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Withdrawal/Redaction Sheet

Presidential Materials Division

BOCUMENT NO. SUBJECE/TITLE DATE RESTRECTION
AND TYPE
00 1a. fetter Sam Marler 1o Vice President Cheney (3 pages) 02/13/2006 PRM
00 1b. letter Sam Marler to Vice President Cheney (photocopy) (2 pages) 02/13/2006  PRM
002a. letter Kay McMillan to Vice President Cheney (1 page) 02/13/2006 PRM
002b. leticr Kay McMillan to Vice President Cheney (photocopy) (1 page) 02/13/2006  PRM
003a. letter Harry A. Inman to Vice President Cheney (1 page) 02/13/2006  PRM
003b. letter Ltarry A. Inman to Vice President Cheney {photocopy) (I page) 02/13/2006 PRM
004a, letter Dudiey H, Bowen, Ir. to Vice President Cheney {1 page) 02/13/2006 PRM
004b, letter Dudley . Bowen, Jr. to Vice President Cheney (photocopy) (1 page) 02/13/2006 PRM
005. cmail Lucy Tutwiler to Charles Durkin [redaction of cell phone number] (1 02/13/2006  P6/(b)6)
page)
006. letler Nelson L. Levy to Vice President Cheney (1 page) 02/15/2006  PRM
COLLECTION:

Cheney Vice Presidential Records
Oftice of the StafT Secretary
Miscellaneous Qutbox, 2006
QA/Box Number: 00552

FOLDER TITLE:
February 13, 2006

2014-001 1-F

AYM10
RESTRICTION CODES
Presidential Records Act - [44 1LS.C, 2204(a)} Freedom of Informatien Act - |5 1.5.C. 552{b}]
P1 Nationral Security Classified Information [{a)(1} of the PRA| {b)(1} National security classified information [(b}I) of the FOIA|
P2 Relating to the appointment to Federal office {(a){2) of the PRA| {b}2) Release would disclose internal persoanel rufes and practices off
P3 Release would violate a Federal statute [{a)(3} of the PRA] an ageney [{(bY¥2) of the FOIA]
P4 Release would disclose trade secrets or confidential commercial or {b}3) Retease would violate a Federal statute [(bK3) of the FOIA]
financial information [(a)}{4} ol the PRA] {(b}(4) Release would disclose triade secrets or confidlential or finaaciak
P5 Release would disclose confidential ndvise between the President information [(b)(4) of the FOIA]
and his advisors, or between such advisors [a){S) of the PRA| (h)(6) Release would coastitieie a clearly unwarranted invasion of
Pé Kelease would constitute 3 elearly unwarranted invasion of personal privacy [(b)(6) of the FOLA|
personal privacy [(a)0) of the PRA| {b)(7) Release would disclose information compiled for law caforcement
purposes [(b)(7) of the FOIAL
C. Closed in secordance with restrictivms contained in donor's deed (b8} Release would disclose information concerning the regetation of
of gift. financiai institutions [{b)(8) of ihe FOT4|
PRM. Persontal record mishle delincd in accordance with 34 U5, {1}9) Release would disclose geologicnl or geophysical informatinn
220043). concerning wells |(b)(9} of the FOIA|
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Withdrawal/Redaction Marker

Presidential Materials Division

BOCUMENT N(L SUBJECT/TIFLE DATE RESTRICTION
ANDTYPE

001a. leter Sam Marler to Vice President Cheney (5 pages) 02/13/2006  PRM

This marker identifies the original location of the withdrawn item listed above,
For a complete list of items withdrawn from this folder, see the
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTION:
Cheney Vice Presidential Records
Office of the Staff Secretary
Miscellancous Cutbox, 2006
CA/Box Number: 00332

FOLDER TITLE:
February 13, 2000

2014-0811-F

AYMID
RESTRICTION CODES
Presidential Records Act - |44 US.C. 220461 Freedom of Information Act - {5 US.C. 552(h)]
P1 National Security Classified Information [(a){1) of the PRA] (b}{1) National seeurity elassified information [(b)(1) of the FOIA]
P2 Relating to the appuintment to Federal office [(a}(2) of the PRA {b}2) Release would disclose infernal personnel rules and practices of
P3 Release would violate 2 Federal statute {(a}3) of the PRA} an agency J{D)(2) 6f the FOIA|
P4 Release would disclose trade secrets or confidential ¢commercial or (D)(3) Reteirse wenld violate # Federal statute }{b)(3} of the FOLA]
financial information [{a)(4} of the PRA] (b4 Rebease would discelose trade seerets or canfidentiad or Tinancial
P5 Release waould diseinse corfidential ndvise between the President information [(b}4) of the FOIA]
and his advisors, or between such advisors ja)5) af the PRA] {B){0) Release wounld constitute a clearly anwarranted invasion of
P6 Release wounltd constitute a clearly unwarranted invasion of personal privacy {{(b}{6) of the FOIA)
persongl privacy {(a)(6} of the PRA| (b} 7) Release would disclase infarmation compiled for law enforcement
purpases {{b)(7} of 1the FOIA]
€, Clesed in accordance with restrictions contained in donor's deed (b)(8) Release would distlose information concerning the regulation of
of gift, finzncial institotions [(b)(8) of the FORA]
PRM. Persunal record misfile defined in accordance with 44 1.5.C. (PN Release would disclose geologieal vr geophysical information
2201(3). concerning welks [(b)(9) of the FO14|
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Presidential Materials Division

DOCUMENT NO. SUBJECTATILE DATE RESTRICTION
AND TYPE
001b. letter Sam Marler to Vice President Cheney (photocopy) (2 pages) 02/13/2006  PRM

This marker identifies the original location of the withdrawn item listed above.
For a complete list of items withdrawn from this folder, see the
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTION;
Cheney Vice Presidential Records
Office of the Staff Secretary
Miscellaneous Outbox, 2006
OA/Box Number: 00552

