




















ASSOCIATED BLACK CHARITIES
VIDEO

FEBRUARY 2000















































































POST-ELECTION SPEECHES: TRUMAN THROUGH REAGAN

President Harrv S. Truman

Major address on civil liberties, National Archives, December 15.

Major wrap-up address on the military, Alumni Association of Industrial College of the Armed
Forces, December 16.

A major wrap-up on world peace, the National War College, December 19.
Final State of the Union, on economic accomplishments and Communist aggression, January 7.

Farewell Address to the American People focusing on the Cold War, January 15.

President Dwight D. Eisenhower

Final State of the Union Speech summarizing administration’s accomplishments in foreign
affairs, defense, the economy, agriculture, civil rights, natural resources, health & welfare, and
veterans, January 2.

A Farewell Radio and Television Address to the American people on the military-industrial
complex and disarmament, January 17.

President Lvndon B. Johnson

A speech at a Farewell Dinner in New York City summarizing policies affecting the poor,
elderly, and minorities, January 13.

Final State of the Union Speech, summarizing Great Society reforms, January 14.

President Ronald Reagan

Major address on the state of the economy, the National Chamber Foundation, November 17.
Major wrap-up speech on foreign policy, American Enterprise Institute, December 7.
Major wrap-up address on domestic policy, December 13.

Major speech on the presidency and the role of government, University of Virginia, December
16.

Four Farewell events, including: one radio address, one farewell address from the Oval, one
White House ceremony, one dinner.
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CHART OF THE WEEK

Changes in Stock Market Capitalization
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At the end of October the total market capitalization of stocks traded on the New
York Stock Exchange (NYSE) and the Nasdaq Stock Market was largely
unchanged from its level at the end of 1999. Increases in the market vaiue of
non-Internet NYSE stocks offset declines in Internet and other Nasdaq stocks—
in contrast to 1998 and 1999 when Internet and other Nasdaq stocks were
important sources of growth in stock market capitalization.
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SPECIAL ANALYSIS

Real Incomes Growing Strongly, Even After Taxes

As the economy has boomed, household incomes have grown substantially, even
in real terms. But tax revenues have surged as well, leading to questions of
whether gains in after-tax incomes can be large, especially for highest-income
households who pay a large fraction of individual income taxes. Recent Federal
tax return data provide some evidence about what has happened to real, after-tax
incomes through tax year 1997. In contrast to Census data that measure a wide
range of income concepts but lack complete information on the very highest-
income households, tax return data contain detail on the reported incomes
(including capital gains) of all tax filers and are thus particularly useful for
examining trends at the top end of the income distribution.

Tax shares have risen at the top, but so have after-tax income shares. Tax
return data show that higher-income households do indeed pay a large share of
Federal income taxes and that over the 1990s, their share of taxes has grown. The
fraction of total individual income taxes paid by the top | percent of tax filers
(those with adjusted gross incomes (AGI) of at least $250,736 in 1997) increased
from one-tourth in 1990 to one-third in 1997. The tax shares paid by the top 5
percent (AGI over $108,048) and the top 10 percent (AGI over $79,212) grew as
well, almost entirely because of the top.-l-pereents-contributian. In contrast, the
share of individual income._taxes-paid-by-the-bettom-30-percent of filers (AGI
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SPECIAL ANALYSIS
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Local Telephone Markets: Whither Competition?

Local telephone markets are starting to become open to competition. In 1993
there were 20 “competitive local exchange carriers” (CLECs) challenging the
incumbent carriers; in 1999 there were 298. However, introducing competition
into local wireline markets is among the most difficult challenges facing
telecommunications policymakers. CLEC share prices have fallen sharply this
year, leading to fears that local-market competition will never be viable. While
these fears are unwarranted, significant challenges remain.

