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MEMORANDUM 

TO: NEC STAFF 

FROM: ANNE H. LEWIS 

RE: AFL CIO CONVENTION 

DATE: SEPT 10 

The President will be speaking at the AFL CIO convention on Sept 24th. The Vice 
President will be speaking and participating in other meetings or events on Sept 
20th. We will need to prepare substantive background for both on a number of 
issues. 

For the President, Craig Smith's shop will be the Staff Contact, but we can 
anticipate that he will need input from us. I would like to prepare the paper early 
enough so that the VP can also use it. Therefore, the deadline is Wed Sept 17th at 
5 PM. Here's a heads up on what we will be asked for: 

Issue Length Assignment 

Fast Track 1 page Lael (pis coordinate 
with Vicky or whomever) 
Project Labor, procurement 

Et al 1 page Kathy 
Comp Time paragraph Anne 
Team Act " Anne 
Electricity Restructuring " Kathy 
Aerospace Offsets " Dorothy 
Climate Change " Peter (with CEQ) 
Education& Trng 

(Skill grants) " Bob/Anne 
FLSA Application " DPC 
Privatization " DPC 
Davis Bacon, Service 

Contract, OSHA, MSHA Anne 
Pensions " Ellen 
Credit Unions " Ellen 
Social Security " Peter 

Please make sure that the paragraphs are short. Staff Secretary does not want a 
10 page background memo. 
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WELFARE REFORM 

Fair Labor Standards Act (FLSA) 

Privatization 

Welfare to Work: DOL has released $1.1 billion in welfare to work formula and 
competitive grants thus beginning implementation of the $3 billion Welfare to Work 
program we won in the Balanced Budget Agreement. The grants aim to create job 
opportunities for the hardest to employ welfare recipients. 

EDUCATION & TRAINING 

Vouchers: The AFL-CIO opposes efforts in Congress to promote vouchers for 
private schools. The Administration has threatened to veto both (1) the Coverdell 
amendment, which would allow penalty-free withdrawals from IRAs for education 
expenses (this might move in the Senate independently or as an amendment); and 
(2) a voucher plan in the D.C. Appropriations bill. 

Standards &Testing: The American Federation of Teachers (part of the AFL-CIO) 
has been a strong supporter of the standards effort, and of the national tests in 
reading and math. (The tests were dealt a blow last week in the House, but a deal 
was struck in the Senate. The issue will be settled in Conference, and may result 
in a veto). 

Job Training: The Administration is making progress on its agenda to reform job 
training programs by empowering workers with Skill Grants. The House passed its 
version of reform legislation earlier this year and Senators Jeffords and Kennedy 
have just introduced a bill which incorporates many of the principles of the 
President's GI Bill for America's Workers. 

SAFETY AND HEALTH 

OSHA Funding: The Administration requested a 6% increase in funding for Fiscal 
Year 1998. House and Senate-passed appropriations bills reduced the increase to 
3%, or $11 million over the FY 1997 spending level. We have consistently fought 
significant budget cuts. 

OSHA Enforcement: As part of OSHA's reinvention efforts, the Agency has placed 
greater emphasis on compliance and less on enforcement. The AFL CIO was very 
critical of the resulting decline in inspections during the first Administration, in part 
because of this criticism, inspections in the first three quarters of 1997 are up 
3 2 % from Fiscal Year 1996. 

Ergonomics: OSHA is working to combat cumulative trauma and other repetitive 
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stress disorders - one of the fastest growing workplace injuries; its four part 
strategy includes education and outreach; study and analysis; enforcement; and 
rulemaking. There have been 91 federal OSHA ergonomic investigations so far in 
FY 1997. Though the FY 1998 bill prohibits OSHA from issuing a final or proposed 
rule before October 1, 1998, work continues on the development of a standard. 

LABOR LAW 

The TEAM Act: The TEAM Act would effectively repeal a key provision of the 
National Labor Relations Act which prohibits employers from dominating worker 
organizations. President Clinton vetoed the TEAM Act in 1996. The bill was 
reintroduced this year and reported favorably by the Senate Labor Committee. At 
the AFL CIO Executive Council in February you reiterated that the President will 
veto "any bill that undermines the collective bargaining process or permits company 
unions filled with employers' hand picked representatives." 

You may be asked about an amendment that Senator Bingaman is circulating. 
Although the Bingaman amendment aims to narrow the scope of the TEAM Act, 
thereby making it acceptable to Democrats, it still allows many circumstances 
where employers may select employee representatives and create company unions. 
Thus it violates the basic premise of workplace democracy that employees should 
be able to democratically select their representatives when dealing with their 
employer over issues of wages, work hours and working conditions. 

The Administration has not taken a public position on Bingaman's proposal. 

Comp Time/Flex Time: The President has called for responsible comp time 
legislation and said he will veto any bill unless it: (I) gives employees real choice, (ii) 
protects workers against abuse and (iii)preserves the 40 hour work week. The 
Administration has said it will veto both the House passed Ballenger bill and the 
Ashcroft bill currently pending in the Senate because they fail the three part test. 

Davis-Bacon & Service Contract Act 

Davis-Bacon & the Service Contract Act require payment of prevailing wages and 
fringe benefits to workers engaged in federal construction & service projects. Both 
laws are regularly under assault in the Congress, but there are no pending 
legislative initiatives to repeal or amend the statute. If asked, you should reiterate 
as you did in February that we will veto attempts to repeal them. 

The wage survey used by the Department of Labor to determine the prevailing rate 
have been f lawed. The Department is working to improve their accuracy and 
timeliness. The building trades unions support the Department's efforts, but oppose 
using BLS data as a substitute for the current wage survey process. 



LABOR DISPUTES 

UPS Pilots: Negotiations between UPS and its 2,000 pilots, represented by the 
Independent Pilots Association (IPA), began in 1995. In late August, the IPA 
agreed to sent out the last UPS contract offer for a vote, but without a 
recommendation by the union. Results are expected on September 30. The 
National Mediation Board has indicated that if the contract is rejected, new 
talks will not be scheduled until early next year. The Teamsters union, which 
represents 185,000 UPS employees, has promised to honor a strike by the 
independent pilots union at UPS. 

Amtrak: Amtrak's unions have been in negotiations since early 1995. On August 
5, the Brotherhood of Maintenance of Way Employees (BMWE) rejected the 
National Mediation Board's offer to arbitrate the dispute with Amtrak, triggering a 
30-day cooling off period that was to end on September 5. However, on August 
2 1 , President Clinton appointed an emergency board to investigate and make 
recommendations within 30 days. The PEB's report will be followed by an 
additional 30-day cooling off period. 

PRIVATIZATION OF THE EMPLOYMENT SERVICE 

Michigan: Governor Engler recently issued an Executive Order that would allow for 
the privatization of the Michigan Employment Service. Approximately 400 
merit-staffed State employees, represented by SEIU, would be affected by the 
Executive Order, scheduled to effect on October 6. The Department of Labor 
directed the Michigan Jobs Commission to suspend implementation of the 
reorganization plan. The Department has not made a final decision on the legality 
of Michigan's plan. 

Texas: A request by the State of Texas to privatize its Employment Service is on 
hold. Last spring, HHS rejected Texas' plan to privatize portions of its Medicaid 
and Food Stamps program. Other states are closely watching the Michigan 
situation; New York, Illinois and Pennsylvania are considering similar privatization 
efforts. 

OTHER ISSUES OF INTEREST TO THE AFL CIO & ITS MEMBERS 

International Linkages and Offsets in Aerospace 

The International Association of Machinists and Aerospace Workers (lAM) is sharply 
critical of U.S. aerospace producers' willingness to provide foreign production 
contracts in exchange for aircraft sales, which they believe transfers jobs and 



technology in the short run and, over the longer run, creates new foreign 
competitors. Boeing and other U.S. producers defend these voluntary international 
linkages as essential for gaining access to the most rapidly growing markets (70% 
of Boeing aircraft are exported) and for sharing financial risk. In the case of 
mandatory offsets, U.S. producers maintain that ~ while they would prefer not to 
provide them ~ they are the price of getting foreign sales. 

Although there is no consensus within the Administration on how to deal with the 
offsets issue, we are committed to analyzing and better understanding the offsets 
issue, encouraging dialogue among the various interests on this issue; and 
continuing to take action to reduce government-mandated offsets through 
multilateral agreements and bilateral discussions. 

Pensions: Since the start of the Administration, we have taken strong legislative 
and administrative action to enhance the ability of Americans to save for retirement 
and to protect the security of those savings. The Retirement Protection Act, 
proposed in 1993 and enacted in 1994, has put traditional defined benefit plans 
and the Pension Benefit Guaranty Corporation back on a firm footing, protecting the 
security of over 40 million workers who participate in those plans. In 1 996, we 
passed major pension simplification legislation and took strong administrative steps, 
which appear to be meeting their goals of expanding coverage, increasing 
portability and enhancing security. Unfortunately, Congress has not supported the 
Administration's efforts to do right by the multiemployer plans that many union 
members depend on. We will continue to work to increase the guarantee, and to 
make other simplifying changes that will enhance the benefits available under these 
plans. 

Credit Unions: Credit unions and banks are engaged in a judicial and legislative 
battle over whether a single credit union can serve employees of many different and 
totally unrelated companies, or whether this violates both the letter and spirit of the 
Credit Union Act under which credit unions do not pay taxes (and are exempt from 
the Community Reinvestment Act). Credit unions generally have a good record of 
serving, at relatively low cost, lower income workers who have straight-forward 
and relatively small financial needs. The Treasury Department is in the middle of a 
statutorily-required study on the regulation of credit unions, and the Administration 
has carefully NOT taken a position on the bank/credit union issue, except that ~ for 
reasons related to administrative law, not the substance of the case ~ the United 
States is on the credit unions' side in the Supreme Court. This does not seem to 
be a top-of-mind issue for labor; labor unions sponsor both credit unions and banks. 

Product Liability Reform: Labor has consistently opposed attempts to enact federal 
legislation that would alter state law concerning product liability, mainly because 
most federal legislation that has been proposed in the last 1 5 years has been 
extremely pro-defendant. The President vetoed a product liability bill in 1 996, but 
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stated that he was for "sensible product liability reform," and set out particular 
issues that needed to be addressed. Congress is currently considering new product 
liability legislation, which both House and Senate leadership hope to bring to the 
floor before the recess. Although the bills currently do not meet the President's 
standards, Senator Rockefeller is attempting to craft a solution that will meet our 
objections. Labor will probably not be happy if this effort succeeds. 

Securities law preemption: While labor in general has been less interested in the 
issue of limitations on the right to sue under the securities laws than it is in product 
liability reform, they also opposed the Private Securities Litigation Reform Act, 
which was passed over the President's veto. Business is now trying to extend that 
statute by getting Congress to enact legislation to preempt most state securities 
fraud actions. Business thinks the President has indicated support of their position, 
but the situation is somewhat more murky. Even if we support some sort of 
preemption, it is unlikely to be as broad as that proposed by the business 
community. 

Electricity Restructuring: Many states have begun restructuring their electrical 
utilities to afford consumers "retail choice"- the ability to select their electric power 
provider much like they now select their long distance company. Several federal 
bills have been introduced, too, and the Administration has been considering 
whether to offer its own bill. The Department of Energy has estimated that the 
savings to consumers resulting from retail choice could be over $10 billion per year. 
The policy process in the Administration on this issue has been underway since 
April, when the NEC began convening twice-weekly meetings of an interagency 
group to develop recommendations about the Administration's position. The 
interagency task force was made up of representatives from nearly all of the 
cabinet departments, including Labor, and many of the independent federal 
agencies in an expert advisor capacity. 

The NEC staff (Kathy Wallman and Marc Silverman) have met wi th the 
International Brotherhood of Electrical Workers (IBEW) and assured them that we 
will continue to consult with them throughout this process. A major concern of 
labor is that restructuring will lead to a reduction in the number of jobs available to 
their rank and file in the electricity industry. They also point out that the consumer 
benefits may not be shared by all, particularly residential customers, and warn that 
large consumers may benefit while residential rates increase. The IBEW feels 
strongly that there should be no federal mandate on electricity restructuring. 
Instead, labor would prefer that the process of restructuring be left to individual 
states to decide on competition. There is also concern on labor's part that 
competition could lead to diminished reliability as utilities cut back on spending to 
become more efficient and profitable. 
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WELFARE REFORM 

Fair Labor Standards Act (FLSA) 

Privatization 

Welfare to Work: DOL has released $1.1 billion in welfare to work formula and 
competitive grants thus beginning implementation of the $3 billion Welfare to Work 
program we won in the Balanced Budget Agreement. The grants aim to create job 
opportunities for the hardest to employ welfare recipients. 

EDUCATION & TRAINING 

Vouchers: The AFL-CIO opposes efforts in Congress to promote vouchers for 
private schools. The Administration has threatened to veto both (1) the Coverdell 
amendment, which would allow penalty-free withdrawals from IRAs for education 
expenses (this might move in the Senate independently or as an amendment); and 
(2) a voucher plan in the D.C. Appropriations bill. 

Standards &Testing: The American Federation of Teachers (part of the AFL-CIO) 
has been a strong supporter of the standards effort, and of the national tests in 
reading and math. (The tests were dealt a blow last week in the House, but a deal 
was struck in the Senate. The issue will be settled in Conference, and may result 
in a veto). 

Job Training: The Administration is making progress on its agenda to reform job 
training programs by empowering workers with Skill Grants. The House passed its 
version of reform legislation earlier this year and Senators Jeffords and Kennedy 
have just introduced a bill which incorporates many of the principles of the 
President's GI Bill for America's Workers. 