FOLPER TITLE:
February 13, 2006

2014-0011-F

AYMIO
RESTRICTION CODES
Presidential Records Act - {44 ULS.C, 220440 ) Freedom of infurmation Act - [5 E5.C 552(h)]
P National Secority Classified Intormadion {(a)(1) of the PRA] th)(1) National security classified information |(b)(1) of the FGIA]
P2 Relating to the appointment 1o Federal office {(a)(2) of the FRA] {M(2) Release would disclose internal personnel rules and practices of
P3 Release would viplate a Federal statute |(2)(3) of the PRA] an ageney |(b}2) of the FOIA]
P4 Release would disclose trade secréts or confidential commercial or {b¥3) Release would violate a Federal statote [(b}(3) of the FOIA]
financial information [(a){4) aof the PRA| (b}4) Release would disclose trade secrets or confidential or financial
P5 Release would disclose confidential advise between the President information [(b}(4) of the FOL4|
and his advisors, or between such advisors {a}3) of the PRA| {b}6) Release would constitute a clearly unwarranted invision of
PG Release wouldd constitute a clearly unwarranted invasion of persenal privacy [{(B)Y{6) of the FOLA]
personal privacy [(a)(6) of the PRAJ (b)(7) Release would disclose information compiled for law enforcement
purposes [(b}7) of the FOIA|
C. Closed in accordance with restrictions contained in donor's deed (M8} Release would disclose information concerniag the reguiation of
of gift. finaneial institutions |(bHE) of the FOTA|
PRM. Personal record misfile defined in acenrdancr with 44 TL.S.C, (XY} Retease would disclose geological or geophysical tnlormation
2201(3% concerning wells |(B)(9) of the FOILA)
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DOCUMENT NO, SUBJECT/TTTLE DATE RESTRICTION
ANDTYPE
002a. letter Kay McMillan to Vice President Cheney (] page} 02/13/2006  PRM

This marker identifies the original location of the withdrawn item listed above.
For a complete list of items withdrawn from this folder, se¢e the
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTION:
Cheney Vice Presidential Records
Office of the Staff Secretary
Miscellaneous Quibox, 2006
OA/Box Number; 00552

FOLDER TITLE:
February 13, 2006

2014-0011-F

AYMID
RESTRICTION CODES
Presidential Records Act - [44 U.8.C. 2204(a)| Freedom of Information Act - }5 TLS.C, 552(b)]
P1 National Security Classified Information {{n){1} of the PRA] (b} }) National security classified information [(b)(1) of the FOIA]
P2 Relating to the appointment 10 Fedeval office [{a}{2) of the PRA| {b2) Release would disclose internal personnct rules and praciices of
P3 Release wonld violate a Federal statute [{(a){3) of the PRA] an ageney |(b}2) of the FOIA}
P4 Relense would disclose trade seerels or confidential commercial or {(BX3) Release would viglate a Federat statute [(b)(3) of the FOTA|
financial information {{s)(4) ol the PRA| (bt Release would disclose trade seerets or coalidential or financiai
5 1ielease would disclose confidenlial advise hetween the President inlormation [(bi(4) ol the FOLA]
and his advisors, or between such advisors [a}(5) s 1he PRA] (b6} Release would eonstitute a clearly unwarranted invasion of
6 Release world constitute n clearly unwarranted invasion gl persesal privacy [{b)(6) of the FO1A]
persomil privacy {¢a)(6) af the PRA] (bH7) Release would disclose information compiled for law enfereement
purposes |(bX7) of the FOIA]
C. Closed in accordance with restrictions contained in donor's deed (b)(8) Release would disclose information concerning the regulation of
of gift, linancial institutions |(b)(8) of the FOIA|]
PRM. Personal record misfile defined in accordance with 44 H.8.C. (bX%) Release would disclose peologival or geophysieal information
2201(3). concerning wells [(b)(9) of the FGIA]
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Withdrawal/Redaction Marker

Presidential Materials Division

DOCUMENT NO. SUBJECT/TITLE DATE RESTRICTION
ANDTYPE
002b. letter Kay McMillan to Vice President Cheney {photocopy) (1 page) 02/13/2006 PRM

This marker identifies the original location of the withdrawn item listed above.
For a complete list of items withdrawn from this folder, see the
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTION:
Cheney Vice Presidential Records
Office of the StafT Secretary
Miscellaneous Ontbox, 2006
OA/Box Number: 00552

FOLDER TITLE:
February 13, 2006

2014-0041-F

AYMID
RESTRICTION CODES
Presidentizl Records Act - |44 11.8.C. 2204(a)) Freedom of Information Act - |5 U.S.C. 552(Dh)|
P1 National Securtty Classified Information [{a}(1) of the PRA| {b)(1} Natianal security classified inlormation {(BYE) ol the FOLA|
P2 Retating to the appoindment to Federal office |(a)(2) of the PRA} {D)(2) Refease would disclose inlernal persennel rojes and practices of
P3 Release wonld violate & Federal statute {(a}(3) of the PRA] an agency [{b}{2) of the FOIA|
P4 Release would distlose (rade seerets or condfidential commercial or {b)}3) Refease would viokate a Federal statute {{b)}3) of the FOIA}
financial information |(a){4) of the PRA] (Lr){4) Release would disclose frade scerets or confidential or financial
I'5 Release wonld disclose confidential advise between the President information [(b)4} of the FOTIA]
and his advisors, or between such advisors [a)(5) of the PRA] {1){(6) Release would constitute a clearly unwarranted invasion of
P6 Release would constitule & clearly unwarranted invasion of personal privacy |(DY(6) of the FOIA]
personal privacy Ha)(6) of the PRA] {){7) Release would disclese information compifed for baw enforcement
puipases [{b)(7) of the FOIA]
C. Closed in accardance with restrictions contained in donor's deed {b}3) Release would disclase information epneerning the regulation of
of gift, finangial institutions [(b}8) of the FOIA]
PRM. Personal record misfile defined in aeeordance with 44 R0, (b} Release would disclose geolngical or geophysical inlormation
2201{3). coneerning wells Ky of the FINA|
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Presidential Materials Division

DOCUMENT NO. SUBJECT/TITLE DATE RESTRICTION
AND TYPE
003a. letter Harry A. Tnman to Vice President Cheney (1 page) 02/13/2006  PRM

This marker identifies the original location of the withdrawn item listed above.
For a complete list of items withdrawn from this folder, see the
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTHON:
Cheney Vice Presidential Records
Office of the Staff Secretary
Miscellaneous Cutbox, 2006
OA/Box Number: 003552