The challenges. Competition has not emerged as quickly as many had hoped, but
this should not be entirely surprising. Of all telecommunications markets, local
wireline markets are probably the most difficult to open. For many years, a single
monopoly carrier had served each local market. Building a brand-new network
from scratch is expensive and inefficient, so entrants must arrange to share
existing facilities. The regulatory structure is complex, with authority shared
between the FCC and the states. Given these constraints, no piece of legislation
could make strong competition emerge overnight. However, progress is being
made. Despite the recent drop, the market capitalization of the CLEC sector
remains large, suggesting that investors still perceive them to be viable
alternatives to the incumbent local carriers.

The 1996 Telecommunications Act. The Telecommunications Act encouraged
incumbents to open their networks to competitors by prohibiting them from
entering the long-distance market until the FCC deemed their local markets to be
sufficiently open. The Act provided three specific channels for CLECs to access
local customers by using parts of the existing network infrastructure. First,
incumbents were required to separate, or “unbundle,” their components (lines,
switches, etc.) and make any or all available for leasing to CLECs at cost-based
wholesale prices. Second, CLECs were allowed to buy and resell the incumbents’
existing retail services. Third, CLECs that constructed or purchased their own
lines or other equipment were allowed to connect to the incumbents’ existing
networks at “reasonable” prices.

Consequences for local competition.
., Evidence on local-market competition
i is mixed. While prices for highly
| competitive long-distance and wireless
[ devices have fallen sharply, prices for
| local wireline service have declined
l
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ARTICLE

The New Economy Helps the Old Economy

While much has been written about the IT sector and the dot.coms of the New
Economyj, little has focused on how the *“old economy” has benefited from the IT
revolution. The machine tool industry is one of the most basic and long-lived of
our manufacturing industries. Using IT embedded in its capital equipment, this
industry has consistently reduced production costs over the 1990s, thus retaining
its levels of employment. However, the increasing use of IT has resulted in a
need for more highly trained machinists.

Performance gains in the machine tool industry. This industry makes the
machines used in manufacturing production, and thus improvements in the quality
and capability of its products can result in productivity gains for all of
manufacturing. Annual productivity growth for the industry averaged -0.2
percent from 1979 through 1990, and rose to about 2.5 percent from 1990 through
1998. But these figures underestimate the performance gains from improvements
in factors such as reduced inventories and higher quality products.

One small component of the industry is valve production. Used to control the
flow of liquids or gases in pipelines, valves are used extensively throughout
industry. Manufacturing data described below from a typical valve-making firm
document pronounced productivity gains in three primary areas of the firm: new
product design, production, and inspection.

New product design. Product design is a primary element of production, because
valve producers often make very specialized products. In the 1990s, valve-
producing firms switched from two-dimensional CAD/CAM software programs
to three-dimensional CAD/CAM software that shows a solid model of the valve
rather than a 2-D representation, thus enormously facilitating rapid design. The 3-
D software also allows all properties of the valve—such as stress loads and the
center of gravity—to be calculated automatically, eliminating the need to produce
extensive manual calculations. It also eliminates the need to produce
demonstration prototypes and significantly improves design quality. A typical
firm can reduce the design period by more than 50 percent and cut the number of
required engineers and draftsmen on each new product design by 30 percent—or
achieve more work with the same staffing levels.

New production methods. Numerically: controlled (NC) machines were
introduced about 30 years ago, but the latest models of Computer Numerical
Control (CNC) machines are much more efficient. They are run by sophisticated
software with a simple graphical user interface that enables operators to produce
typical complicated parts in a day, compared to the 4 days it would take prior to
adopting these new machines.
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High-tech inspection. Each dimension of a complicated valve often must be
produced to an accuracy rate of 1/1000 of an inch, so inspection is a critical part
of the production process. For many years, inspection was done with time-
consuming manual measuring devices. In the past few years, probe technology
has been incorporated into inspection machines. Using these machines the
operators touch each surface (interior, exterior, holes, etc.) of the valves with
probe, producing a 3-D image that allows precise measurement of all dimensions.
Using this technology, the inspection time for a typical, complicated valve part
fell from 20 hours to 4 hours.