SAFETY AND HEALTH 

OSHA Funding: The Administration requested a 6% increase in funding for Fiscal 
Year 1998. House and Senate-passed appropriations bills reduced the increase to 
3%, or $11 million over the FY 1997 spending level. We have consistently fought 
significant budget cuts. 

OSHA Enforcement: As part of OSHA's reinvention efforts, the Agency has placed 
greater emphasis on compliance and less on enforcement. The AFL CIO was very 
critical of the resulting decline in inspections during the first Administration. In part 
because of this criticism, inspections in the first three quarters of 1 997 are up 
3 2 % from Fiscal Year 1996. 

Ergonomics: OSHA is working to combat cumulative trauma and other repetitive 
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stress disorders - one of the fastest growing workplace injuries; its four part 
strategy includes education and outreach; study and analysis; enforcement; and 
rulemaking. There have been 91 federal OSHA ergonomic investigations so far in 
FY 1997. Though the FY 1998 bill prohibits OSHA from issuing a final or proposed 
rule before October 1, 1 998, work continues on the development of a standard. 

LABOR LAW 

The TEAM Act : The TEAM Act would effectively repeal a key provision of the 
National Labor Relations Act which prohibits employers from dominating worker 
organizations. President Clinton vetoed the TEAM Act in 1996. The bill was 
reintroduced this year and reported favorably by the Senate Labor Committee. At 
the AFL CIO Executive Council in February you reiterated that the President will 
veto "any bill that undermines the collective bargaining process or permits company 
unions filled wi th employers' hand picked representatives." 

You may be asked about an amendment that Senator Bingaman is circulating. 
Although the Bingaman amendment aims to narrow the scope of the TEAM Act, 
thereby making it acceptable to Democrats, it still allows many circumstances 
where employers may select employee representatives and create company unions. 
Thus it violates the basic premise of workplace democracy that employees should 
be able to democratically select their representatives when dealing with their 
employer over issues of wages, work hours and working conditions. 

The Administration has not taken a public position on Bingaman's proposal. 

Comp Time/Flex Time: The President has called for responsible comp time 
legislation and said he will veto any bill unless it: (I) gives employees real choice, (ii) 
protects workers against abuse and (iii)preserves the 40 hour work week. The 
Administration has said it will veto both the House passed Ballenger bill and the 
Ashcroft bill currently pending in the Senate because they fail the three part test. 

Davis-Bacon & Service Contract Act 

Davis-Bacon & the Service Contract Act require payment of prevailing wages and 
fringe benefits to workers engaged in federal construction & service projects. Both 
laws are regularly under assault in the Congress, but there are no pending 
legislative initiatives to repeal or amend the statute. If asked, you should reiterate 
as you did in February that we will veto attempts to repeal them. 

The wage survey used by the Department of Labor to determine the prevailing rate 
have been f lawed. The Department is working to improve their accuracy and 
timeliness. The building trades unions support the Department's efforts, but oppose 
using BLS data as a substitute for the current wage survey process. 



LABOR DISPUTES 

UPS Pilots: Negotiations between UPS and its 2,000 pilots, represented by the 
Independent Pilots Association (IPA), began in 1995. In late August, the IPA 
agreed to sent out the last UPS contract offer for a vote, but without a 
recommendation by the union. Results are expected on September 30. The 
National Mediation Board has indicated that if the contract is rejected, new 
talks will not be scheduled until early next year. The Teamsters union, which 
represents 185,000 UPS employees, has promised to honor a strike by the 
independent pilots union at UPS. 

Amtrak: Amtrak's unions have been in negotiations since early 1995. On August 
5, the Brotherhood of Maintenance of Way Employees (BMWE) rejected the 
National Mediation Board's offer to arbitrate the dispute with Amtrak, triggering a 
30-day cooling off period that was to end on September 5. However, on August 
2 1 , President Clinton appointed an emergency board to investigate and make 
recommendations within 30 days. The PEB's report will be followed by an 
additional 30-day cooling off period. 

PRIVATIZATION OF THE EMPLOYMENT SERVICE 

Michigan: Governor Engler recently issued an Executive Order that would allow for 
the privatization of the Michigan Employment Service. Approximately 400 
merit-staffed State employees, represented by SEIU, would be affected by the 
Executive Order, scheduled to effect on October 6. The Department of Labor 
directed the Michigan Jobs Commission to suspend implementation of the 
reorganization plan. The Department has not made a final decision on the legality 
of Michigan's plan. 

Texas: A request by the State of Texas to privatize its Employment Service is on 
hold. Last spring, HHS rejected Texas' plan to privatize portions of its Medicaid 
and Food Stamps program. Other states are closely watching the Michigan 
situation; New York, Illinois and Pennsylvania are considering similar privatization 
efforts. 

OTHER ISSUES OF INTEREST TO THE AFL CIO & ITS MEMBERS 

International Linkages and Offsets in Aerospace 

The International Association of Machinists and Aerospace Workers (lAM) is sharply 
critical of U.S. aerospace producers' willingness to provide foreign production 
contracts in exchange for aircraft sales, which they believe transfers jobs and 



technology in the short run and, over the longer run, creates new foreign 
competitors. Boeing and other U.S. producers defend these voluntary international 
linkages as essential for gaining access to the most rapidly growing markets (70% 
of Boeing aircraft are exported) and for sharing financial risk. In the case of 
mandatory offsets, U.S. producers maintain that ~ while they would prefer not to 
provide them ~ they are the price of getting foreign sales. 

Although there is no consensus within the Administration on how to deal with the 
offsets issue, we are committed to analyzing and better understanding the offsets 
issue, encouraging dialogue among the various interests on this issue; and 
continuing to take action to reduce government-mandated offsets through 
multilateral agreements and bilateral discussions. 

Pensions: Since the start of the Administration, we have taken strong legislative 
and administrative action to enhance the ability of Americans to save for retirement 
and to protect the security of those savings. The Retirement Protection Act, 
proposed in 1993 and enacted in 1994, has put traditional defined benefit plans 
and the Pension Benefit Guaranty Corporation back on a firm footing, protecting the 
security of over 40 million workers who participate in those plans. In 1 996, we 
passed major pension simplification legislation and took strong administrative steps, 
which appear to be meeting their goals of expanding coverage, increasing 
portability and enhancing security. Unfortunately, Congress has not supported the 
Administration's efforts to do right by the multiemployer plans that many union 
members depend on. We will continue to work to increase the guarantee, and to 
make other simplifying changes that will enhance the benefits available under these 
plans. 

Credit Unions: Credit unions and banks are engaged in a judicial and legislative 
battle over whether a single credit union can serve employees of many different and 
totally unrelated companies, or whether this violates both the letter and spirit of the 
Credit Union Act under which credit unions do not pay taxes (and are exempt from 
the Community Reinvestment Act). Credit unions generally have a good record of 
serving, at relatively low cost, lower income workers who have straight-forward 
and relatively small financial needs. The Treasury Department is in the middle of a 
statutorily-required study on the regulation of credit unions, and the Administration 
has carefully NOT taken a position on the bank/credit union issue, except that ~ for 
reasons related to administrative law, not the substance of the case - the United 
States is on the credit unions' side in the Supreme Court. This does not seem to 
be a top-of-mind issue for labor; labor unions sponsor both credit unions and banks. 

Product Liability Reform: Labor has consistently opposed attempts to enact federal 
legislation that would alter state law concerning product liability, mainly because 
most federal legislation that has been proposed in the last 15 years has been 
extremely pro-defendant. The President vetoed a product liability bill in 1 996, but 



stated that he was for "sensible product liability reform," and set out particular 
issues that needed to be addressed. Congress is currently considering new product 
liability legislation, which both House and Senate leadership hope to bring to the 
floor before the recess. Although the bills currently do not meet the President's 
standards. Senator Rockefeller is attempting to craft a solution that will meet our 
objections. Labor will probably not be happy if this effort succeeds. 

Securities law preemption: While labor in general has been less interested in the 
issue of limitations on the right to sue under the securities laws than it is in product 
liability reform, they also opposed the Private Securities Litigation Reform Act, 
which was passed over the President's veto. Business is now trying to extend that 
statute by getting Congress to enact legislation to preempt most state securities 
fraud actions. Business thinks the President has indicated support of their position, 
but the situation is somewhat more murky. Even if we support some sort of 
preemption, it is unlikely to be as broad as that proposed by the business 
community. 

Electricity Restructuring: Many states have begun restructuring their electrical 
utilities to afford consumers "retail choice"- the ability to select their electric power 
provider much like they now select their long distance company. Several federal 
bills have been introduced, too, and the Administration has been considering 
whether to offer its own bill. The Department of Energy has estimated that the 
savings to consumers resulting from retail choice could be over $10 billion per year. 
The policy process in the Administration on this issue has been underway since 
April, when the NEC began convening twice-weekly meetings of an interagency 
group to develop recommendations about the Administration's position. The 
interagency task force was made up of representatives from nearly all of the 
cabinet departments, including Labor, and many of the independent federal 
agencies in an expert advisor capacity. 

The NEC staff (Kathy Wallman and Marc Silverman) have met wi th the 
International Brotherhood of Electrical Workers (IBEW) and assured them that we 
will continue to consult with them throughout this process. A major concern of 
labor is that restructuring will lead to a reduction in the number of jobs available to 
their rank and file in the electricity industry. They also point out that the consumer 
benefits may not be shared by all, particularly residential customers, and warn that 
large consumers may benefit while residential rates increase. The IBEW feels 
strongly that there should be no federal mandate on electricity restructuring. 
Instead, labor would prefer that the process of restructuring be left to individual 
states to decide on competition. There is also concern on labor's part that 
competition could lead to diminished reliability as utilities cut back on spending to 
become more efficient and profitable. 



THE WHITE HOUSE 

W A S H I N G T O N 

February 17, 1997 

MEMORANDUM FOR GENE SPERLING 
cc: Kathy Wallman 
FROM: Dorothy Robyn-T3^ 
SUBJ: Issues of Concern to AFL-CIO 

Three issues in my portfolio may come up in your meetings with the AFL-CIO: aerospace 
"offsets," ISTEA and American Airlines. 

Aerospace "Offsets". In late 1995, as the International Association of Machinists was preparing 
to enter contract negotiations with Boeing, I AM President George Kourpias asked the President 
to examine the growing tendency for U.S. aerospace firms to source from foreign suppliers of 
components and subsystems. Kourpias later met with Laura Tyson, and the NEC began an 
interagency process to examine this sensitive subject. After a series of meetings with labor and 
industry officials, and extensive analysis by the Department of Conmierce's Office of Aerospace, 
the NEC group concluded informally that, on balance, international alliances in aerospace create 
many more jobs than they destroy, although the simation bears close watching, particularly in 
China. (See attached executive summary of our draft report.) We did not make our conclusions 
public, both because they did not support the lAM position and because the machinists had 
appeared to lose interest in the interagency effort once the Boeing strike was resolved. 

On a separate but related track. Commerce's Bureau of Export Administration (BXA) published 
a report in May 1996 on defense "offsets" - i.e., requirements for local production or other 
investment imposed by foreign purchasers of U.S. military systems. BXA's analysis left a lot 
to be desired, and OMB, USTR and NEC commented extensively on various drafts. But we did 
not challenge the report's basic criticism of defense offsets. 

Based on BXA's report, Commerce's Trade Policy Coordinating Committee included a chapter 
on defense offsets in its September 1996 report. At the eleventh hour. Commerce proposed to 
add a section on commercial offsets. But the draft was one-sided in its criticism of commercial 
offsets, and it contradicted the earlier analysis done for the NEC by Commerce's Office of 
Aerospace. After OMB, USTR and NEC all weighed in, TPCC agreed to drop the last-minute 
addition and substitute a footnote promising to address commercial offsets in next year's report. 

One other piece of history is relevant. Last fall. New York Times investigative reporter Jeff 
Gerth began writing a story about the aerospace industry. After a lengthy meeting with Dan 
TaruUo and Chris Dorval to discuss what I should say, I spoke to Gerth on background, and 
Laura later spoke to him on the record. We both emphasized the substantive findings of the 
NEC process. In doing so, we unwittingly played into his rather bizarre thesis that the handling 
of this issue by the Clinton Administration reflects the growth in campaign contributions to 
Democrats from big business relative to organized labor. Gerth got some smaller points wrong 
as well. Fortunately, the story (attached) ran on Christmas day and so has had little impact. 



Mistakenly, I talked to Gerth before talking to the I AM, and so the machinists learned first from 
him about the outcome of the NEC process. I met with key I AM officials in mid-December 
(before the Gerth story ran) both to apologize for that and to discuss the NEC findings in more 
detail. I shared my idea of having the National Academy of Sciences do a workshop and report 
that would feed into the TPCC's 1997 report. They were very supportive of that idea. Partly 
as a follow-on to that meeting, Kourpias recently wrote the President asking that the NEC 
interagency group be made a "permanent fixture charged with the mission of promoting U.S. 
aerospace production and employment." 

I have since met with National Academy officials (representatives from Labor, Commerce and 
other relevant agencies also attended), and they are willing to do a workshop and follow-up 
report by July. Such a workshop would, of course, involve experts from industry, labor and 
academia. It would look at offsets and alliances in two sectors: aerospace and (tentatively) 
telecommunications. If appropriate, the workshop could be part of a longer (12 to 18 month) 
Academy study of this issue. 