FOLDER TITLE:
February 13, 2006

2014-001t-F

AYMIQ
RESTRICTION COBES
Presidentizl Records Act - [44 U.S.C, 2204(a)] Freedom of Information Act - |5 TL8.C. 552(b}]
P1 National Sccurity Classified Information |(a}I) of ibhe PRA} {b}1) Nativnal secarity elassified information j{b}1} of the FOIA|
P2 Relating to the appnintment fo Federal effice [(x)(2) of the PRA] (bH2) Release would disclose internal personnel rules and praciices of
P3 Release would violate a Federal stvtute [(2)3) of the PRA} an agency [{D)(2) of the FOTA|
P4 Release would disclose tragde seceets or confideniial commercind or {b){3) Release would violate a Federal statule [{D)(3) of the FOIA]
financial information [(a){4) of the PRA} (b 4y Release would disclose trade seerets or confidential or fimancial
"3 Release would disclose conltdential adyvise between 1he President information K4 of the FOEA|
and his wdvisors, or between sach advisors [a)(3) of the PRA| (D)6} Retease would constitule a clearty umwareanted invasion of
P6 Helease woudd constitute a elearly unwarranted invasion of persanl privacy [(b)(6) of the FOIA]|
personal privacy [{a}6) of the PRA| (D)7} Retbease would diselose information compiled for law enforeemcent
purposcs [{b)(7) of the FQIA)
C. Clased in acenrdanee with restrictions contained in donor's deed {b)(8) Refease would disclose information concerning the regulation of
of gift. financial instintions J(b)(8) of the FOTA]
PRM, Personal record misfile defined in accordance with 44 ULS.C. (b}{M Release would disclose geological or geophysical information
2201(3). concerning wells [(b)(9) of the FOIA]
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Withdrawal/Redaction Marker

Presidential Materials Division

DOCUMENT NO, SUBJECT/TITLE DATE RESTRICTION
AND TYPE
003b. letter Harry A. Inman o Vice President Cheney (photocopy) (1 page) 02/1372006 PRM

This marker identifies the original location of the withdrawn item listed above.
For a complete list of items withdrawn from this folder, see the
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTION:
Cheney Vice Presidential Records
Office of the Staff Secretary
Miscellaneous Cutbox, 2006
OA/Box Number: 003552

FOLDER TITLE:
February 13, 2006

2014-0011-F

AYMI
RESTRICTION CODES
Presidential Records Act - [44 T.5.0. 2204(a)] Freedom of nformation Ael - |5 U.8.C, 552(b}
P1 Nztional Seeurity Classificd Jeformation [(a}{1) of the PRA] (b)(1) National secorily elassified infornmtion [(B)(1} of the FOIA]
2 Relating to the apprintment to Federal offiee [(2}2) of the PRA| (b)¥(2) Release would disclese internal personnel rules and practices of
P3 Release would vielate a Federal statute [{a)}{3) of the PRA] an agency |(b}2) of the FOIA|
P4 Release would disclose trade secrets or confidential commercial or {b)(3) Retease would violate a Federal statute [(b)(3) of the FOIA]
financial informatien [{a)}{4) of the PRA] {b}(4) Release would disclose trade secrets or conlwlential or financial
PS5 Release wonld disclose condidential advise between the President information [(b}{4) of the FO1A}
-and his advisors, or between such advisors {a)(5) of the PRA] {b}(6) Release would constitute a clearly unwarranted invasion of
P6 Release would constitute a clearly unwarranted invasion of personal privacy {(b)(6} of 1the FOIA]
personal privacy [(A}(6) of the PRA] {1)(7) Release would disclose information compiled for [aw enforcement
purpnses [(B)(7) of the FOTIA|
C. Closed in aceardanee with resirictions contained in donuor's deed {13(8) Release would disclose information concerning the regulation of
of gilt. financial institutiens [(3H8) of the FOIA]
PRM. Personal record misfiie defined in avcordance with 44 1.8.C, {H)(\) Release would disclose peologieal ar geaplysieal infornation
220130 eoncerning welts [(bH9} of the FOEA|
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Withdrawal/Redaction Marker

Presidential Materials Division

ROCUMENT NO. SUBJECT/TITLE DATE RESTRICTION
AND TYPE

004a. letter Dudley H. Bowen, Jr. to Vice President Cheney (1 page) 02/13/2006  PRM

This marker identifies the original location of the withdrawn item listed above.
For a complete list of items withdrawn from this folder, see the
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTION:
Cheney Vice Presidential Records
Office of the Stall Secretary
Miscellancous Qutbox, 2006
OAMBox Number: 00352
FOLDER TITLE:
February 13, 2006

2014-0011-F

AYMID
RESTRICTION CODES
Presidential Records Act - |44 U.S.C, 2204(a)] Freedom of Information Act - [5 U.S.C. 5352(h)}
P1 National Security Classificd Lnformation [(a)(E) of the PRA] (b}1) National security classified information |(b){1) of the FOIA]
P2 Relating to the appointment to Federn] office {(a}2) of the PRA] (0(Z) Release would disclose internal personnel rules and practices of
F3 Release would violate a Federal statute [{a)(3) of the PRA] an ageney [(b}2) of the FOLA]
P4 Release would disclose (rade secréts or cenfidential commercial or (b}3) Release woulbd violate a Federal statute [(b}(3) of 1he FOIA|
financial informatinn [{a}4) of the PRA| ()(4) Release would disclose trade secrets or confidential or financial
P3 Release wonld dischose eonfidential advise between the President information [(bY4) of the FOiA}
and his advisers, or between such advisors [al3) of the PRA] (D) Release would constitule a clearly nnwarranted invasien nf
I'G Release would constitute » ¢teardy unwarranted invasion of personal privacy {bK6) of the FOIA]
persenal privacy [(a)(6} o the PRAY ((7) Release would disclese information compifed for law enforcement
purpases {(h}7) of the FORA|
C. Closed in accordanee with restrictions centained in donor's deed (b)(8) Release wonld disclose information eoncerning the regulation of
of gift. linancial institations [(bX8) of the FOIA}
PRM. Personal record misfile defined in aceordance with 44 US.C. (0)(9) ReJease would disclyse geological or geophysical information
2201(3). concerning wetls J(h)(9) of the FOLA]
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Withdrawal/Redaction Marker

Presidential Materials Division

DOCUMENT NO. SUBJECT/TITLE DATE, RESTRICTION
ANDTYPE
004b. letter Dudley H. Bowen, Jr. to Vice President Cheney (photocopy) (1 page) 02/13/2006  PRM