The importance of IT. The new machines used in valve production are run by
sophisticated software programs requiring high-speed computing and extensive
data storage. These machines are now available and affordable because the costs
of computing have plummeted, and because capital goods makers have developed
software to harness this inexpensive computing power. Thus, the performance
improvement in valve production is partly the result of high levels of specific new
investments, but is also due to broader improvements in IT.

Conclusion. The machine tool firms most likely to tlourish in the United States
are those that produce customized products using sophisticated IT-based
production techniques and skilled labor. Firms producing commodities have an
incentive to move abroad seeking lower costs. Employment in machine tools
pays well and has grown modestly in the 1990s. However, the industry now
requires more skilled machinists with problem-solving skills and some computer
knowledge, which are taught at community colleges and technical institutes.
[ndividuals usually pay for this training themselves, because many firms are
unwilling to make such investments given the possibility that employees could
leave before returns are fully realized. Skills of machine operators or draftsmen
are in less demand.
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BUSINESS. CONSUMIEER, AND REGIONAL ROUNDUP

Student Loan Debt Not a Big Burden for College Grads. When surveyed in
1997, 39 percent of students who had received bachelor’s degrees in 1992-93
were still paying off their college loans. Another 16 percent had finished paying
back their loans, and 46 percent never had such loans. Of debtors who had not
pursued further education by 1997, 90 percent were employed full-time, and their
loan payments amounted to an average of 5 percent of income each month. Those
who had borrowed at least $5,000 for their undergraduate education were less
likely to undertake further education within a year of graduating, even after
controlling for age, sex, race. GPA, major, and type of undergraduate school. By
1997, however, there were no significant differences in graduate enrollment,
marriage rates, car ownership, or homeownership between undergraduate
borrowers and non-borrowers, although those still enrolled in graduate school and
not repaying debts were less likely to own a home. While debt burdens associated
with obtaining bachelor’s degrees appear low, they are substantially higher for
students who borrow in pursuit of graduate or professional degrees.

House Prices Rise When Schools Get Good Grades. A recent analysis
examines the effect of school ratings on housing values, focusing on the
experience in Florida with their new report-card grading system. Based on a
detailed data set on house prices from the Gainesville metropolitan area, the
authors find that the letter grade received by a school is capitalized into
neighborhood housing prices, even after controlling for other publicized measures
of school quality (such as students' test scores) and other factors affecting housing
value. The analysis reveals that in the Gainesville area, the distinction between a
grade of "A" and a grade of "B" translates into a house price differential of over
$9.000 on average (or roughly 8 percent of the average house price in
Gainesville). The effects are stronger for larger houses and houses in higher-
valued neighborhoods.

Labor Markets Are Absorbing Former Welfare Recipients Without
Displacing Other Less-Educated Workers. Despite the increasing number of
former welfare recipients looking for work, labor demand has been strong enough
that unemployment rates for single mothers have actually fallen sharply. A new
study finds this trend has held even in large metropolitan areas, and that in these
areas the increased labor-force participation of single mothers did not reduce
employment or wages of other less-educated workers. The authors speculate that
along with the boom of the economy, demographic factors have played an
important role in providing jobs for former welfare recipients. Young entrants
into the labor market are more highly educated (and thus unlikely to be competing
for low-skill jobs). while relatively less-educated, older workers are retiring.
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INTERNATIONAL ROUNDUP

OECD Predicts Slowing World Economy. A preliminary edition of the OECD
Economic Outlook projects that output growth for OECD countries will slow to
about 3.3 percent in 2001, down from approximately 4.3 percent this year. The
U.S. economy is expected to weaken considerably, from a GDP growth rate of 5.2
percent in 2000 to 3.5 percent in 2001. Next year, output growth in the European
Union is projected to drop by 0.4 percent to 3.0 percent, while Japan’s nascent
recovery picks up, boosting growth to 2.3 percent. Inflation is predicted to remain
moderate across the OECD. Unemployment rates are expected to fall in most
regions, but the rate in the United States is projected to rise 0.2 percent to 4.2
percent in 2001. The United States will also likely keep its large current account
deficit, while world trade is expected to grow 9.7 percent next year (compared to
a 13.3 percent increase this year). The OECD cautions that its predictions rely on
oil prices moderating somewhat and continuing stability in financial markets.