Although I don't anticipate the National Academy will automatically embrace the lAM's position 
on this issue, I do think a NAS workshop and report could be very useful to labor: First, it will 
provide a forum for an exchange with industry officials, which is much needed. Second, it will 
help sort just what "offsets" are, since different people use the word to mean different things. 
Third, it can focus on the need to do a better job of measuring the growth in foreign production; 
currently, we're reliant on industry for the figures on domestic vs. foreign content, and those 
figures are calculated using a methodology prescribed by the Export-Import Bank which is fairly 
crude. Finally, it can help to generate some positive recommendations ~ steps the federal 
government can take to ensure that, at a minimum, international cooperation in aerospace 
contributes more to U.S. leadership in this important industry. 

If asked about this issue, you should respond: 

• The NEC-chaired interagency process that was established in 1995 to examine this issue 
is still in operation. Known as the "Working Group on Aerospace Employment," it has 
become the Administration's standing group on aerospace issues the affect jobs and the 
economy. 

• We have asked the National Academy of Sciences to convene a workshop on offsets in 
aerospace this spring. That workshop will, of course, include representatives of labor, 
as well as industry and academia. 

• In addition to examining the offset issue, there may be other things the Administration 
can do to promote employment in the U.S. aerospace industry, and the NEC is looking 
at that as well. 



ISTEA. State Infrastructure Banks (SIBs) provide greater flexibility to support the financing of 
projects by using federal-aid funds for revolving loans and other forms of non-traditional 
financial assistance. Offering only a shallow federal subsidy, SIBs are designed for 
transportations projects that can be largely (but not entirely) funded by the private sector - e.g., 
toll roads. The Administration is requesting $150 million for SIBs in FY98. 

Two years ago when OMB and NEC first proposed SIBs internally, the Department of Labor 
argued for permanent Davis-Bacon Act (DBA) coverage, whereas OMB wanted a complete 
exemption. The NEC proposed an approach used by EPA's Wastewater Treatment Revolving 
Fund, which provides a similarly shallow federal subsidy: namely, require the first round of 
projects funded by an individual SIB to comply with DBA requirements but exempt subsequent 
rounds. (If an existing SIB were to get subsequent federal dollars, that would count as a "new" 
SIB for purposes of DBA.) DOL and organized labor accepted this approach, recognizing that 
the SIB program, given the type of projects it supports, will never get very big. 

The Department of Transportation's interpretation of the resulting legislation has been even more 
generous to labor. If a SIB project is funded or repaid even partly with federal dollars, 
regardless of the funding round, it must comply with DBA. Thus, only SIB projects that are 
funded and repaid entirely with state dollars would be exempt under current DOT rules. 

Despite the two-year old agreement, organized labor this year raised anew the issue of 
permanent DBA coverage for any and all projects funded by SIBs. (Labor's revised position 
seems to reflect the mistaken impression that the SIB program is due to expand significantly.) 
On policy grounds, labor's proposal is problematic: First, it would represent an expansion of 
existing DBA coverage, which could set a costly precedent for EPA and other federal agencies. 
Second, by raising the cost of purely state-funded SIB projects, it would reduce the number of 
such projects. The Administration has not yet resolved the issue. 

If you get a question, you should emphasize, first, that the Administration is carefully 
considering labor's views. Second, you may want to reiterate that this program, by its very 
namre, will remain small. (Mort Downey spoke to the AFL-CIO on Samrday, and I will get 
you a copy of his Q&A on this issue tomorrow.) 

American Airlines. The President's action to avert the strike of American Airline pilots does 
not seem to be a major issue with the AFL-CIO, according to the Vice President's staffer who 
has talked with union officials. The Allied Pilots Association (APA), which represents 
American pilots, is independent, having split off from the AFL-CIO's Air Line Pilots 
Association (ALPA) in 1963. Many ALPA pilots still resent that break in the ranks. Moreover, 
ALPA represents the 2,000 pilots at American Eagle, the company's commuter line, who are 
in a position to take jobs away from APA members if American expands the use of regional jets. 
APA is insisting that its pilots be given the right to fly the smaller planes, but American says 
it would lose money flying regional jets with the high salaries that APA pilots command. 
(American on Thursday rejected an APA proposal to have American pilots fly any American 
Eagle jets at salaries that would keep those flights competitive with other commuter airlines.) 



That said, the issue of regional jets is a problem for ALPA, much as it is for APA, because 
some of the commuter airlines are not unionized. For example, Northwest Airlines recently 
introduced 12 regional jets at its 30 percent-owned commuter affiliate, Mesaba Holdings Inc. 
Because Northwest pilots are contractually guaranteed to fly any jets within the Northwest 
system with 70 or more seats, the Mesaba planes will be configured to carry 69 passengers. 
ALPA is extremely unhappy, although it has not taken any action to oppose the moves. (See 
attached newspaper articles.) 
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Record Type: Record 

To: Dorothy Robyn/OPD/EOP 

cc: 
Subject: language for Machinists 

Dorothy - Thanks so much for the memo and the report. 

Would you be so kind as to e-mail me some language for our speech writers that shows our 
sensitivity on this issue. I would be very grateful. 

Thank you again. 
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REMARKS PREPARED FOR DELIVERY 
DEPUTY SECRETARY OF TRANSPORTATION MORTIMER DOWNEY 

TRANSPORTATION TRADES DEPARTMENT, AFL-CIO, MEETING 
FEBRUARY 15,1997 

LOS ANGELES, CALIFORNIA 

(Introduction to be made by Sonny Hall, Secretary-Treasurer, 
Transportation Trades Department, AFL-CIO) 

Thank you, Sonny, for that introduction. Let me start by 
bringing you greetings from Secretary Slater, who was sworn in 
yesterday. 

Some of you already know the Secretary from his service 
as Federal Highway Administrator, but he's looking forward to 
meeting with all of you. We'll work with Ed Wytkind to 
schedule that meeting. 

I'd like to go back to Washington with your ideas on the 
direction the Department should take under Secretary Slater's 
leadership, so I hope to spend most of our time today hearing 
your thoughts. 

Before we do that I want to talk about President Clinton's 
commitment to working Americans and to his partnership with 
America's labor unions. 

Over the years you've given voice to the concerns of the 
working men and women who make our transportation industry 

Draft 3 1 February 16, 1997 
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the engine of our economy, and the President shares your desire 
to empower them to make the most of their lives. 

That commitment has its roots in the long and proud 
Presidential tradition of standing with working Americans. 

These Presidents ~ from Roosevelt and Truman to Clinton 
— have sought a common goal: ensuring prosperity and security 
for all Americans. 

We've taken a big step towards realizing this goal over the 
last four years. 

Today we have more than 11 million new jobs, including a 
half-million in transportation. 

The "Misery Index" is down to its lowest level since the 
1960s. Mortgage interest rates are down, and homeownership is 
up to its highest level in three decades. 

And Americans' future prosperity is also more secure than 
ever. 40 million Americans have had their retirement income 
protected because the President fought to change laws and crack 
down on deficient pension funds. 

Just in the last year the President has worked with you to 
achieve a minimum wage increase for 10 million American 
workers — health care reform that lets working people keep their 

Drafts 2 February 16, 1997 
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insurance even if they change jobs - and welfare reform that's 
going to continue moving people from welfare rolls to payrolls. 

In transportation, President Clinton's commitment to 
working Americans is seen in our programs to preserve tens of 
thousands of high-wage jobs by helping to restore decaying 
industries like shipbuilding, airlines, and aerospace. 

You've seen the President's commitment in his new 
Maritime Security Program, which will ensure that up to 47 
American-crewed ships serve our ports and are available for 
service in national emergencies. 

You've seen it in our aviation policy, which has produced 
43 new or expanded intemational agreements to open up 
markets to U.S. carriers and.generate airline jobs. 

And you've seen the President's commitment ~ and that of 
all of us in DOT ~ in our efforts to improve safety for 
transportation workers. 

We've worked with rail labor and management to develop 
new protections for roadway workers, a partnership we're 
continuing in other rulemakings. 

We've also stepped forward to protect railroad workers' 
"right to tell" about safety problems, and we've been partnering 

Draft 3 3 February 16, 1997 
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with the rail brotherhoods to improve grade crossing safety, 
especially through better maintenance. 

Draft 3 4 February 16, 1997 
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We responded to your request that we work with the 
George Meany Center to give commercial vehicle drivers an 
education program about federal drug and alcohol testing rules 
and substance abuse prevention, intervention, and treatment. 

We're ensuring that the globalization of our industry 
doesn't compromise safety ~ whether that means requiring 
international truckers to obey American laws or mandating that 
foreign air carriers serving the U.S. maintain security standards 
identical to those of domestic airlines. 

Finally, you've seen our commitment to working men and 
women in our approach to labor relations. 

[We've helped to resolve airline and railroad labor 
disputes and to promote employee ownership of airlines, 
preserving jobs. ] 

We've pioneered transit labor-management cooperation in 
such areas as a standardized bus operators' training program and 
maintenance worker training, and we've ended the mandatory 
privatization reviews that plagued transit in the past. 

We've rehired former PATCO air traffic controllers in 
increasing numbers, taking advantage of their skills and 
experience and putting the past behind us. 

Drafts 5 February 16, 1997 
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And we've worked with labor to create models for 
collective bargaining as we implement personnel reforms at the 
FAA. We're confident that such efforts are the future of the 
transportation industry, and we'll do everything we can to 
support them. 

We need to build on our successes ~ in transportation and 
elsewhere. 

In his State of the Union message the President laid out an 
agenda to do this — an agenda which will enable us to finish jobs 
like balancing the budget and turning to the tasks ahead, 
building a foundation for the 21st century — a foundation of 
investment in education, in technology, and in infrastmcture. 

We at DOT are doing our part to make the President's 
vision a reality. That's reflected in the 1998 DOT budget that 
the President proposed just last week. The budget reflects his 
commitments to balancing the budget by 2002 and to providing 
a safe and efficient transportation system. 

Although the total $38.4 billion the President requested is 
about one percent below this year's budget, funding for many 
targeted areas of interest to us all has increased. Let me review 
a few of these priorities. 

Draft 3 6 February 16, 1997 
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Our highest priority — as always ~ making our 
transportation system safer for industry workers and for 
travelers. 

Although our system is already the world's safest, much of 
what we do is aimed at making it safer, even in the face of 
growing travel. 

That's why we want to raise direct safety spending by $200 
million — to $2.9 billion, a record IVi percent of our total 
budget. 

That includes increasing motor carrier safety grants by 28 
percent, to a total of $100 million, and targeting $17 million of 
these funds to ensuring that carriers give their drivers the ability 
to operate safely. 

We also want to increase railroad safety spending by 11 
percent, to $57 million, with funds going to speed up new safety 
rules and to buy an automated track inspection vehicle. 

And we want to raise aviation safety spending by 12 
percent, enabling the FAA to hire 273 new safety inspectors and 
certification staffers and funding the work of a new National 
Certification Team to inspect start-up airlines. 

Drafts 7 February 16, 1997 
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The President also recognizes the importance of sound 
infrastructure to increasing our prosperity and our international 
competitiveness. 

Draft 3 8 February 16, 1997 
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He's strongly supported the programs made possible by 
ISTEA — the Intermodal Surface Transportation Efficiency Act, 
which authorizes federal highway and transit programs and 
which expires this year. 

Our proposal for ISTEA reauthorization is undergoing final 
review, so I can't say much about it. However, I can talk about 
how it affects parts of our '98 budget — the first budget of the 
post-ISTEA era. 

During President Clinton's first administration we 
increased investment in highways, transit, and other 
infrastructure by more than 20 percent, to an average of $25.5 
billion annually. Our '98 proposal of $25.6 billion is actually 
above this average. 

That includes just over $18 billion for highways, 
maintaining our investment in roads and bridges. 

We're also keeping mass transit investment steady, 
providing more than $4.3 billion, including money for the 17 
full-funding grant agreements executed since President Clinton 
took office. 

Those new start agreements - worth $6 billion in federal 
funds — are leveraging an additional $5 billion in nonfederal 
investment for more than a hundred miles of new rail lines. 

Draft 3 9 February 16, 1997 
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We're also giving transit agencies more flexibility by 
ending the distinction between operating and capital assistance 
for cities with more than 200,000 people. 

Although routine operations would no longer be funded for 
these agencies, maintenance and the debt service on capital 
investment would now be eligible for capital grants. 

In addition, capital grants have an 80 percent federal share 
versus the 50 percent for operating grants, letting local funds 
leverage more federal money. 

Taken together, these changes will place transit agencies in 
a better position than before. 

Smaller communities - which are the ones most dependent 
on federal aid ~ could use their transit formula grants for either 
capital or operating expenses. 

I've already mentioned the Partnership for Transportation 
Investment, which fills the gap between our infrastructure needs 
and the available federal funding. 

Our 1997 budget builds on oui' successes by providing 
$150 million in seed money for the first State Infrastructure 
Banks, or SIBs, to leverage private and other public funds. 

Drafts 10 February 16, 1997 
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I know that some of you have had concerns about the SIB 
program and its implications for labor protection. I want to 
assure you that your comments are being listened to as we 
develop this program. 

The '98 budget proposes another $150 million in seed 
money for SIBs, and $100 million for a new Federal Credit 
Program focused on projects of national significance, such as 
the Alameda Corridor here in Los Angeles. 

Infrastructure investment, of course, is only part of what 
we do. We also fund operations, including those of the FAA, 
which safeguards and supports our aviation system. 

We're requesting an 8.7 percent increase, a notable amount 
in an era of budget freezes, to the FAA's operating budget, up to 
a record $5.4 billion. 

In addition to more safety inspectors, that increase will let 
the FAA hire 500 air traffic controllers and 173 security staffers 
to carry out the Gore Commission's recommendations. 

Something I want to note is a new $100 million transit 
program that will offer welfare recipients the access to jobs, 
training, and support services that they need to make the 
transition to the working world. 