This marker identifies the original location of the withdrawn item listed above.
For a complete list of items withdrawn from this folder, see the
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTION:
Cheney Vice Presidential Records
Office of the StalT Secretary
Miscellaneous Outbox, 2006
OA/Box Number: 00352

FOLDER TITLE:
February 13, 2006

2014-0011-F
AYMI0
RESTRICTION CODES
Presidential Records Act - [44 U.8.C, 2204(a)] Freedom of Information Act - |5 1.5.C, 552(b)|
P1 National Secuvity Classified Information |(0(1) of the PRA| {b)(1} National seenrity classified inftrmation [(b}{1) of the FOILA|
2 Relating to the nppointment te Federal office |(a)(2} of the PRA] {b)(2) Retease would disclose internisd peesenned rufes and practices of
P3 Reléase would viokate a Federal siatute [(a)(3) of the PRA| an agency {{bY2) of the FOIA]
P4 Release would disclose trade secrets or confidential commercial or {13} Refense would viclate a Federal statute {(b)}3} of the FOIA|
financial information [{a)(4} of the PRA} {b){4) Releasc would diselose trade seercts or confidential or financial
P45 Release would disclose confidential advise between the President information [(b){4) of the FOIA]
and his aibvisors, or belween such advisors |a)(5) of the PRA] {b}6) Release would constitute a elearly nnwarranted invasion of
P6 Release would constitole a clezrly anwarranted invasion of . persanal privacy [{b)6) of the FOIA]
personal privacy {(a)}(6) of the PRA} {(h)7) Retease would disclose infarmation compited for kiw enforcement
purpases J{b)}(7) of the FOIA]
C. Closed ia accordanee with restrictions contained in donor's decd {b}(8) Release would disclose information cencerning the regulation of
of gift. finangial institutions [(bX8) of the FOIA]
PRM. Personal record misfile defined in accordance with 44 U.S.C, {(bX(¥) Releasce would disclase geological or geophysical informittion

2201(3). concerning wells {bx%) of the FOIA}
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The Economy
Is a Lot Stronger

Than You Th

DAN PAGE

ink
In a knowledge-based world, the

traditional measures don'’t tell the story

BY MICHAEL MANDEL
TEENERPTREI N 2

YOU READ THIS MAGAZINE RELIGIOUSLY, WATCH CNBC WHILE DRESSING FOR WORK,
scan the Web for economic reports. You’ve heard, over and over, about the underlying

problems with the U.S. economy—the paltry investment rate, the yawning current ac-
wgpjﬁiiwﬁ_ﬂmw%x 1d you know what the experts
are saying: that the U.S. faces a perilous economic future unless we cut back on spend-
ing and change our profligate ways.

But what if we told you that the doomsayers, while not definitively wrong, aren’t see-
ing the whole picture? What if we told you that businesses are investing about $1 trillion
ayear more than the official numbers show? Or that the savings rate, far from being neg-
ative, is actually positive? Or, for that matter, that our deficit with the rest of the world is
much smaller than advertised, and that gross domestic product may be growing faster
than the latest gloomy numbers show? You'd be pretty surprised, wouldn’t you?

Well, don’t be, Because the economy you thought you knew—the one all those gov-
ernment statistics purport to measure and make rational and understandable—actu-
ally may be on a stronger footing than you think. Then again, it could be much more
volatile than before, with bigger booms and deeper busts. If true, that has major im-
plications for policymakers—not least Ben Bernanke, who on Feb., 1 succeeded Alan
Greenspan as chairman of the Federal Reserve,

Everyone knows the U.S. is well down the road to becoming a knowledge economy,
one driven by ideas and innovation. What you may not realize is that the government’s
decades-old system of number collection and crunching captures investments in equip-
ment, buildings, and software, but for the most part misses the growing portion of GDP
that is generating the cool, game-changing ideas. “As we’ve become a more knowledge-

February 13, 2006 | BusinessWeek | 63
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based economy,” says University of Maryland economist Charles
R. Hulten, “our statistics have not shifted to capture the effects.”

The statistical wizards at the Bureau of Economic Analysis in
Washington can whip up a spreadsheet showing how much the
railroads spend on furniture ($39 million in 2004, to be exact).
But they have no way of tracking the billions of dollars compa-
nies spend each year on innovation and product design, brand-
building, employee training, or any of the other intangible in-
vestments required to compete in today’s global economy. That

. means that the resources put into creating such world-beating

* innovations as the anticancer drug Avastin, inhaled insulin,
Starbuck’s, exchange-traded funds, and yes, even the iPod,
don’t show up in the official numbers.

Now, a generation of economists who came of professional
age watching the dot-com boom and bust are
trying to get a grip on this shadow economy:
People like Carol A. Corrado and Daniel E.
Sichel of the Federal Reserve Board, who,
along with Hulten, figured out that business-
es are spending much more on future-orient-

=3 ed investments than widely believed. In a way,

ILLUSTRATIONS BY DAN PAGE

these economists are disciples of Greenspan, :

who understood earlier than most that the - /O
conventional numbers don’t capture the

emerging knowledge economy.

“"Greenspan was continually digging into ar- ,
cane factoids he hoped would give him a better (f \/
insight into what was going on under the hood

understand the importance of doing the same.
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In a speech last year, he said that intangible in-
vestments “appear to be quanttatvely impor-
tant.” As a result, Bernanke noted, “aggregate

saving and investment may be significantly un-

derstated in the U.S. official statistics.”

BEYOND WIDGETS

BUSINESS

Business investment in
intangibles such as product
development and training is
critical for long-term
profitability, but it doesn't get

AS GREENSPAN WOULD BE the first to tell
you, it’s alot easier counting how many widg-
ets the nation produces in a year than quanti-

fying the creation and marketing of knowl- intangibles

counted in GDP.

