexships

This program will support partnerships aimed at developing
and maturing dual-use technologies with clear commercial
viability. Industry again takes the lead in submitting
proposals, with other research institutions involved as industry
deems appropriate.

This program is designed to capitalize on the emerging shift
from mass production to flexible or "agile" manufacturing. Agile
manufacturing allows independently-owned companies to form
instantaneocus partnerships with firms that have complementary
capabilities in order to exploit market opportunities. These
partnerships -- called “virtual enterprises” Or "virtusl
corporations” -- will leverage our pation's strengths in
information technology. Agile manufacturing capabllilities are
regqulred in both the commgrcial and military sectors and are key
to reconstituting military capabilities in any future national
emergency. Industry will take the lead in submitting proposals
in partnershlp with universities and other appropriate
institutions. ‘

Advanced Materials

This program will support partneérships almed at improving
industry’'s ablility to take new materials from the laboratory to
commercial propduction, Industry takes the lead in submitting
proposals with other institutions inveived as appropriate.

Advanced Manufacturing Technolo arinerships

This program will fund partnerships aimed at developlng new
manufacturing technologies with dual-use applications with
particular emphasis on significantly reducing health, safety, and
envirponmental hazards associated with existing manufacturing
processes. Industry will take the lesad in submitbing proposals
with other institutions involved as appropriate.

H
L]

i



Manufacturing Engine

This program will support manufacturing engineering
education programs at colleges, universities angd other
institutions of higher education, on a matching basis.
Educational institutions will submit proposgals in partnership
with industry and other institutions as appropriate.

Manufacturing in the

Thig program will support teaching, curriculum development
and othey activities of manufacturing experts with practical
experience at institutions of higher education. Educational
institutions will submit propossls in partnership with industry
or labor organizations and other institutions as appropriate.

This program provides training for US scilentists, engineers,
and managers in Japanese technology management, language, and
culture, and provides research opportunities in Japan to: 1)
increase understanding of Japanese industry and technology
mnanagement meéthods, Z) provide US scientists, enginesers,
managers, and students an understanding of Japanese business and
gocial culture, and 3) provide opportunities for direct
involvement in research, enginesring and managesent activities.

Manufacturing/Technology Extension Programs

Manufacturing Extension Program: this program will assist
small manufacturing.{with up to 500 employees) in upgrading their
capabilities to serve commercial and defense needs. Modelled
after the agricultural extension program, this program will fund
on & matching basis the sfforts of state and local governments to
deliver services to small manufacturers. State and local
governments will submit proposals under this program in
partnership with other institutions as appropriate, ...

Dual-Use Extension Agsistance Program: this program will
assist businesses economically dependent on Department of Defense
expenditures to acquire dual-use capabilities through a3 variety
of machanigmg. The program will involve state and local
governments, the private sector, nonprofit organizations and
ather federal agencies.

Thaese initiatives support industry research to develop dual-
use technologies in: higher definition systems, optoelectronics,
metal matrix and ceramics, multichip modules, multichip
integration, advanced lithography, diamond substrates, multichip
modules/high temperature superconductivity, battery technology,
and composite materials manufacturing.

For information on the above programs, call 1-800-DUAL-USE.

]
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" New Civilian Technoclogy Investments

R&D partnerships between Iindustry and the National Labs: This
initiative provides $23% million in FY93 to encourage
partnerships between industry and the Department of Energy's
defense snd civilian labs. These labs are home to more than
59,000 scientists, engineers and technicians who perform over
$6.6 billion worth of R&D sach year. With the end of the Cold
wWar, the mission of the National Labs should expand to include
partnering with industry in areas such as renawable energy,
microelactronics and photonics, environmentally-conscious
manufacturing, and high-~performance computing. Using Cooperstive
Regearch and Development Agreements (CRADAs) and other
mechanisms, the labs can increase the share of their resourves
devoted to industry-~driven, cost-shared partnerships.

Advanced Technology Program: The Commerce Department's Advanced
Technology Program, nmanaged by the Natvional Institute of
Standards and Technology, provides maiching grants for industry-
ied R&D projects, which are proposed by single companies or joint
ventures. The Advanced Technology Program has provided funding
for projects in machine tools, advanced automotive manufacturing,
recyeliing of plastics, and £flet panel digpisy manufacturing. ATF
can help defense contractors make the transgition to the civilian
sector. One defense contractor commented that "I've got a better
perspective of the way commercial businesses operate than I did
prior to our collaboration with... {joint ventures partners]...
on the ATP," . ’
Information Superhighways: Although the private sector will take
the lead in deploying an advanced communications network,
government can act as a ¢atalyst by helping non-profit
Ingtitutions such as schools link up to national networks. With
the right investments, students will be able to tap into on-ling
electronic libraries, conduct sclentific experiments using
aquipment anywhere in the country, and collaborate with other
students on a wide variety of learning projects. In FY23, the
National Telecommunications and Information Administration will
have 864 million to promeote networking pilot projects.