Economic Conditions Affect Filings for Trade Relief. New research finds that
macroeconomic factors—specifically the growth rate of GDP and the real
exchange rate—have significant impacts on antidumping filings. The analysis
looked at Australia, Canada, the European Union, and the United States (all
substantial users of antidumping relief) over the period 1980-98. A one-standard-
deviation real appreciation of the domestic currency was associated with a 33
percent increase in filings. A two-standard-deviation appreciation was correlated
with a 77 percent rise. This suggests that firms believe they are injured by
relatively cheap imports and thus seek antidumping action. In addition, the paper
found that a one-standard-deviation decrease in real GDP growth led to a 23
percent increase in filings. A slowing economy clearly damages firm profits,
potentially leading to more antidumping complaints. Moreover, a weaker
importing economy might cause foreign firms to reduce prices on shipments to
that economy.

New Economy Is Starting to Lift EU Growth. A European Commission report
finds that the New Economy is having an increasingly positive effect on growth in
the European Union. Information and communications technology (ICT) added
less than 0.3 percentage points to output growth over the 1992-94 period, but 0.5
percentage points over 1995-99. The contribution to growth in the later period
exceeds that of the United States in the earlier period, suggesting that the
European lag in ICT diffusion may be less than 5 years. However, the growth
effects of ICT in the EU still remain substantially below those in the United States
where ICT accounted for nearly 0.9 percentage points of output growth over
1995-99. There remains substantial variation across EU countries. The New
Economy added an astounding 1.9 percentage points to growth in Ireland over
1995-99, making it the only European country in which ICT contributed more
than in the United States. However, Ireland is truly an exception, as its ICT
contribution is about three times greater than in Sweden, which ranked second in
this measure. At the other extreme, ICT added just 0.2 and 0.4 percentage points
to growth in Greece and Denmark, respectively.
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RELEASES THIS WEEK

NAPM Report on Business
**Embargoed until 10:00 a.m., Friday, December 1, 2000**

The Purchasing Managers’ Index fell 0.6 percentage point to
47.7 percent in November, the fourth consecutive month below
50 percent. (A reading above 50 percent indicates that the

manufacturing economy is generally expanding; below 50 percent
that it is generally declining.)

Gross Domestic Product

According to revised estimates, real gross domestic product grew
at an annual rate of 2.4 percent in the third quarter.

Advance Durable Orders

Advance estimates show that new orders for durable goods fell
5.5 percent in October, following an increase of 2.4 percent in
September.

Consumer Confidence

Consumer confidence, as measured by The Conference Board, fell
2.3 index points in November, to 133.5 (1985=100).

MAJOR RELEASES NEXT WEEK

Leading Indicators (Monday)
Productivity (Wednesday)
Employment (Friday)
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Turks' policies. IMF missions are traveling to Ankara this weekend. We are working closely
with the IMF and others to help the Turkish authorities stabilize the situation.

We are continuing to watch the situation in Argentina closely. The Brady bonds have stabilized
this week, but local markets continued to decline, with the Merval stock index down over 4%.
The government is working to implement the measures announced by President De La Rua on
November 10. An IMF mission is in Buenos Aires this week to negotiate a program that would
accompany an IMF-led support package.
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time limit and the remainder received an exemption for medical or other reasons. Those
who hit the time limit were a diverse group and were not necessarily the most
disadvantaged. Less than half of those who reached the time limit worked steadily in the
next 18 months, relying on supports like family, friends, food stamps, and housing
assistance. However, families who hit the time limit did not appear worse off than
families who left welfare for other reasons, many of whom struggled to make ends meet.
FTP began under a welfare reform waiver and operated from 1994 to 1999 in the
Pensacola area. It combined a time limit of 24 months in any 60-month period (or 36 out
of 72 months for the least job ready) with a variety of requirements, incentives and
services to help recipients find work.