Drafts 11 February 16 1997 
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We're also continuing to support Amtrak. As part of 
ISTEA's reauthorization, we'll propose funding Amtrak ~ 
including improvements for its Northeast Corridor — from the 
Highway Trust Fund. That includes $344 million for Amtrak 
operations and $423 million for capital projects in 1998. 

Let me close now by saying that the '98 proposal moves us 
towards balancing the budget, and it does so while investing in 
the infrastructure and technologies we need and while 
protecting the safety of transportation workers and travelers. 

This budget and the other initiatives I've talked about today 
reflect our commitment to working men and women. 

As I said earlier, President Clinton is the heir to a long and 
proud tradition of standing with working Americans, and so I 
want to say a few words about today's relationship between the 
labor community and this Administration. 

I know you've occasionally been unhappy with some of the 
stands we've taken. 

But these disagreements shouldn't overshadow the progress 
we've made together ~ the things we can still accomplish ~ or 
the risks we create if any disagreements open opportunities for 
those who would roll back generations of progress. 

Drafts 12 February 16 1997 
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We've seen how important this solidarity is. Working 
together over, we've turned back assaults on the Davis-Bacon 
Act — on the collective bargaining rights of Amtrak employees 
— and on the 13(c) protections for transit workers. 

We'll face more challenges this year as we try to pass a 
budget which sustains our commitments to transportation and to 
the workers who make our system the world's finest. 

And we'll face challenges from those who want to reverse 
the progress made under ISTEA ~ progress which has led to 
greater investment in infrastructure and technology, and to a 
stronger emphasis on safety. 

How we meet these challenges will determine the course 
our industry takes into the 21st century. We'll need your help if 
we're going to keep moving ahead, and we look forward to 
working with you as we do so. 

Now, I'd like to hear your ideas and answer any questions 
you may have... 

# # # # # 

Draft 3 13 February 16, 1997 
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TALKING POINTS 

Elimination of operating assistance in areas above 200,000 population will not have a significant 
effect on labor protective arrangements in those areas because: 

* Section 5333(b) will still apply in fiill force through capital assistance. 

* The right to bargain collectively is required equally under both capital and operating 
assistance and any terms negotiated by organized labor and inchided in the National 
Model Agreement for operating assistance will still be subjects of collective bargaining. 

* Any use of FTA fiinded capital assets in operations/activities which can be shown to 
have an adverse afFect on covered mass transportation employees will support a claim 
under Section 5333(b). 

* A National Model Agreement for capital assistance could be negotitated with the same 
terms and conditions as the National Model Agreement for operating assistance. 



Feb. 14, 1997 5:1 1PM U S DOT FTA TES-1 No. 5817 P. 3/4 

O Memorandum 
U.S. Department 
of Transportation 
Federal Transit 
Administration 

subjeor. Iirplications of Operating ô e: 
Assistance Chances on 
Ertployee Protective Arrangements 

Reply to 

p""-: Janette Sadik-Kha»jt^Q: 
Deputy Administrates^ 

Mortimer L. Downey 
Deputy Secretary 

Background: 

The President's FY 98 Budget and the ISTEA reauthorization 
proposal r e f l e c t a major change i n funding of t r a n s i t operating 
expenses.^ These changes inpact on labor protections currently 
afforded to mass t r a n s i t employees under T i t l e 49 section 5333(b) 
[hereafter section "ISc"]. Under current law, operating 
assistance grants can pay up to 50% of the grantee's net 
operating d e f i c i t . However, i n practice, operating assistance 
caps r e s u l t i n the 2-10% range of net operating d e f i c i t at large 
and medium size properties. 

Under current procedure, the receipt of $1.00 i n operating 
assistance triggers 13c. Since the budget and reauthorization 
proposals l i m i t operating assistance to communities of 200,000 or 
less, 13c protections for errployees i n communities above that 
threshold would be lim i t e d to capi t a l protections. 

Issue: 

DOL must c e r t i f y FTA grants before they are awarded. While 
cer t a i n protections, such as continuation of c o l l e c t i v e 
bargaining r i g h t s , arise regardless of the type of operating 
expense or ca p i t a l asset being bought with FTA assistance, other 
protections require the claimant to show that a p a r t i c u l a r FTA 
assisted "project" has contributed to the adverse impact on the 
enployee. FTA interprets a l l operating a c t i v i t i e s to be a single^ 

^ To ease the burden of th i s change, and to bring t r a n s i t 
c a p i t a l assistance programs into l i n e with the highway program, 
asset maintenance expenses, debt service costs, etc., normally 
e l i g i b l e for operating assistance, would be e l i g i b l e for c a p i t a l 
assistance, to be reimbursed at the 80% c a p i t a l assistance rate. 
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"project,• and by extension, that federal requirements attach to 
a l l contracts awarded for other than a purely locally funded 
capital project. 

Most recipients of operating assistance also receive capital 
assistance, so 13c protections w i l l s t i l l be available to mass 
transit employees despite loss of operating assistance. Under 
capital assistance the project scope i s defined by the items 
being acquired. Thus, certain 13c l i a b i l i t i e s which could not be 
avoided under an operating assistance grant can be avoided by 
sinply not seeking certain items eligible for assistance e.g. 
maintenance. Moreover, many claims require a nexus between an 
adverse in?>act and a specific FTA assisted "project". Thus, 
enployees whose jobs are "outsourced", may no longer be able to 
establish the required nexus. 

Recommendation: 

Interpret Federal transit law so any use of a Federally funded 
asset in an activity creates a nexus between the "project" under 
which the asset was acquired and the effects of the activity in 
question. This shifts the focus away from the original purposes 
of the project under which the asset was acquired to the 
activ i t i e s in which the asset is used regardless of the 
justification for i t s original acquisition. For example, i f a 
Federally funded maintenance garage i s acquired and subsequently 
made available for use by a contractor where maintenance i s 
contracted out, a nexus to the Federal assistance would exist. 
Similarly, use of Federally funded buses or location of privately 
funded buses in a Federally funded bus garage would also create 
the required nexus. 

Under present practice, the claimant must establish the nexus 
between the alleged adverse impact and a specific project. Under 
this recommendation, the use of any Federally funded asset in an 
activity that effects the claimant would be sufficient to carry 
this burden. DOL could either require the claimant to show that 
a Federally funded asset i s being used in an activity, or DDL 
could establish a rebuttable presumption of such use and require 
the grantee to rebut the presunption or risk adverse inferences 
by the decision maker. 
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Overview. The 1998 budget includes $4,382 billion for FTA, the same level as 1997. Most capital funding is consolidated into a 
new, more flexible, Formula Programs account. Operating subsidies are replaced by increased capital funding, increased 
flexibilitŷ  and targeted assistance. New Starts are reduced by $126 million, but afl existing Full Funding Grant Agreements 
(FFGAs), and those expected by the end of 1997. continue to receive funding. -n 

m 
dd 

Operating Assistance. Previously, operating assistance, which is used for such purposes as driver wages, fuel, insurance, and ^ 
routine maintenance (S400 million in 1997), received a spedfic sub-allocation of funding. This budget proposes to eliminate this ^ 
set-aside, but to mitigate possible adverse effects, also to expand the definition of capital expenditures to indude costs associated ^ 
with preventative maintenance. For small transit systems in areas with populations below 200,000 that serve largely elderly, 
disabled, and low income individuals and depend on Federal operating assistance, (he budget would eliminate the current ^ 
operating limitation, allowing providers in those areas to use funds for either operating or capital expenses. ^ 

I—» 

Formula Programs/Discretionary Grants Consolidation. The budget proposes to consolidate funding for Fixed Guideway 
Modernization ($760 million in 1997) and Bus and Bus-related Facilities ($380 million in 1997) with existing FTA Formula Grants o 
($2,149 million in 1997) into a new Tormula Programs" appropriation ($3,410 million in 1998). Formula Program funding can be b 



used for all transit purposes (including planning, bus and railcar purchases, facility repair and construction, and. in areas under 
200,000 population, operating costs). This change is intended to maximize flexibility for transit authorities and allow them to target 
funds to their most important needs. 

Access to Jobs and Training. An important element of moving people from welfare to work is providing access to jobs through 
low-cost transportation and related services. As part of the Administration's welfare reform initiative, the 1998 Budget proposes 
$100 million for a new Access to Jobs and Training Initiative. This program would offer Federal Transit Administration grants to 
states and local entities for new or modified transportation services that target [ow income individuals, including current welfare 
recipients. Such initiatives could indude van pools and special reverse commute services designed to help low-income individuals 
travel to jobs and training opportunities. 

ISTEA. Federal Transit Administration programs need to be reauthorized in 1998. The Administration's reauthorization proposal 
will focus on flexibility of funds, allowing more money to be moved among highway, transit, and other modes of surface 
transportation. 

Reductions. 

New Starts. Funding for the construction of new or expanded rail transit systems is reduced from $760 million in 1997 to S634 
million in 1998. Recent Portland State University studies indicate that improving existing transit service has a greater retum on 
investment than does constructing new transit lines. Consistent with this, the 1998 Budget shifts $126 million from New Starts to 
Formula Programs. Sufficient New Start funding is requested over the ISTEA reauthorization period to complete all existing 
FFGAs and those FFGAs expected to be issued within the next year. 
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FEDERAL TRANSIT ADMINISTRATION (FTA) OPERATING ASSISTANCE 

Question: It appears that the Administration's budget eliminates operating assistance for mass transportation 
providers. What is the rationale behind this policy shift? 

Answer: The Presidenfs 1998 request eliminates operating funding as a separate sub-allocation, but 
increases the overall formula funding level and replaces the operating set-aside by expanding eligible 
capita! expenses to include functions (hat, in the past have been deemed "operating" (e.g.: 
preventative maintenance). In addition, in areas below 200,000 in populat'on, Formula funds would 
be eligible for use on operating expenses without limitation. This proposal provides greater flexibility 
to transit operators and targets assistance to areas where operating assistance makes (he most 
sense. 

Follow-up: How does the Administration's approach serve low-income individuals in large and medium cities? 

Answer: The Budget includes $100 million in 1998 for a new activity that offers Federal Transit Administration 
grants to states and local entities for new or modified transportation services that target low income 
individuals, including cument welfare recipients. The Department of Transportation will propose 
legislation spelling-out the specifics of that program in the next few months. The Budget also retains 
separate formula allocations that sen/e elderly and disabled transit users. 
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Background: In previous years. Congress has spedfically limited (he amount of transit formula grants (ha( can be 
expended on operating cos(s like drivers' wages, fuel, insurance, and maintenance (3400 million in 
1996 and 1997). While the Administration has requested more than that in the past ($500 million in 
both 1996 and 1997), Congress has continually acted to lower operating funding. In large and 
medium urbanized areas, such Federal funding constitutes less than 5% of overall operating 
revenue, on average. In areas under 200.000 population. Federal operating assistance makes-up 
almost 20% of total revenue. In tbe 1998 Budget, the Administration will eliminate the operating 
assistance sub-allocation with (he qualifications shown in the answers above, including (he fac( (ha( 
small ci(ies and rural areas (hat depend on Federal support will be protected. 



Commuter Line Continues tp Expand 

By ALLEN R. MYERSON 

DALLAS, Feb. 13 — They may 
earn only a third to a half as much ias 
the $120,000 a year that pilots aver­
age at American Airlines. Byt pilots 
at American Eagle, the company's 
commiiter line, will put up with no 
secondrguessing of their abilities. ; 

"Their dispute with maiiagenient 
has generate^ some irresponsible 
rhetoric conceming our . qualifica­
tions," Homer Pugh, the American 
Eagle pilot who leads the commuter 
line's union, said in a statement 
"American Eagle pilots' qualifica­
tions, skill and professionlalism. are 
on a par with any group of profes­
sional sirmen." 

But as the 9,000 American Airlines 
pilots 4- in pay and prestige among 
the prihces of the industry.— define 
the threats to their Jobs, they point to, 
more tjian just the company's man­
agers. And rather than seeing Amer­
ican £|igle, already the nation's larg­
est commuter airline, as a way to 
funnel knore passengers to their air­
line, th^ Anierican pilots see the 2,000 
pilots at American Eagle bearing 
down on them. 

The AMR Corporation, the parent 
company to both airlines, wants to 
accelerate American Eagle's al­
ready rapid growth by adding as 

. many as 67 medium-sized jets to the 
current fleet of 205 turboprops. The 
American pilots say that these pilots 
and jets, able to link New York and 
Dallas, Will take over many more of 
their rentes. 

"The primary issue is the out­
sourcing of jobs," said David U. 
Johnson, an American pilot based in 
Dallas. "If we allow American Eagle 
to get the jets, upper management 
will then attempt to take additional 
flying time away from us, which will 
end up taking away Jobs." 

The American Airlines pilots also 
threatened to strike five years agb 
over management plans to add jets 
to the American ̂ agle fleet 

In 1992 and 1993, the American 
Airlines pilot's union said, the com­
pany furloughed about S50 of its, 
members and turned their routes 
over tp American Eagle and its 
cramp^ noisy, low-flying. turbO' 
props. Now, tbe union .says, the com­
pany wants to expand American Ea­
gle to take over that much more of 
the American Airlines system. -

Passengers who fly on American 
Eagle will be shortchanged, the 
Amertcan pilots say. "When they go 
buy a ticket on American Airlines, 
they know they're getting an Atnerl-̂  
can-trained pilot and an American 
Airiines jet," Mr. Johnsoh said. But 
Mr. Push, the American Eagle pilot, 
said tpat American Eagle pilots 
were trained to the same standards 
as American pilots. 