Inmeasured

S978

edge. After all, we’re talking about intangibles:
brand egu.ity, the development of talent, the ex-

port of best practices.
This stuff is hard to measure, but to ignore it

Physical capital
and software 1139

is to miss what the economy is telling us. And s by
to miss that s to increase the likelihood of com-
mitting policy blunders. Including these intan-
gible investments could provide a better picture of the economy,
orie that offers more advance warning of recessions, slippage in
our ability to innovate, and other nasty surprises. )

To understand why the government measures the economy
the way it does, it helps to go back in time to the 1930s. The
Great Depression had the nation in a death grip, and govern-
ment planners and politicians lacked the tools to answer the big
question of the day: Was the economy getting better or worse?
To find out, the Commerce Dept. brought in economist Simon
Kuznets , then at the National Bureau of Economic Research, to
calculate for the first time the nation’s income and output—the
purchasing power and production of the U.S. economy. Setting
such a benchmark would allow the government to figure out if
the economy was growing or shrinking.

Working with handwritten data, Kuznets and a small group of

64 | BusinessWeek | February 13, 2006

Hulten, 5

faed

The
Shadow
Economy

Intangibles such as

R&D, training,
education, and exports
of knowledge are
Poorly tracked by
oday’s statistics.
Here's how better
counting of
intangibles would
change our picture of
the economy:

THE REST OF
THEWORLD




Government outlays for education and R&D are incorrectly
labeled as current consumption, rather than future-oriented
investment.

Education/research and development S215
Physical capital 181
Surplus of rest of federal budget 78

M Investment is rising as a
share of the economy,
rather than falling.

M The current account
deficit is considerably smaller.

fellow economists began counting tangible things like machines
and buildings as long-term investments. It made sense, since this
was still the Industrial Age. And such calculations came in handy
during World War II, when the Roosevelt Administration needed
a fix on the nation’s capacity to grind out tanks, ships, and planes.

ABREAK WITH THE PAST

KUZNETS’ WORK SET THE TONE for the rest of the century, not
to mention helping win him the Nobel prize in Economics in
1971. Machines and buildings were counted as furture-oriented
investment, but spending on education, training, and R&D was
not. No attempt was made to judge the social utlity of expendi-
tures. For example, the $6 million cost of building the Flamingo
Hotel, the Las Vegas casino opened by Bugsy
Siegel in 1946, was tallied as an investment.
But AT&T’s funding of Bell Labs, where the
transistor was invented around the same time,
wasn'’t even included in GDP. Kuznets himself
acknowledged the limitations of his system, yet
it stayed basically the same for most of the
postwar period.

By the early ’90s, Greenspan was becoming
increasingly frustrated by the official num-
bers’ inability to explain a rapidly evolving
economy. In 1996 and 1997 he refused to ac-
cept conventional data telling him that pro-
ductivity growth was falling in much of the
service sector, noting—correctly, as it turns

M The personal savings

FAMILY

out—that “this pattern is highly unlikely.” He

rate in 2005 was pOSItIV&, also pointed out that the official numbers for
not negative. consumer inflation were too high.

Household outlays for At the Washington offices of the BEA, J.

M The part of the federal education, the most important Steven Landefeld, who became director in

budget devoted to current mvetstment {(1 the future of ’thet 1995, ;Et o k]tlo mlglcgge numbers “L“tbgt'

ingisi next generation, are improper ter reflected the knowledge economy. Lande-

s i, Fodh i coun%ed as consumptic?n ir? thg feld isn’t a rash fellow; and the pace of change

M The 2001 recession was published data. at the BEA, while quick for a statistical agency,

d eeper than we th ought would be called deliberate by most. But in

: il 1999—six decades after Kuznets laid the

Current growth, however, Education S224  cindwoik for caloulatie GhP—Landefeld
may be stronger. 5 and the BEA decided to break with the past.

Personal savings, as The BEA started treating business spending

Butlors o C
Data: Bx Economic Analysis

The foreign trade statistics do not reflect the human capital
being brought into the country by skilled immigrants. The
official numbers also do not show the flows of knowhow that
enable U.S. multinationals to reap high returns on their
overseas operations.

Unmeasured inflows of human capital S50-S200*
Unmeasured exports of knowhow  S25-S100*

*Briliens of doll: 13l avera 2000-2004 Data: Business WVeek

cision was overdue. Companies were spending
more than $150 billion annually on software,
far more than the $100 billion for computer
hardware. And th i

mists could go into stores and see software in brightly colored
boxes reassured them that it was real. “Prepackaged software is
a lot easier” to count, recalls Landefeld.

Silly as it may seem now, it was a revolutionary change at the
time. But over the past seven years the economy has continued
to evolve while the numbers we use to capture it have remained
the same. Globalization, outsourcing. and the emphasis on in- _
novation and creativity are forcing businesses to shiftata dra- _
matic Tate from tangible to intangible investments.

According to BusinessWeelc's calculations, the top 10 biggest
U.S. corporations that report their R&D outlays":aghst that in-
cludes ExxonMobil, Procter & Gamble, General Electric, Mi-
crosoft, and Intel—have boosted R&D spending by 42%, or al-
most $11 billion since 2000. Yet over the same period, they
hax(re_oply increased capital spending by a meager 2%, or less
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than $1 billion. So all together, these giants have actually in-
¢reased their future-oriented investment by roughly $12 bil-
lion—most of which doesn’t show up in the BEA numbers.

This shift to intangibles looks all the more remarkable when
we look a bit further back. P&G, for example, has boosted its
spending on R&D, which doesn’t count as investment in the
GDP statistics, by 39% since 1996. By contrast, the company’s
capital budget, which does factor into GDP, is no bigger today
than it was back then. The same is true at spicemaker
McCormick & Co., where capital spending is basically flat com-
pared to 1996 but R&D outlays to create new products have
tripled over the same period. '

Want to see how this works? Grab your iPod, flip it over, and
read the script at the bottom. It says: “Designed by Apple in Cal-
ifornia. Assembled in China.” Where the gizmo is made is im-
material to its popularity. It is great design, technical innovation,
and savvy marketing that have helped Apple Computer sell more
than 40 million 1Pods. Yet the folks at the BEA don’t count what
Apple spends on R&D and brand -
development, which totaled at
least $800 million in 2005.
Rather, they count each iPod
twice: when it arrives from Chi-
na, and when it sells. That, in ef-
fect, reduces Apple—one of the world’s greatest innovators—to a
reseller of imported goods.

That’s why the new research from Corrado, Sichel, and Hulten
is so important, and why building and improving upon it could
become a key goal of economists in the coming years. Ultimate-
ly, we might end up with a “knowledge-adjusted” GDP, which
would track the spending so crucial for global competitiveness.