4. Physical Activity — Olympic-Paralympic Event: Last Wednesday’s White House
program on physical activity was well-received by the advocacy community and the other
interested groups who attended both the roundtable led by Secretaries Riley and Shalala

and the subsequent Olympic-Paralympic event. Participants expressed appreciation for

the steps you have taken, including the July 23™ directive and the report you released last
Wednesday, to highlight the need for physical activity among young Americans. The
Secretaries’ roundtable at the White House before your Olympic-Paralympic remarks was

also successful in promoting working relationships among the diverse group of interested ~
stakeholders in this area, and in spurring ongoing momentum for action on this issue.

5. Health Care -- Update on Arkansas UAMS Plan Amendment: Following up on
concerns raised by UAMS, HHS decided to permit the medical school to access increased
Medicaid funding. As a consequence, Arkansas will see their Medicaid payment

increases for UAMS increase by over $30 million this year and next year. Senator

Bumpers, UAMS, and Ray Hanley expressed great gratitude.

=

6. Health Care -- Update on Medicare Solvency and New Technology Cost
Projections: On Thursday, the New York Times accurately reported that the Technical
Review Panel on the Medicare Trustees' Reports made their preliminary report to
Secretary Shalala, stating that Medicare projected costs should be increased to reflect a
more accurate measure of new health care technologies. They determined that such a
modification to cost projections would reduce the projected Medicare solvency date from
2025 to 2021. While this would represent a notable decline in the solvency status, it is
important to note that in the last 25 years, the Medicare Trust Fund has never been in a
stronger financial position than it is today, even if the insolvency date was determined by
the Trustees to be 2021. Moreover, the most recent data we have available indicates that
spending in 2000 has declined below previous projections. As a result, it appears unlikely
that the next Medicare Trustees report would reduce its annual solvency projection by
four years even if they used this new methodology.

7. Guns -- Brady Event Follow Up: In response to your request, the Justice and
Treasury Departments expect to have an implementation plan ready within 30 days for a
system to notify state and local law enforcement when criminals and other restricted
persons illegally attempt to purchase firearms in their communities. We will continue to
work closely with them on their plan. Next week, the Attorney General will take further
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action to strengthen Brady background checks by sending letters to the governors
announcing her plans to improve the collection of certain mental health records. Under
federal law, persons who have been committed to a mental institution or were adjudicated
as mentally "defective" are not permitted to possess a firearm. Currently, however, many
restricted mentally ill persons could pass NICS checks because a number of states have
strict privacy laws which prevent them from sharing relevant mental health records with
NICS. To address this problem, the Justice Department plans to create a confidential
NICS file that will allow more states to share approprate mental health records without
violating state privacy laws.

8. Children and Families -- Child Care: Two complementary reports on child care will
be released next week that make the case for a greater investment in child care. These
reports can be used to call on Congress to finish their business and make the needed
investments in child care, namely the $817 million increase in CCDBG and the $1 billion
increase in Head Start. The first study is a U.S. Department of Health and Human
Services interim report, part of a five-year research effort to explore how states and
communities implement policies and programs to meet the child care needs of families
moving from welfare to work. This interim report shows that in the three-years since the
enactment of the Personal Responsibility and Work Opportunity Reconciliation Act, the

stawmwiwwwren in 12 of the 15 states

studied. The report demonsira er, that even with this increased investment in
child care there remains a significant unmet need for child care subsidies — most states
were onty serving 15-20 "hﬂmau _federal and state sources. The

Second study, aTeport by The Children’s Defense Fund, shows that the cost of child care
makes child care prohibitive for many low-income families or forces low-income
families to choose child care that is low cost and low quality. In fact, the report showed
that the average annual cost of child care for a 4-year gld-ir-an-urban-areats-mare than

the average annual cost of public









































































