Underneath the technicalities Ue 
the same issues of Job seoirity and 

, cost cuts that have si^it many other 
industries. AMR says that if Ameri­
can pilots flew the Jets for American 
Eagle, their higher salaries would 
make the routes uncompetitive. 
Commuter airlines controlled by ri­
vals ah-eady have the Jets, which are-
far quieter, roomier and more popu­
lar with passengers than turboprops. 

Today, the company rejected a; 
tmion proposal to have American pi­
lots fly any American Eagle Jets, but 
at salaries that would keep those 
flights competitive with other com­
muter airlines. 

Stephen A. Frederick, a former 
American Eagle pilot, said the com­
pany was playing the pilots' e^ups 
against eacht>ther. "The rivalry gets 
pretty intense," he said. Mr Freder­
ick said he was dismissed in 1995 for 
complaining about airplane safety 
after the 1994 crash of an American 
PaaiA flight in Indiana that killed 68 
people. 

What many American Eagle pilots" 
want most is to Jump̂  to' American*' 
Airlines, where senior pilots can 
earn $200,000. But the addition of' 
regional Jets to the American Ei^e' 
fleet /would still probably increase,' 
the pay of pilots who fleW them, and 
allow many other pilots to step up in ' 
pay and seniority as well. 

American's parent company built 
American Eagle through acquisi­
tions beginning in 1988. With hul̂ s in • 
Dallas, Miami, Los Angeles. Chicago. 
New York and San Juan; Puerto ; 
Rico, it serves 127 destinations in-: 
cludmg Canada and the Caribbean. ;• 

As at other airUnes. Aiherican's 
commuter network has provided es- -

' sential spoices for the hubs. More -
than 60 percent bf American Eagle's 
12 million-passengers connect with , 
American flights.. 

But the American Alrlin^i pilots :-; 
see American- Eagle's gr<>?̂  â V 
predatoiy. They list the many irbutes 
— among them Dallas to Ainarillo; ; 
Tex., Chicago .to Cleveland aiid CinnT 
ciniiati. New York b Pittsburgh and | 
Providence. K J . ^ ihaX 
have gone from American Airline Jet̂  j 
service to American Ea^e vtiirlxh i 

Job security and 
cost cutting are theVj 
pnriiary issues 
raised by 
American's pilots. 

props.-.. •• 
Several industry analysts said that;; 

in their mistrust of Robert L. Cran̂  
dali. the coippany's chief executive,' 
pilots failed t̂o see how much theyj 
have t6 gain from American Eagle's 
expansion and .the increased Ameri->> 
can AirUnes trafflc thiat would result. 

' "If American, doesn't get the rer 
gional Jets, the pUots "MU lose over 
time," said Glemi D. Engel an aha-
l ^ t with (jjoldman, Sachs. " I wonder 
whether, the demonizatioh of Crah*'̂  
daU is tjixe real issue." v 
. The American AirUnes pUots unioiji; 
'agrees that its own study demon-̂  
atrates the need for their conlpany to" 

' use the regional jets to remam com-̂  
petitive. WhUe they say that AmeriÂ '̂ 
caii AirUhes could operate these jetso 
at an added cost of about $30 mUUoiî  
bvef; five years, the company put^ 
the : dxn at;;h of millions^ 

: Ameridan AlrUnes flij^t attendantŝ  
• macUnists and other employees als(£ 
: earn much mpire than those at Amer« 

' T h e l ^ AirUniN pilob beiH 
.long t»:theAlUed PUota Aas^ 
an independent union, America!) Ea« 
gle pUots, M iiistead to the Aif^ 
Uhe n i^h '^ 
dbmlniut; .i;>iipt̂  y;hlch also) 
represents pUots at Delta. ''ljnite(t; 
and many other airlines. : ^ 
<: ;The conipany eyen considered con 

ftinulng ,to operate American Eagle' 
during ' a stiike, but conclud«f 
.̂.)?igainst;iL r.>;:;j'; ' '••':. ' ' ' '/: ''•' V-.-''̂ ' 
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THE TRAVELERS 

Going 
AtoB 

' By E D ^ MCDOWELL p f • 

Tlilnk you are having trouble try­
ing to |[et where you want to go 
because there could be an American 
Airlines strike at niidhight tonight?/ 
If so, welcome 'to the Club, of. which. 
Debbie Crabb of Dallas is a charter 
member.-. . I ^U/.- : 

Mrs. Crabb flew to Nevis in the 
Caribbean last Sunday on American ! 
AirUnes to visit her sister, and be­
cause she could hot come back be­
fore tomorrow she may hotbe able to I 
renirn umU the strike ends, if tiiere is , 
one. " I couldh't rebook her," said 
Tom Crabb. her husbarid; aiid the • 
owner of Lakewooid Travel Partners-
in DaUas. "because the cruise ̂ ps;-̂  
had already blockied aU the avsdlable , 

- airline seats, for their own, passenrF;' 
gers..MeMtime;l'na'playing iMn 
Mom for our three kids.";. ;. -

There has already been a lot of . 
booking and; rebooking, • as - travel C 

I agents scramble to fitad Creative so-
lutions for getting cUents from point 
A to point B in the event of ah Ameri-. 

• can shutdown. 
Cohsidei- the Long island f amUy of 

six that had reservations to Orlando 
tomorrow on American. Eddi Hawin. 
the ownei- of Total Travel Manage­
ment in Uniondale, L.I... spent much 
of yesterday trying to get tiiem as 
far as Atianta, where they plan to 

Honest, boss, only 
one airline flies to 
this tropical island. 

rent a car and drive the remaining 
440 mUes to Disney World — and. if 
necessary, 440 milê  back a .week 
later. 

' While Ms. Hawin was stUl worldng 
on the rebooking last night, "It 
shows." she said, "what some people 
have to do to get where" they could 
have gotten so much more easUy." 

For some passengers, the poten­
tial zigs and zags in their itineriEules 
have been more trouble than they 
are worth. 

For example, the Montrose Travel 
Agency in MQntit>se, Calif., tried re­
booking a customer who some weeks 
ago had bought a ticket in coach on 
an American flight to Miami, and 
used his frequent-flier mUeage for an 
upgrade to first class. Delta o^ei^ 
him a setit in coach, but withoqt the 
flrst-class upgrade. When another 
carrier also did not offer to upgrade 
him. said Rhonda Holguin. the gen­
eral manager of the agency, hecan-

; celed his trip, 'i;' 
Other passengers with tickets on 

American, a unit of the AMR Corpo­
ration, have decided to trust luck or 
fate. "We have a few people sched-: 
uled to make trips at the end of next ' 

week, even business trips," said 
Marcia B,, Winter, president of Taos 
Travel in Taos, N.M., "but they say 
they prefer to wait and see what 
happens.'' 

But many passengers would rath­
er Innovate than wait, despite the 
hassles that result. Cruise Clubs In­
ternational, a New York travel agen-
cy that speciaUzes in cruises, re-
bo6ked eight passengers from two 
families who were scheduled to fly 
on American tomorrow from New­
ark to San Juan, P.R.. fora weeklong 
Caribbean cruise on Norweg^ 
Cniise Line's Windward. Norwegian 
reroutied them on Continental Air­
lines. ^ now they are scheduled to 
fly from Newark to Chicago today, 
said Edith . Brooks Schem, Cruise 
Clubs', president, "and after a 
stayover at an airpon hotel they'U 
fly to San Juan on Saturday, hopeful­
ly in time for tiie departure later tiiat 
afternoon.". 

. - After making reservations last 
September with American Express 
Travel in Boston, a couple in their 
30's who work in Boston's financial 
district left Boston on Wednesday 
aboard an American AirUnes fUght 
via San Juan to St Lucia, in tiie 
Caribbean, arriving in plenty of time 
for their wedding tomorrow at San-

; dais resort. 
In order for the newlyweds to re­

tum next Wednesday, Barbara Katz, 
a senior travel counselor at Ameri­
can Express Travel, rebooked tiiem 
on LIAT, the airUne of Antigua, from 
St Lucia to Antigua to TortoUa to 
San Juan. From San Juan they wiU 
fly Trans World AirUnes to New 
York, then to Boston. 

Many agents spent tiie day. with 
oniB eye on their reservations sys­
tems, the other on CNN or Fox News, 
hoping tiiat the strike would be caUed 
off but fearing the worst Even skep- , 
tical passengers, who had not previ­
ously tried to rebook, were burning 
up the phone lines to, their travel 
agents. "Yesterday they were opti- . 
mistic, today tiiey're finally ner­
vous," said Mihoko Ema, the owner 
of Travel Planners in New Orleans. 

And a reservations agent for 
American AirUnes said the carrier 
was being swamped with caUs. 

But some travel agents, confident 
that the Government would not toler­
ate a long strike, have already re­
sumed booking flights on American 
l^r a later date. 

"We're booking botii domestic 
fUghts on American and flights to 
Europe from early March on," Mrs. 
Ema said, "If tiiere is a strike, tiiey 
can't let it go that long." 

By last night, many travel agents 
said they had done about everything • 
possible for their cUents, tiioui^ they 
predicted that their phones would 
keep ringmg. 

"V ê've done pretty much aU we 
can do at tiiis point," Mr. Crabb said. 
"Now aU we can do Is sit and bite our' 
finger nails/' 
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By aU accounts, Deng's three daughteis and tŵ  
in imperial privilege and assumed control of a sprawlingweb of ̂  : A 
billion^Ilar, yovemmcDt-linked finns. have seen their Inflimnce' , 
wke witii tiieir 92-year<)ld Mifii's abflity to protect ft^ 

The "princelings,''.a8 they and other privUeged childroi of China's 
Communist revolutionaiy leaders are sometiines caUed, present -
a thongr issue in Chinese domestic politics. Controlling China's 
financial houses and wetqpons fictories tfarouĵ  an elaborate network 
of family ties, thev wield their fortunes by gambling in Macan, t^ing 
stocks in Hong Kong and London, and schooling their children in > 

• America. 
The pink Palo Alto maa«rioni purchased by a Htwig Krmg fipim<»iffr 

for S2 miUion cash in October̂  1995, and described by one federal 
agent a s a inim-embassy,''represented one dSTort by Deng's chUdren̂  
to establish m Anierican beachhead, some federal officials believe. 

Staying at times behind the wrousjbt-iron securitŷ  gate and 
three-tiered fountain in the Palo Alto home were Deoĝ s son-in-law. 
He Ping, who is an anny major-general and president of Poly, He 
Ping's wife, Deng RoQg, and their teenage daî ghter, according to 
records and interviews with fixleral officials. 

Deng's youngest and perhaps most infliiwfftifll daughter, Deng Roiig, 
47, graduated fmrn John Hopkins University and Uved in Washington 
fixiim 1979 to 1983, v«4ien she and He Ping were stationed at the 
Chinese embassy. 

Rong long had been seen as Deng's helpmate and qxikesperson; she 
infonned her invaUd father of events in China and abroad, then passed 
on his responses to outsiders. But in Pebruaiy, 1996, the General 
Office of the Cormnunist Parly Centnd Conunittee issued a decree 
forbidding Deng's children fixm dissemiiiating their father's 
pronouncements. 

Western analysts inteipret the gag order as an effort by Deng's 
successor, Chinese Preddeiit Jiang ZoDoiii, to shape the aUing biit 
irtfluential leader's words and legacy. 

He Ping, as president of the Poly Group conglomerate, is second in 
command to Wang, Poly's chairmaa' 

Founded in June, 1984, Poly's origiiial inission was to seU China's 
stodqpile of riiissiles arid inachine gims to goveniments aiid ' 
mercenaries around the world, tuniing the profits back to the. army, 
while acquiring advanced Western tecbdology for dupUcation in 
Chinese ftwtories. , ' , , 

The conglomerate, headquartered in Beijing's glittering glass Poly ; 
Pliaza tower, spawned ̂ sidiaries that now stretch into every comer 
of China's.domestic economy. The corparation maintaina offices in 
Moscow, Macao, Hong Kong and Los Altos, Calif 

Poly's Ringo Trading Ltd. arm, for example, holds a majority stake 
in the Hong Kong-based Continental Mariner shipping firm, whose 
dozen fiieis^ters have a 400,000-ton capacity. Continental Mariner, in 
turn, was pusbed into real estate and ccmstruction ventures on 
mainland China. 

TodiQr. Poly's $700 miUion real estate portfoUo includes the S106 
nuUion Beijing Garden Villas, a luxurious, European-style subdivision 
marketed to e3q>atriate executives; the .<!>iang>]nii Securities Exchange 
Building and the Beijing Jntemational Shooting Range, comparer 
rqxKtsshow. v • 

While profits fixan Aese ventures fimd fresh speculative cfimmwrtial 
ventures and lavish management perks, tfa^ also help tofeed, clothe 
and arm China's troops, compaiiy records and interviews with Vf tistem 
analysts show. ' 

During their time in Palo Alto, He Ping and Deng Rong's teenage 
daû iter were cared for. in part, by the wife of fiigitive smuggling : 
suspect Robert Ma. vttto also Uved at the Pdo Alto hoine with 
Mas' 11-year-old son, according to records and interviews wifli federal 

JaMay, 199S, federal agents obtained court permission to wiretap 
aU phones and fioces assodate4 with Robert Ma, a foniier Chiiiese 
naval inteUigence division Ueutenant \riio loved to show off his cri^ 
bhie uniform and ̂ arkling \̂ )ite officer's °c .̂-

Also at times staying at die house, acconliiig to reooids and federal 
officials, was Xie Da Toî g. an army officer and president of a $500 
miUion, im ôrt-esqiort subsidiary oiUed Poly Technologies Inc. aqd " 
Zhou Kejia. a Poly executive. Gonqiiaiiy memos show Zhou negotiated : 
the purchase of advaiiced Western hardware, ta weU as computer asid 'i 
radar equqinient, for esqKut to C h i n i ' ; 

Their aqierior was Wang. 55i a king among China's "princeUngs;" 
and a business manager whose decisions send tremcvs along the 0 
wireless silk road that stretches fixnn the Hong |Cong stock exchange 
to London ' . 