Right now, though, rough calculations of these intangibles are
all we have. To help come up with their $1 trillion number for un-

measured business investment, for example, Corrado, Sichel, and
Hulten counted the portion of advertising designed to have long-
lived effects on percerpﬂtg'gn (that would include the sort of corpo-
rate image advertising seen in this magazine). They also esti-
mated the value of new product development” in “the

financial-services industry, which current R&D numbers miss.
“We had to hunt around for bits and pieces of data,” says Hulten.

Assessing how much bang for the buck companies get from
their $pending on intangibles is even harder, especially in the
fast-changing knowledge economy. Take employee training. In
the old days, that required flying people to a teaching facility,
which cost companies a lot of time on top of the cost of the in-
structors and real estate. Now online learning and other inno-
vations are drivi the costof training. At IBM, the train-
ing budget fell by $10 million from 2003 to 2004, a 1.4%
decline, while the number of classroom and e-learning hours
rose by 29%. Are other companies seeing an equally dramatic
decline in the cost of training? No one knows.

CHANGING PERCEPTIONS

THAT’S WHY THE BEA doesn’t want to move too fast. It plans to
publish supplementary accounts for R&D in the next few years,
which will track R&D spending without adding it into the official
GDP numbers. Other intangibles, though, remain below the
radar. “No one disagrees with this conceptually,” says BEA chief
Landefeld. “The problem is in the empirical measurement.”
But look at how our perception of the economy changes once
you add in things like R&D and brand-building. The published
data show that total investment—business, residential, and
government—has been falling over the past three decades as a
share of national spending, while consumption has been rising.

Add in the intangible investments provided by our three econ-
ornists, and the picture changes completely.

Total investment rises, going from 23.8% of national spend-
ing in the 1970s to 25.1% in the early 2000s—much higher than
the 18.3% the conventional numbers show. That helps explain
why the economy has sustained sirong productivity growth,
and why foreign investors continue to pour money into the U.S.

Factoring in the knowledge economy also helps us under-
stand why the recession of 2001 seemed worse than the official
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but jobs for designers jumped

Factoring in the Missing Pieces

Including R&D, training, and other intangibles in the numbers helps explain a decade of economic reality

The growing importance

of intangibles...

...hel
the Newpggonomy...

...but worsened
the boom and bust

drive
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statistics showed—and why the recovery was so slow. Accord-
ing to the published numbers, the six-month recession of 2001
was so mild the business sector actually grew at a modest 0.4%
pace that year. By 2003, however, more than 3 million private
sector jobs had disappeared.

One reason for this disconnect is simple: Corporations
hacked back their budgets for R&D, advertising, training, and sq
forth. Yes, that canceled out a ton of high-paying jobs, but had

gible business investments are not currently counted as nation-_

%nﬂ direct effect on GDP. Remember that R&D and other intan-

ERIC HOFFMANN/B

al output, Therefore, when a company laid off an engineer doing
ong-term product development but kept selling the same num-
ber of its old products, GDP stayed the same, Productivity even
went up, because fewer workers were producing the same
amount of output. And if that laid-off engineer went to work,
say, building houses? National output might even have risen.
There’s enough data available through 2003 to estimate how

business intangibles would have changed the growth numbers.
For our purposes, let’s assume that overall intangible business in-
vestment followed the same path as industrial R&D and adver-
tising, for which annual data are available. Crunch the numbers
and it looks like the business sector really grew by only 0.1% in
2001, less than a quarter of the size of the official increase.
Growth in 2002 now also looks slower than the published data.

By contrast, the conventional numbers may be understating
the strength of the economy today. The
BEA announced on Jan. 27 that growth in
the fourth quarter of 2005 was only 1.1%.
In part that was because of a smaller-than-
expected increase in business capital
spending. However, employment at de-
sign and management-consulting firms is up sharply in the
quarter, suggesting that businesses may be spending on intan-
gibles instead. Indeed, the consumer confidence number for
January zoomed to the highest level since 2002, as Americans
became more optimistic about finding jobs.

Then again, the economy may hit bigger bumps in the years
ahead. When companies significantly trim their spending on
R&D, design, training, and other knowledge-enhancing activi-
ties, as they did in 2001, the resulting pain in terms of job loss-

SHARE YOUR THOUGHTS.

Sun believes sharing is the way to create better ideas, That’s why we’ve teamed up with
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Trade stats miss a big chunk of the value-
creating flow of knowledge

es and reduced innovation could deepen the next downturn.
Perhaps the trickiest and most controversial aspect of the
shadow economy is how it alters our assessment of internation-

al trade. The same intangible investments not counted in GDP, _

such as business knowhow and brand eguity, are for the most
part left out of foreign trade stats, too. Also largely ignored is the
mass influx of trained workers into the U.S. They represent an
immense contribution of human capital to the economy that the
U.S. gets free of charge, which can substantially balance out the
trade deficit of goods and services. “I don’t know that the trade
deficit really tells you where you are in the global economy,” says

Gary L. Ellis, chief financial officer of
Medtronic Inc., a world leader in
medical devices such as implantable
defibrillators. “We're exporting a lot
of knowledge.”

Time for another real-world ex-
ample. In December, Intel Corp. an-
nounced plans to build a new
wafer-fabrication plant in Israel. To
the statisticians, the value of that
foreign investment is the book value
of the plant—that is, the cost of
erecting the building and installing
the chipmaking machinery.

Not counted is the systematic ex-
port of knowhow to Israel that en-
ables that factory to operate prof-
itably. At the core is a program called
Copy Exactly!, which requires that a
new fab duplicate an existing one
that is working well, down to how of-
ten the plant’s pumps are serviced.
All of this critical information is doc-
umented and transferred from the
U.S. to the new plant, but it is not
picked up by the trade statistics.

The numbers don’t catch Intel’s
exhaustive training program either.
To get its new plants running quick-
ly, the chipmaker brings 800 or 900
employees from the new fab to
spend a minimum of six months in
Hillsboro, Ore., where Intel develops
new production processes. By the
time they return home, these people
will have picked up not just the de-
tails of the process but also tribal
knowledge—the unwritten lore of
how Intel works. With that info in
their heads, they’re equipped to get
the new factory up and running at
high volume within a quarter, rather
than taking a year or more. In eco-
nomics speak, this is a classic trans-
fer of human capital. So why isn’t it
called an export?