The son of the late Chinese Vice President Wang Zhen. Wang is 
also chairmap of China Inteniational Tirade & hvestmeiit Co., or 

, Citib, tlieiChiii^ goveraineiit̂ s most powerfid and visible cq>itiBl , 
•-jinyesisiieirtcoogloqierirt̂  

When China's St̂ ^̂  
Wang Was ippoiated its busihess inanagen he beciune vice preddent 
ffll986,tbmpresi(^ntiiil993.;^^^ ' 

By tfae end of 1994, CitK̂  

power plants'aiui bigFticket cbostructibn firms with projects around 
the glbb̂ enqiloiying more tiian accdrdingto coô iany 
repo(rts and iiidq>eQdent analysts. 

But ̂  year the cdnqiany was shfdcen a sdies 0̂  
impruftoit trades, includiiig ail cnibarTassiiig $4̂  
London Metals Exchan^ that resulted in the arrest in rhina t̂ )̂  
cohgloinerate's Shangjiai tnranch director. 

Chiiia's poimfU State Council seitf Wang in to dean die lii^^ 
He wa8 q)p0intedCitip chaini^ inMay, 1995.and directed to 
disdpline or divest sonie of the 30 subsidiaries tl^ 
efi^ciently or not large eiioug}i to push China into the global economy's 
first ranks..;.' • '.' , ''i, . . 

At the time of Wang's White House visit in February, 1996, the 
conglomerate's Citic Padfib subsidiaiy was actively seeking U.S. 
partners for several multimilUon dollar development projects in Hong 
Kong and China, including the expansion of the state-owned Jlangyin 
Sted MiU, in Jiangsu province, and the retooUng of a massive 
coal-fired power plant in nearby Ligang. ; 

On the day of his White House, visit, Wang was granted a 
five-minute audience with then-Commerce Secretary Ronald Brxnivn. 
Commerce officials said they could not determine viiio arranged the 
brief meeting or what was discussed 

Wang was invited to the White Hbvse by Litde Rode, Aik.. 
dealmaker Yah Lm "Charlie" Trie, a C U i ^ fiiend and fimdraiser 
who emerged as a central figure in the oaiiq)aign finanfta controversy 
>«iien it was disdosed that the first faniily's legal defense fimd returned 
more than $600,000 in contribtitions Trie gadieied beci^ 
questioris about the nuniey's sources. \. \ 

It is not clear what business and poUtical interests brou^ Trie and 
Wang togedier, and only scattered details have emerged about Trie's 
activities after he sold Ms modest Littie Rock Chinese restaurants in 
1991 and laiinftli<v< an «nt<»tT|MH"Tiw1 trading fbn CTploring deals in 
Hong Ki^g, Bdjingfoul Washington. 

The coffee session to vdiidi Trie squired Wang was typical of die 
,103 receptions White Hpuse officials hdd in 1995 and 1996 to reward 
top Democratic cootributora and iiiduce iDore donations. The 10 
guests, an eclectic groi;̂  of international and domestic investors, gave 
atotal of $429,890 to die Pemocratic party dining the last dection 
cydê  campaign records show. 

Biggest Umon Left Out as American Airiines, Pflots 
Clash By Stephen FrankUn, Chicago Tribune 
, WASHINGTON -Feb. 14̂ Just yitrds finm vitien baigainera for , 
American Airiines arid its pilots union roU their eyies and openly fiima 
about eadfodusr sit the gleaming offices bf the world's oldest and 
largest pUots union. 

But that union and its officers l i i i^ as weU be thmiffflndg bf miles 

Th^ are the missing guests, the unwdcome r^ 
hinges almost as much as that of American pilots oin die tallica tiiat 
sedn to be hurdingtowanl a strike Friday at l l pjn. GST against die 
natiori's largest dbinestibcarrier̂ :̂y;̂  

The imposing offipa bdOng to die 
(ALPA). a 45,000-ineniber union diat represents pilots widi 46 
airUnes in die U. S. and Canada; induding American Eaglet 2,200 
pUots. '̂V •-• ••V-::'̂ -:''̂ ^ ••'• • 

American's 9.000 pitots, die best paid in du U;S, widi an average . 
$120,000 in earnings yev; belong to die AlUed 
Associfdion. ALPA iMdin^ 

Once; the Ainetiban pilots bdo^^ 
' 34 years agni amid a ht^iif^ and Set up Aetf iminn hwvniaft of 

5 number of issu^ ireihiding: «^ty to assert tfadr own voice; 
Ever since, diere h^ve^)^ 

So ddicatê  in tliat AU'A 
"boo'* about the t̂ ierairiine'iiî ^^ -

" We dont want to be hbagrd or appear on record to say anydiing for 
or agabst dion.''said Qu AIJ^AL office 
however, dut diere liave l̂ een inform^ 
groi^lately./w\ S,-̂  . 

But Homer Puj^ a DaUas-btued pQ^ 



ALPA's Anioican Eagle pflots, wasn't rductant about admitting 
openly liis deep interest m the fitfe of tiie omtract talk^ 

If t ^ APA pilots succeed iii dieir bargaining. d i ^ wiU be able to 
control die flying of smaUer jets that American Eagle would like to 
add to its fleet! 

Ainericaii has insisted, so fin*, that it cannot afford to pay ̂ t̂ ^ 
salaries of its American .pUots and operate the smaller jets. In contrast 
to the American pUots, the average American Eagle pilot earns about 
$35,000 a year. 

To Pugk vibo earned $38,000 last year as a pOot, it makes sense for 
his feUow pilots to move iq> to tbe larger regional jets as American 
would Uke them to do. By stq)ping they wiU gain more 
e3q)erience, arid possibly inore inoQ^, he explau^ 

So, too, the abflity of American to q>erate a successfiil feeder .' 
operation should mean more passengers, md ultimately, more* 
business for everynie viio woila for die Texas-based carrier, he said. 

While the Anierican pUots grumble that dieir passenger traffic has 
declked in recent years as tfusiiiess ĥas growii for American Eagle, 
Pu{^ has his own concerns about his pUots* job security. 

In an effort to tigjiten its belt, Atiierican ciit 26 dties off its. 
American Eagle routes last year, and eUniihated 51 planes, according 
to Puŝ  - We are the ones who have closed die most dties," he said.. 

Chicago Tribune Bill Bianihart on Ae Markets 
Column Bin Barahart, Chicago Tribune 

Feb. 14--Just four moiidis after cTossinig die 6000 inark, die De^ 
Jones mdustrial average closed above 7000 on Thursday fbr the first 
time." • • • 

The Dow industrials kided 60.81 points to readî a 
his^ of7022.44 on heavy New York Stock Exchange volume of 584 
miUion shares. The broader Standard & Poor's SOO index rxjse 9.05 
points, to a reconi dosing Mg^ of 8 l i .82.̂ ' . r̂̂^ 

Even Federd Reserve Bbisffd Chairman Alan Greia^ 
throw cold water on the mix of robust corporate earnings and tame 
infladOn. Asked his views on die st($dc inarket a C^ 
hearing. Gifeenspan said, "111 iestndii l i Q ^ 

In earty December, Gremspan's bbU(pie oommait ab^ daiiigers 
of "irrational exuberance" infinancid nuitkets caused one of the few 
significant seU-ofib ihrecent months. 

Presidoit Clinton, in response toa reports question Thursday, was 
more fordicoming: " The market has produced a remtricable grow^ 
but die econoniy is growing. Obvioudy, die bonCem is diat the returns 
... to investment arê reater than can be justified based on the 
productivity and profit prospects of the compaiiies that are being 

• traded. 
" But if you look at the StabUity and growdi we've enjoyed and die 

prospects we have for a stable growth with rib inflation, it's hard to sity 
ifs completely out Of the question." ' 

Hopes that CUntoii and congressiorud Republicans vnU agree on a 
broad-based capital gains tax cut aifecting the sde of securities, as 
weU as homes, added to die market's glow. Rep. BUl Archer 
(R-Texas), diairman of die Ways and Means Cominitte^ 
News Servicei he beUbves Clinton understands the broad-based 
congressiond support for 
a capitd gains tax cut affecting securities. , 

Whereas Wedriesday's 103-point gain in the Dow industrids 
occurred despite a flat bond noarket, bonds were major Contributors to 
Thursday's move above 7000. 

The Treasury's auction of $10 bUUon of 3d-year bonds brougjtit a 
yield of 6.64 percent, whidi was Considered imremarkable. But widi 
die diree-day quaiterty lefimdingi of Treasury debt coinpleted, a sen^ 
of reUef propelled long-term bond prices h i g ^ and yields lower. 
_ The yield oin the current benbhmark 30-year Treasury bond fell to 

6.62 percent fiom 6.70 percent "We made itduougji the quarterly 
refimding widiOut any damage," said David Butier, chief equities 
trader for Zurich Ketnper bvestments in Chicago. " I dont see any 
reason why the ralfy can't continue as long as we get siqiport fiiom 
bonds."; 

Butier cautioned, however-, diat Friday-- ahead of a diree-day y 
weekend in finandd markets — codd witness a seU-off iii bonds as 
deders try to udoad inventory firom the quartedy refunding. Also on 
Friday, dw govemment reports the {nroduoer price index tat January, 
wUch is expected to show a gain of just 0.3̂ 'peTCent fit>m Decemb̂ ^ 

Thursday's raUy was broad-based amonjg largB-cq>italization stocks! 
For die second d^ m a row, winning issues outnumbered Ibsers by 
more dian 2-tD-I.-an unusud demonstradon of buUish market breadth 
in recent weeks. 

The two biggest gainers on the Dow industrids were phannaceudcd 

giaitt Merdc. widely regarded as a noo-cydicd stock, aid CaterpiUar, 
a industrial cycUcd stock. Merck added $3.75. to $99.62. after Utdng 
a 52-wedc high $99.87 during die day. CaterpUlar closed vp $j.62. to 
$83.12, after hittinga 52-wedchigh $83.37: 

InddentaUy, ndther of these giant multiiiationd conqianibs seems to 
be suffering stoCk price erosion finm the current strengdi in the U.S., 
doUar. The dollar oontiniied to defy eEforte by leading govemment 
finance ministers to stabUize the greenback against^ German mark 
and Jiq>aneseyeD. 

The Nasdaq c6nq>osite index added 11.85 pomts, to 1370.81. 
Computer-tedmology stodcs, >^ch went into a nunor swoon last ' 
week, continued diis wedc's rebound. I^bhad DeU, chief execitfive 
officer of DeU Conqniter, sdd he sees "very good" demand for 
persond Qon̂ uters. DeU gained $3.56, to $70.25. 

After the close of trading. Micron Technology diief executive officer, 
Steven Appletra add prices for soKuJled DRAM conpiter memory 
chips have been cUmbing reoeiitty, a comment that could boost the. 
computer-technology sector at Friday's opening of New Yodc tiading. 

A junq) in January retaU sdes rqxvted earfy Thursday in^^ 
spooked the bond market, but a diaip downward revision in the 
alrea(ty lackhister December retaU sdes figure helped sofloi &e 
impact 

Liyestbrs seemed wUling to ignore die threat of a pUot strike against 
American Airlines -or didnt beUeve it woddluqipen. The Reuters 
newswire quoted an unnanied Dq)artinent of Tnmsportation officid 
spring die strike wodd cost die U.S. economy between $100 million 
and $200 milUon a day. 

The stodc.of American Airlines'parent, AMR. rose 25 cents, to 
$83.12. The Dow Jones transportation average rose in Une widi tbe 
Dow industrials, closing iq> 16.33, to 2363.24. 

Locd news: Chicago-based DbnneUey Enterprise Sohitioos, vHaA. 
was spun off last fidl by RJL DonneUey & Sons,.sank $11.75, to $12, 
after die cooqpany sdd 199i5 resd^«q>ected to be released next 
week, would be substantialty below cunent WaU Street estimates. The 
company cited labor and management problems at one division. 

Glbbd investor Geoi^ Soros, who wants to oust PhUUp Roooey â  
chief executive officer of Oak Brook-based WMX Technblogies, 
demed a claim by die compaity diat his four nonfinees for se^ 
WMX board were filed after die noinination deadUne set by WMX. 

Standard Finandal, a Chicago-based savings and loan company, 
sdd U.S. District Court Judge James Zagel ruled in its firvor diat an 
investmcEtt partnership caUed LaSaUê Cross Partners violated 
securities laws in acquiring more than 5 percent of its stodc. 

Weslefr Jessen VisionCare, Des Plaines. gained $1. to $16, in its 
first day cf Nasdaq trading. Tlie maker of speddty soft coiitact lenses 
sold 2.45 miUion shares in an initid pubUc ofifering. 

MMI. Deeifield, a provider risk rnariagement services to the 
heddi-care industiy. feU 12 cents, to $29.12, aftd^ die company sdd 
a British court levied a $5.1 milUon judgmeiitaĝ dnist itinadiqnite' 
over its 1992 sde of an insurance compaity. 

White House's controversial foreign-policy 
issues to be tested before Congress 
Knight Ridder Newspapers (KRT) 

WASHINOTON Here some of the.fordgn-poUcy issues that codd 
produce figlits in Congress for the CUnton administration: 

Chemicd Weapoiu A globd treaty banning poison gas has been 
endorsed by Deinocrats arid some leading RepubUcans. but has been 
ChaUenged Ity Nordi Carolina Sen. Jesse Helms, chairman of the 
Foreign Relations Committee, and odiers. FOT die United S t ^ to join 
the treaty already ratified by 6iS countries two-thirds of the Senate 
must ratify it by April 29. 

United Nations Funding Widi a new U.N. secretary generd in 
place, the administration is seeking congressiond authorization to pay 
die United Nations nearfy $1 biUion in back dues widiheld because of 
dissatisfaction widi wastefiil U.N. management Skq>tics in Congiess 
want to set management gods for tiie United Nations and tie U.S. 
payments to their achievement 

NATO Edargeaient. The administratibn appears headed fi>r a 
recommendation that three Eastern Etnopean countries be pennitted 
to join NATO soon a step diat wodd mcrease die level (and cost) of 
America's security commitment in Europe. WhUe CUnton and his 
ddes see benefits fiom increased stabiUty, some lawmakers question 
die benefits and the cost 
V Anns Control The administration is seddng Senate ratification of 
die Comprehensive Nuclear Test Ban Treaty signed by CUnton in 
S t̂ember, an agreement questioned by some in Congress. Congress 
dso is seddng to advise the administration on proposed changes in die 



Little Progress 
Seen in Talks 
With Pilots 
'Confusing'Negotiations 
Cited by American Air 

By ADAM BRYANT 

WASHINGTON, Feb. 13 .— The Allied 
PUots Association, the union that has 
pushed American Airlines to the briijk Of a 
strike, is in many ways a misnomer. From 
its foundmg in 1963 tiirough recent weeks, 
its members and leaders have made dis­
unity their haUmark. 

Those fissures within the union, by many 
accounts, are now proving an, obstacle to 
progress in labor taUcs and may end up 
stranding tens of thousands passengers 
and shutting down the airline Saturday 
morning. At the same time, the pUots' 
negotiating posture has reinforced long­
standing tensions between them and such 
lowerrpaid American employees as flight 
attendants and baggage handlers. 

Despite encouragement from the CUnton 
Administiration to use mediation to settie 
differences between American's manage­
ment and the pUots, tiiere was Uttie move-. 
ment toward common ground today. 

Robert L. 'CrandaU, tiie chairman of 
American's parent, the AMR Corporation, 
urged President Cliritbn today to intervene 
to avert a strUce by forcing tiile two sides 
into binding arbitration. James Sovich, the 
union's; president, submitted a new con­
tract proposal to the company late today; 
the details were not disclosed. 

American AirUnes executives have ex­
pressed frustration all week with the lack 
of responsiveness from the pUots. The lat­
est round of taUcs was supposed to begin in 
earnest on Monday, but the pilots' 18-mem-
ber board did not arrive here until Tuesday 
night, and taUcs did not resume until 
Wednesday aftemoon,, after the board met 
with union negotiators. 

Donald J. Carty, president bf American 
AirUnes, has described the taUcs as "very 
unproductive and even confusing." After 
the union signaled that it wanted higher 
wages Instead of stock options, the airUne 
responded by adjusthig its proposal. The 
union tfien dismissed the offer as a step 
back rather-than an improvement 

"This is a very frustrating and disap­
pointing situation," Mr. Carty said today in 
a recorded niessage for employees. "We 
want an agreement, but we need to have 
someone to have an agreenient with." 

Continued on Poge b3 
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WaUace J. Pitts, a spokesman for 
tiie AUied PUotsi, said that union lead­
ers had been clear bn their demands 
for weeks, and that any appearance 
of dldiarmohy was a result of 
"heklthy democratic debate." 
'-. But it has often beoi difficult to 
discern what union officers and the 
9.000 members reaUy think. Union 
leaders, for example, approved a ten­
tative agreement by a dose vote last 
faU and sent it on to members for 
ratification with a recommendation 
to apprbve it 

But a group of pilots organic an 
intensive lobbying effort to vote It 
down. The "APA PUots DefencUng 
the Profession," as they caUed them­
selves, set up a sophisticated site on 
the World Wide Web, and used elec­
tronic mail to get their message but 
Their efforts were helped to some 
degree by some union officers who 
sent letters to members suggesting 
that a better deal could be negotiated 
witii Uttie risk. ? 

Although it is not clear how many 
votes they swayed, their efforts cer­
tainly appeared to have succeeded 
after the pUots voted down the tenta­
tive agreement by almost a - 2-to-l 
margiiL 

With a strike nearing, some pUots 
said>that if a vote weire taken again 
today, the original agreemeiit would 
be approved. 

"We would pass that contract in a 
heartbeat if we had a second 
chance." said Walter Brown, a pUot 
who has been flying for American for 
eight years and voted hi favOr of tiie 
tentetive agreement Mr. Brown said 
he would Uke to sue some of his 
coUeagues who organized tiie De-
fendhig tihe Profession groiip for rei>< 
resenting themselves as would-be 
union leaders. . 

''Tiiere is a lot of dissension witiiin 
the AP.A," he added. 

Even among other employees at 
American, most of whonii wUl be laid 
off in the event of a strike, there has 

Among an dfir/lfne V 
employees, there is 
uttk sympathy for 
higher-paid pilots. 

been Uttie broad siipport or symjpa-
thy for the pUots, who earn an aver-
age of $120,000 a year. 

In (me sarcastic barb, many em­
ployees at American recentiy circu­
lated a "Help Feed tiie PUots" sign­
up sheet that noted "thousiands of 

pUots hi our very own country are 
Uvhig at or Just below the six-figure 
salary. Une." Employees were told 
they could sponsor a pilot ta the 
event of a strike for $300 a day, which 
cbuld mean tiie difference between 
"a vacation fishing in Florida or a 
Mediterranean cruise." 

A second sheet was circulated 
showing tiie paycheck stub of an 
American pUot who made more than 
$160,000 last year, over tiie words, 
"I'm a pUot and I don't make 
enough.'? Some American employees 
who are not members of the pUots' 
union also wore buttons recentiy 
bearing tiie acronym S.P.O.LL.E.D.. 

'tor spoiled Pilots' Objective Js Leav-
tag Employees Destitute. 

Such tensions, though, are not new 
for the pUots. In 1963, a group of 
Americap pUots, who at the time 
were members of the Air Ltae PUots 
Association, fomented distrust of the 
pational union and won enough sup­
port to form American's own union. 
But after the SpUt, many pUots felt 
strongly that aU pUots should msdn-
taih a unified tadustrywide urUon. i 
and resented the move to break 
ratiks witii the Air Une PUots Associ­
ation, which represents pilots at 
nabst major airUnes today. ;, 

"That union was founded ta a 
bloody boU. of dissension," said 
George E. Hopkins, a professor of 
history at Western DUnois Universi-
ty, who has written three books on 
the history bf pUot unionization. 

Twenty years later, flie, AUled Pi­
lots Association made one of the 
most controversial decisions ta air-

jtae labbr history by ; signtag an" 
agreement tiiat created a second, 
Ibwer tier of wâ es for new pUots. 

' The plan was tatended to help Ameri­
can expaiid its fleet and mairket 
share, and pUot leaders signed the 
deal at a time of uncertataty and 
tiirmoU ta tbe bidustry foUowtag de-
rejgulatlon ta 1978. 

Inthe yeaxs since, the so-caUed 6-
scale hais fostered considerable re­
sentment among the toweriiaid pi­
lots, arid union leaders are nbw try­
ing to close the gsp quickly. 

The pUots have also been divided 
on how best to negotiate with the 
company. In January 1994. Richard 
LaVoy. the pUots' union president at 
the tinie. agreed with Mr. CrandaU to 
what they caUed a "fresh approach", 
tonegotiatibns. :•' 
' The iqiproach caUed for the two 
sides to use binding arbitration to 
resolve aiiy issues that could not be 
settied ill: negotiations. Such a guar­
antee woidd have prevented any 
strike at the ah'Une. But the union's 
board scrubbed the idea, and four 
numtiis later tiie pUots voted ta Mr. 
Sovich, the current president 
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2 Cleared in GUh ti^to Ex-Cabin^ Member 
I By DAVID STOUT 

WASHINGTON. Feb. 13 The 
special prosecutor . tavestigattag 
MUce £spy. President Cltaton's one­
time Agriculture Secretory, suffered 
his flrst setback today as a Federal 
Court.jury acquitted two former ex-
ecbtives of a crop-insurance compa­
ny of niaktag illegal campaign con­
tributions to Mr. Espy's brother.: 

The two, John J. Hemmtagson and 
Gary A. Black, were found not guilty 
of charges tiiat they conspired to 
defraud the Federal Election Com­
mission and that tiiey fUed false 
statements with the commission ta 
connection with the 1993 Congres­
sional campaign bf Mr. Espy's brbth-
er, Hrary. 

MUce Espy resigned froni the Cabi­
net in OCtbber 1994 after accusations 
that He had accepted favors from big 
agricultural businesses and billed 
taxpayers for pleasure trips and ve­
hicles for his personal use. 

Mr. Hemmtagson was chief execu­
tive and Mr. Black a Vice president of 
tiie Crop Growers Corporation bf 
Overland Park, Kan., a crop insurer 
that last month pleaded no contest to 

conspiring to defraud the election 
commission and was f taed $2' miUion. 

The company , and the two execu-. 
tives were accused of concealing 
more than $40,000 In corporate con­
tributions to Henry Espy, then the 
Mayor Of Clai-ksdale, Miss., ta his 
unsuccessful bid to take over the seat 
vacated by his brother when he 
jotaed the Cabinet ta 1993. Prosecu­
tors said the defendants were curry-
tag the candidate's favor tp gain ac­
cess to the Agricultare Secretary. 

But the defense lawyers, WUliam 
Mauzy for Mr. Hemmtagson and 
Theodore V. WeUs Jr. for Mr. Black, 
argued that tiie former executives 
had acted ta good faitii, and that the 
Govemment's case lacked proof. 

" I am, of course, dlsappotated ta 
the Jury's" verdict," the special pros­
ecutor, Donald C. Snialtz, said. 
"However, ta Our systeni of Justice, 
that ends the matter, and we now 
move on to other aspects of our ta-
vestigaUon." 

Mr. Smaltz's office has obtataed 
convictions or pleas of guilty or lio 
contest, from seven organlzatibns 
and tadividiials, tacludtag Mr. Hem-

iiitagson, whb was convicted ta New 
Orleans last mbnth of laundering a 
$20,000 contribution to Henry Espy; 

The taquiry tato the former Secre­
tary's affairs is focustag on his rela­
tionship wltii Tyson Foods, tiie Ar­
kansas poultry giant, and on its pres­
ident, Don Tyson. Mr. Espy's depar­
ture from tiie Cabtaet was hastened 
by disclosures that Tyson Foods had 
given the Secretary's girlfriend a 
$1,200 CoUege scholarship and that 
Mr. Espy had accepted favors from 
Tyson whUe the Agriculture Depart­
ment was weightag tighter poultry-
inspection poUcies. 

Investigators,are also tavestigat­
tag Ronald H. Blackley. MUce Espy's 
chief of staff at the Agriculture De­
partment and before that a member 
of Mr. Espy's Congressional staff. 
Some of Mi-. Bleckley's aides in the 
Agricultiire Department have said 
tiiat he brdered them early ta 1993 to 
stop worktag on tougher poultry-ta-
spection standards. 

After the verdict today, an aide to 
Mr. Smaltz said: ,"We do not look at 
an acquittal as a defeat Neither do 
we look at convictions as scalps." 

CUnton be^^ CI A. Nominee 
By J AMES BENNET 

WASHINGTON, Feb. 13 Un­
prompted by any question. President 
CUnton used the occasion of a White 
House news cbnf erehce today to tirge 
tiie Senate to hold a heariiiig and a 
vote on Anthony Lake, his nominee 
for Director of Central InteUigence. 

At times pbundtag his lecterai the 
President dedared Mr. Lake, the na­
tional {security adviser during Mr. 
Cltatoi's first term, "superbly quall-
fied." j 

"If ^rneone has some reason tb 
oppose him, let them bpposd him in a 

, hearii^ and then ta a vote on the 
floor," Mr. Cltatoh said, speaktag af­
ter he,had finished taktag questions 
during a Jotat news conference ta the 
East Room with Prime Minister 
Benjamta Netanyahu of Israel. 

senator Richard C. Shelby, tiie Al­
abama RepiibUcan who Is chairman 
of tiie IntelUgence Committee, has 
twice delayed Mr. Lake's confirma­
tion heariiigs. which were origtaaUy 
scheduled to start on Feb. 11. On 
Tuesday, Mr. Shelby pushed them 
back to March 11, saying there re-
mataed a lot of "imanswered, per-, 
plextag questions" about Mr. Lake's 
conduct.as natibnal security adviser. 

In praising Mr. Lake's perform­
ance, on Bosnia and other Issues, the 
President said today: "I'd lUce to 

A lectern-pounding 
President calls Lake 
'superbly qualified,'. 

remind everybbdy tavOlved ta this 
that it was Tony Lake who came up 
with a strategy that we implemented 
to end the bloodiest war ta Europe 
stace World Wir I I . ta view of his 
service, hot to me but to this cbuntry, 
and the positive consequences of that 
service — whether it's Bosnia, Haiti, 
the agreenients with Russia, you 
name it— he deserves, his service to 
this couiitry deserves, a hearing and 
a vote on the floor of the Senate, and I 
hope he wlU get It'• 

In an tavestigation that was con­
cluded la?t Friday, tiie Justice De­
partment found tiiat Mr. Lake had 
not Ued to Congress about the Ad-
ministration'is taCit approval of 
Iran's arms shipments to MusUms ta 
Bosnia ta 1994. aid tiiat violated a 
United Nations weapons einbargo 
pubUcly backed by tiie United States. 
But Mr. Shelby, who liad previously 
criticized Mr. Lake for a "lack of 
candor," would not accept tiiat ftad-
tag. • •• 

After a separate tayestigition also 
concluded on Friday, the Justice De­
partment said Mr. Liake should pay 
$5,000 to settie a dvU taquiry, 
brought by the White House coun­
sel's offlce, because his faUure to 
seU energy stbcks ta his portfoUo had 
created a poteiitial conflict of tater-
est while he waSi'national security 
adviser. 