Ricardo Hausmann, director of
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Big Companies

Go Intangible

Companies are putting more emphasis on
R&D and less on capital investment. Since
2000, the “intangibility index”—the ratio of

Harvard’s Center for International Development, believes it
should be. He describes these cross-border flows of knowhow as
“dark matter.” Hausmann notes that U.S. multinationals consis-
tently earn higher rates of return than their foreign counter-

R&D to capital ngendin , multiplied b
or

100—has risen

9 of the 10 biggest U.S.

companies that report R&D
COMPANY mmng;{m' LATEST™
EXXONMOBIL 5.1 1.4
GE*** 73.6 100.7
MICROSOFT 429.1 761.6
PROCTER & GAMBLE 62.9 89.0
PFIZER 211.0 295.4
JOHNSON & JOHNSON 183.8 239.2
ALTRIA 32.0 42.3
CHEVRONTEXACO 2.2 2.9
INTEL 58.4 88.4
IBM 95.6 129.9
ALL10 56.8 79.1

PERCENTAGE CHANGE 2000-
OVERALL LATEST**

+42.1%

R&D SPENDING

CAPITAL SPENDING

-~

s n

*Capital spending for ol comparnses includes expenditures lor exploration as well.

**|_atest year for which R&D and capital spending are both available
Data: Company reports, Businessiesk

***Excluding GE Capital Services

parts—an average of 6% on foreign operations since 2000, vs. the
1.2% foreign multinationals earn in the U.S., according to the lat-
est BEA figures. From that, he infers that the multinationals are
benefiting, in part, from knowledge exported from the U.S,, a
country with faster productivity growth than the rest of the in-
dustrialized world.

Using these arguments, Hausmann finds that the U.S. cur-

rent account deficit actually disap-
pears, averaged over time. “With
globalization, you develop a blue-
print and sell it in all countries,” he
says. “Countries that are good at
creating blueprints get more ex-
ports of dark matter.”

Admittedly, most trade experts
are hostile to Hausmann’s conclu-
sions. A recent report from Gold-
man, Sachs & Co. likened Haus-
mann’s dark matter to cold fusion.
And the economists at the BEA wor-
ry that adding knowledge exports
to the trade stats would make pub-
lished data less useful. “I have a
problem putting fabricated flows
into exports,” says Ralph H. Ko-
zlow, who oversees international ac-
counts at the BEA. “You get into an
impossible statistical maze when
you try to value all of this at any-
thing that anyone would believe.”

But even if Hausmann is over-
stating his case, he’s on the right
track. There’s no doubt that the sta-
tistical problems are formidable,
but it’s also certain that the con-
ventional trade statistics are miss-
ing a big portion of the knowledge
flows that create value these days.
Suppose we assume that U.S.
multinationals can earn an extra
percentage point of return on their
foreign investments by being able
to use business intangibles export-
ed from the U.S. Then a rough esti-
mate of the value of the unmea-
sured exports of knowledge is
anywhere from $25 billion to $100
billluu peir yearl, dependiu-_;. oIl
what assumptions are used.

And let’s not forget about immi-
grants. The workers who move to
the U.S. each year bring with them
a mother lode of education and
skills—human capital—for free.
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One celebrated example is Jonathan Ive, the man who designed
the iPod and iMac. Ive was born in England and educated at
Newecastle Polytechnic University of Northumbria before join-
ing Apple Computer Inc. in California in 1992.

Ive is not unique. Most of the workers who immigrate to the
U.S. each year have at least a high school diploma, while about
a third have a college education or better. Since it costs, on av-
erage, roughly $100,000 to provide 12 years of elementary and
secondary education, and another $100,000 to pay for a college
degree, immigrants are providing a subsidy of at least $50 bil-
lion annually to the U.S. economy in free human capital. Alter-

natively, valuing their contribution to the economy by the total
wages they expect to earn during their lifetime would put the
value of the human capital of new immigrants closer to $200
billion per year. Either the low or high estimate would make the
current account deficit look smaller.

These numbers may also seem squishy. Still, if Fed chief
Bernanke, corporate executives, and ordinary investors want to
know where we’ve been, and where we’re headed, tracking the
creation and flow of knowledge is the only way to go. M

—With Steve Hamm in New York and
Christopher J. Farrell in St. Paul, Minn.

Tuition: It's Not Like
An Ice Cream Cone

orty-two grand a year. That's
the going rate for tuition, room,
and board at Vermont's pricey
Middlebury College, where
Donna Kelly's son and daughter
go to school. “It's what we spend all our
discretionary income on: education,” says
Kelly, who lives in St. Paul, Minn. “We look on
it as an investment in their lives.”
Government number crunchers don't see
it that way, though. By their reckoning, the
money households lay out for college and

./ other levels of education—an eye-popping

$224 billion in 2005—is consumption, no
different than buying anice cream cone or a
new pair of sneakers. Ditto for money
plowed into federal job programs, the
National Science Foundation (NSF), and
even the salary of the local public school
teacher who helped your child learn to read.

Imagine if all the money you devote to
education, plus the government's outlays for
education, training, and R&D, went into the
investment column instead. Suddenly,
Americans would look a lot less profligate.
The U.S. devotes more to education and
R&D than most other industrialized
countries. For example, America spends
well over 7% of gross domestic product on
education, compared with 4.6% for Japan.
And if the money socked away by
households and spent on education was
counted as savings, then the U.S. personal
savings rate for 2005 would be 2.0%, not
the -0.5% the official numbers show.

So why aren't these outlays being
categorized as investment? Supplementary.
accounts for government and business R&D
_are coming (page 62). But treating
education as investment is much farther off,
despite the obvious long-lasting nature of
the "human capital” asset created by
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education. After all, the skills learned in
school last a lot longer than the typical
computer, which is counted as investment
by the statisticians.

The reason is simple: There is no
cowgmwﬁeducaims
or, for that matter. broader society on fiow to
measure the value of a dollar spent on

“Should it be valued higher if it
raises test scores or results in a higher wage
down the road? Should it be valued lower if
the kids are taught in a crowded classroom
or if the college economics course is taught
by a research assistant who speaks broken
English? Are high school courses in art
appreciation an essential part of the

curriculum or a mere frill? These questions
—————

Investing in
The Kids

Households are spending
more on education even as
the savings rate falls

READING, WRITING,
AND CHECKBOOKS

PERCENT
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intense pu | debate, both at
‘the national and local level.