But the Justice Department also 
said Mr. Lake's faUure to sell the 
stocks had been nothing more than 
an oversight that he corrected as 
soon as he discovered i t Mr. Lake 
agreed to pay the $5,000. 
. Mr. Sheibyt though, said the Jus­
tice Department report "raises as 
many questions as it purportbd to 

' answer." His Senate and committee 
offices did, not respond to calls seek-
-ing comment tonight 

Mr. Clinton said he wanted to 
speak about Mr. Lake "because I've 
heard it suggested that maybe I 
don't have a great taterest ta this." 
He did not offer simUar remarks on 
two other, nomtaees that have run 
tato trouble: Alexis M. Herman for 
Secretary of Labor̂  and Federico F. 

. Pefta, for Energy Secretary. 
But when asked about them as he 

stepped away from the lectern, he 
expressed conttaued, support 
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Regional Jets Take Spotlight in American Air Dispute 
By ScoTt MCCARTNEY 

And SUSAN CAREY 
s t u f f neportert o /T t iB W A L L S T O R E T J O U R N A L 

Regional Jets should be the rage of the 
skies. 

The sleek hew breed of 50̂  to 70-seat 
planes are fast economical and comfort­
able, with no middle seats and ample leg 
room, they can fly nonstop halfway across 
the country, and travelers don't fear them 
the way they do turtwprop commuter 
planes. 

Airiines like them, too. "The regional 
Jet can fly places you can't fly today at 
• economical costs." says Greg Brenneman, 
president of Conttaental Airltaes. which 
plans to use thein to service smaller U.S. 
dties and new4ntemationd markets. 

But ttie so^alled ''RJs" have hit turbu­
lence, espedally at AMR Oorp.'s American 
AlrUneSi'the naUon's second-largest car­
rier. There, pUots are Uueatenlng to strike 
Saturday unless Uiey - not less weU-pald 
commuter pltots - are given contractual 
rights to fly Uie smaUer planes.Higher pay 
for flying any planes is also an issue in Uie 
dispute, but Uiat issiie appears to be easier 
to negotiate. " • ^̂ .- '-i-v-p'r^/' ̂ ?'' -V'̂ -- '̂ -'-̂ "'-; 

"If Uiere Is a stiike, it will be an̂ RJ 
strike..' says PalneWebber Inc. analyst 
SamButtrick. •'••••' •.v̂ ,'•:•v•-v̂ -:;.'••.:•; ; ' - ' 

The Allied Pilots AssodaiUon. which 
represents American iiltots. Wants to se-. 
ture thousands of cbdcpU jobs creat(Hlby 
the new Jets". OUierwise. the union argu^.; 
the cbmpany could "outsource" member 
pUots' Jot« by shifting Its routes to Its 
American Eagle commuter subsidiaries. 

"ir managers don't have outsourcing in 
their hearts, then why can't they sign 
our deal?" asks American pilot Ivan Ri­
vera. 

Company officials say they would lose 
money Hying regional jets with higher 
cockpit costs, but that not having the jets 
would cost American passengers. Indeed, 
union consdtants reached substantially 
the same condusion last fall, finding that 
American pUots would benefit from in­
creased trafflc through American hubs. 
StiMi says American President Donald 
Carty. "regiond Jets have become an 
emoUond issue for some of our pilots!" 

When conunuter carriers began deploy­
ing regiond jets ta force in Uie early 1990s, 
the big^t concern was whether the 
planes, which cost $13 mlUion to $27 million 
each, wodd draw enough extra trafflc to 
beprofltable. ;; 
- Bread-and-butter commuter routes of 
up to 200 inUes turned out to be too short to 
use the Jets effldenUy, but longer, less-tra­
ditional routes - from Qeveland, say. to 
Providence, R.L-work weO, alrilne execu­
tives say. The planes are even beginning to 

- foster a return to more direct flights 
between smaUer dUes. aUowlng some 

: travelers to avoid hub connections. "In 
almost every market where it's been de-

^ ployed. Uie regiond jet has actoally sUmU-
v lated Oie market." says Alex. Brown & 
î Sbns aiudyst WUl Wrightson. "rtople just 

prefer Jets to tiirboprops." 
;The leading plane in this new genera­

tion of regiond jets is Bombatdler Inc.'s 

Regionals Take Of f 
Commuter carriers feeding big airline's are 
flocking to the new-generation regional jets 
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Canadair RJi which is based on one.of tiie 
Arm's corporate Jets. The Canadah- is most 
hoUy chdienged by Uie Brazilian Bmbraer 
145. which was just recenUy certifled to fly 
lnUieU.S. 

Tlie new planes are creattag aU ktads of 
niew opportunlUes.lndepehdent commuter 
carrier Mesa Air Group wlU soon open an 
aU-regtond-Jet hub at close-ln Meacham 
Field In Fort Worth, Texas. chaUenglng 
American's giant hub at nearby DaUaisi-
Fort Worth tatemaUond Ahport 

Comalr Holdings tac. a Clndnnati-
based commuter Une ttiat feeds Ddta Air 
Lines, became the fastest-growtag Û S. 
commiiter carrier after It started flytag 
regiond jets In 1994. 

Coihdr flrst used its regiond jets to 

reach cities that were Iwyond the range of 
turtoprops from Cincinnati, bringing new 
traffic into the hub that might have gone 
through Chicago. St Louis or DelroU. 
After opening those new markets. Comalr 
began using the planes to replace larger 
Delta airplanes at off-peak Umes. That 
allowed Delta to move some of its bigger 
planes to bigger markets, and recently 
Comalr has begun using new RJs to phase, 
out its turboprops. 

Houston-based ConUnental expects to 
have 25 regional jets in service by June 
1998 and has opUons on 175 more of the 
50-seat ahtaraft Before dedding to pur­
chase them. Uie carrier cdcdated a "tur­
boprop avoidance factor" for different 
routes, figuring Uiat on some, just replac­
ing a turboprop with a regiond jet wodd 
Increase traffic 20%. , 

At distances of 500 to 1.000 miles, 
Contlnentd's regiond jets cost about as 
much to operate as turboprops, and In fact 
have about the same unit costs as conven­
tional smaU jets like Uie Boetag 737. Uie 
drilnesays. / ; 

The regiond jets fly as fast and as high 
as 737s, and will replace the larger planes 
on some routes. That will dlow Continen-
•. td to offer twice Uie number of flights wiUi 
the saine number of seats in some mar­
kets, a move designed to attract business 
ti-avelers. who typlcdly prefer high-fre­
quency service. 

Beginning April 6, ConUnentd will re­
place its regdar alrilne service between Its 
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Continued From Page Bl 
Qeveland hub and cities like Minneapolis 
and St Louis with the regional jets. As 
additiond planes are delivered, Continen-
td plans to serve new cities in Mexico and 
Canada, while also building a special RJ 
termind in Cleveland. "It's going to be 
huge," says David Siegel. president of 
Continental Expreiss, the airline's com­
muter subsidiary, which is considering 
movjng to'an all-Jet fleet -

But while neither ConUnentd nor any 
of the other carriers plan to eliminate any 
big-driine Jobs with regioiid jets, the 
American showdown has prompted other 
carriers' unions to take a closer look at the 
issue. 

Last October, the head of the pilots' 
union at Udted Airlines warned members 
in a brieflng paper that "the RJs are here 
and arriving in force." The union sdd 
Comalr has been siphoning passengers to 
Cincinnati away from Atlantic Coast Air­
Unes, Unlted'S conunuter partner at Wash­
ington's Dulles Airport. But ;the pilots 
group has yet to take a petition on the 12 
r^ond jets brdered last month by Atlan-
Uc Coast : J, • •.. 

Nottî imst Aliltaes has bled to avoid 
labor trouble ta connection with the intro­
duction of 12 regiond jets at its 30%-
bwned bbnunuto- affUiate. MinneapoUs-
based Mesaba Holdings tac. 

Becausê  Northwest pUotŝ are contra6 
tuaUy guaranteed, to fly any jets withta 
the Northwest system with 70. or more 
seats, ttie Mesaba planes wUl be conflg-
ured to carry 69 passengers.-Moreover, 
dtbough the; Mesaba jets wUl tdce over 
some routes now: ftowh .by Northwest's 
oldest and smdlest DC-9s, ttie DC-9 pilots 
wlU move up to bigger planes. f 

The pUots union hasn't taken any 
action to oppose the moves, which it con­
cedes were legd. StiU, its members aren't 
pleased, says Paul Omodt, a spokesman 
for the Air line Pilots Association at North­
west "They took $300 million Uiat North­
west employees earned and went out and 
invested ta a separate company," he 
says. 
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FDA Targets 
Tobacco Sales 
In Chain Stores 

By BRUCE iNGEHSou ; 
St<iff Reporter O/THE WALL STREET jbuiiNAL 

WASHINGTON - The Food and Drug 
Administration is prepared to crack down 
on the nation's major retail chaifis under 
its strategy for enforcing a national banbii 
tobacco sales to teenagers. , A ?̂̂  

The agency, working wiUi; state did 
local officials, intends to use. computers 
and other means to track the compli­
ance records of retailers nationwide and to 
take enforcement action agdhst any store; 
owner or retail ̂ hain that shows a pattern 
of repeated or widespread vioUUohs. FDA 
officials said. Such offenders codd face 
thousands of dollars in civil pendties. v . 

The FDA regulations to ciirb teenage 
smoking are to begin taking effect Feb̂ 28 
with the requirement that young, people 
present a . photo-ldenUflcation , card to 
prove they are at least 18 years bid 
before buĵ ng cigarettes or other tobacco 
products. The agency plans to give store 
owners a pass on the first violation , and 
then fine them $250 for a second violation. 
Repeat offenders, on ttie otiier hand, wiU 
be dealt with much more harshly. ;/ .1: 

"We haven't yet determined wiiat the 
incrementd increases (in fines] wUl be." 
said Mitchell Zdler, the FDA's chief to­
bacco policy maker. "Under our ;ClvU 
money-penalty authority, (violators! cbdd 
face a maximum of $15,000 in monetary 
penalties." ' 

In addition tb taking enforcement ac­
tion, Mr. Zeller said, the FDA may very 
well publicize comparative data on the 
tobacco compliance rates of the nation's 
big supermarket, pharmacy and conVe-
nience-store chains. 

Neither course of action is likely to sit 
well with many chains. The National Asso­
dation of Convenience Stores, along with 
the tobacco industry and âdvertising 
groups, is chdienging the FDA regdations 
in federal court, arguing that the agency 
lacks Jurisdiction to regulate tobacco and 
that FDA restrictions on tobacco advertis­
ing would violate First Amendment protec­
tions of commercid speech. The federal 
judge hearing Uie case in Greensboro, 
N.C». said Monday ttiat he will issue a 

; ruling within five to 10 weeks. 
What most riles tonvedence-store 

owners and ottier retailers is the FDA 
requiirement ttiat ttielr employees require 
identification of d i ; wodd-be tobacco 

jbuyers under 27 years old. .'The carding 
proposd defi^ common sense," sdd Marc 
Katz, spokesrnah for theconvenlence-store 
group; whichrepreseiits 2̂200 retailers. "It 
unfdrly saddles our employees with guess-
tag customers' ages, and ttien imposes 
legd pendties for an honest error." 

. But Mr, Zeller'said ttiat such a require-
ment'is necessary "to ̂ atch ttie mature-
looking adolescent": 

Given the size of the FDA's tobacco-en­
forcement budget, the conveniencerstore 
group and oth6rs may be overreacting to 
ttie specter of federal regdation. With only 
1,OQO field inspectors nationwide, Uie 
agehcy wiU have to reiy on state agencies 
to conduct compliance checks. 
' TypicaUyi state offidds wodd send 
underage yoimgsters tato stores, gasoline 
stations and ottier retaU buUets and have 
them try to buy dgarettes and smokeless 
.tobacco without showing a photo Identifi­
cation. Such I'sting" operations are be­
coming: conimonplace in many states and 
communities that have tobacco-retailer 
licensing laws and other ordinances 
against ttie sdes to teenagers. 
.; At ttiis potat the FDA has only $5 
million for its antitobacco campaign, and 
can afford to sign enforcement contracts 
with iagendes in only 10 states. The Clinton 
administi-ation is seeking $34 million for 
the FDA's tobacco, program, including en­

forcement and education, in fiscal 1998. 
The agency wUl set up a toll-free hotline 
and an FDA home page on the Internet to 
field citizen complaints about illegal sales 
to minors. 

"Those complaints will trigger an un­
announced compliance check as soon as 
one can be scheduled," said Mr. Zeller. 
''We hope to have a major presence nation­
wide by eariy 1998. Our program will 
complement dl the ongoing locd andstate_ 
activities to enforce their own laws." 

Yesterday, the administration 
launched a nationwide outreach effort to 
educate retaUers. parents and community 
leaders about ttie FDA rdes. It includes a 
series of regiond meetings In 10 cities, as 
well as a national teleconference broad­
cast Feb. 28 to movie theaters, in 25 other 
cities. The' teleconference will feature a 
video message from Vice President Al 
Gore. • 