Similar concerns complicate a more
rational assessment of the federal budget.
The government spends an enormous
amount, $396 billion in fiscal 2005, on long-
lived, intangible investment suchas R&0
and education, as well as such physical
assets as computers and jet fighters. So why
not take a page from the business world:
Separate out investment spending from the
day-to-day costs of running the government.

Calculating the budget that way would
put the federal government's current
operations into surplus, since the
investment outlays exceed the total deficit of
$318 billion. What's mare, it would become
clear that government borrowing was
funding investments with a future payoff. In
an ideal world, Congress would weigh
whether boosting basic research, as
President George W. Bush proposed in his
State of the Union speech, was worth taking
on more debt. Today, by comparison, the
NSF is funded in the same appropriations
bill as the Justice Dept., so that more money
for long-term research may be competing
against more dollars for the Federal Bureau
of Investigation. That sort of choice
encourages short-run thinking.

In the real world, even proposing a shift to
operating and investment budgets would
scare up a lot of opposition. One fear is that
politicians would try to game the system.
Says Joseph J. Minarik, research director for
the Committee for Economic Development,
a research organization in Washington: “One
man’s investment is another man's pork—
pork being defined as spending that doesn't
generate a broad return.”

Still, calling things by their right names
has clear advantages. Persisting in the
fiction that government a"j_lﬁ'ud househo
spending on R&D, training, and education is
only consumptionisfo misunderstand the
kiowledge economy.

-By Michael Mandel in New York,
with Christopher J. Farrell in St. Paul, Minn.,
and Howard Gleckman in Washington

are not merely techni ut matters of
intense public and political debat
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The Economy
Is a Lot Stronger

Than You Th

DAN PAGE

In a knowledge-based world, the
traditional measures don't tell the story

BY MICHAEL MANDEL
RN SR

YOU READ THIS MAGAZINE RELIGIOUSLY, WATCH CNBC WHILE DRESSING FOR WORIK,
scan the Web for economic reports. You've heard, over and over, about the underlying
problems with the U.S. economy—the p@lirxinveaﬂ:%ate, the yawning current ac-
count Hmw. d you know what the experts
are saying: that the U.S. faces a perilous economic future unless we cut back on spend-
ing and change our profligate ways.

But what if we told you that the doomsayers, while not definitively wrong, aren’t see-
ing the whole picture? What if we told you that businesses are investing about $1 trillion
a year more than the official numbers show? Or that the savings rate, far from being neg-
ative, is actually positive? Or, for that matter, that our deficit with the rest of the world is
much smaller than advertised, and that gross domestic product may be growing faster
than the latest gloomy numbers show? You’d be pretty surprised, wouldn’t you?

Well, don’t be. Because the economy you thought you knew—the one all those gov-
ernment statistics purport to measure and make rational and understandable—actu-
ally may be on a stronger footing than you think. Then again, it could be much more
volatile than before, with bigger booms and deeper busts. If true, that has major im-
plications for policymakers—not least Ben Bernanke, who on Feb. 1 succeeded Alan
Greenspan as chairman of the Federal Reserve.

Everyone knows the U.S. is well down the road to becoming a knowledge economy,
one driven by ideas and innovation. What you may not realize is that the government’s
decades-old system of number collection and crunching captures investments in equip-
ment, buildings, and software, but for the most part misses the growing portion of GDP
that is generating the cool, game-changing ideas. “As we've become a more knowledge-
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based economy,” says University of Maryland economist Charles

R. Hulten, “our statistics have not shifted to capture the effects.” FE D ERA L
The statistical wizards at the Bureau of Economic Analysis in
Washington can whip up a spreadsheet showing how much the GOVE RN M ENT

railroads spend on furniture ($39 million in 2004, to be exact).
But they have no way of tracking the billions of dollars compa-
nies spend each year on innovation and product design, brand-
building, employee training, or any of the other intangible in-
vestments required to compete in today’s global economy. That
. means that the resources put into creating such world-beating
" innovations as the anticancer drug Avastin, inhaled insulin, S ‘
Starbuck’s, exchange-traded funds, and yes, even the iPod, P oo
don’t show up in the official numbers. =
No6w, a generation of economists who came of professional
age watching the dot-com boom and bust are
trying to get a grip on this shadow economy:
People like Carol A. Corrado and Daniel E.
Sichel of the Federal Reserve Board, who,
along with Hulten, figured out that business-
es are spending much more on future-orient-
=} ed investments than widely believed. In a way,
these economists are disciples of Greenspan,
who understood earlier than most that the
conventional numbers don’t capture the
emerging knowledge economy.
" Greenspan was continually digging into ar-
cane factoids he hoped would give him a better
insight into what was going on under the hood

T T T

shadow
Economy

of E_Ihe U.S.detrl:lon_omy. And B%gqpke I;eems to - vt g}gt?[l)'lgilzbles such as
understand the importance of doing e same. ra'ning
In a speech last year, he said that intangible in- i :
vestments “appear to be quanﬁtaﬁve—l%ﬁp_of- BUSI NESS _ edUCBtIOﬂ, and exports
tant.” As a result, Bernanke noted, “aggregate Business investment in of knowledge are
saving and investment may be significantly un-_ intangibles such as product - oorly tracked by
derstated in the USS. official statistics.” development and training is F dav’s statisti
critical for long-term HO ay Shs Ibs 't(t:s-

AS GREENSPAN WOULD BE the first to tell ; - .
you, it's a lot easier counting how many widg- Bt vty a8 lntanglb es would
ets the nation produces in a year than quanti- iy b et iy 1 i
fying the creation and marketing of knowl- ntangibles 5978 ﬁl{lange o pECtUre of
edge. After all, we're talking about intangibles: ; . € economy:
brg.n_glfggy_i ; the development of talent, the ex- Physical capital 1139
port of best practices.

This stuff is hard to measure, but to ignore it and soﬂ\vyarem —
is to miss what the economy is telling us. And Dl Cavac e Bonat
to miss that is to increase the likelihood of com-

mitting policy blunders. Including these intan-
gible investments could provide a bétter picture of the economy,
onethat offers more a warning of recessions, slippage in -
our ability to innovate, and other nasty surprises. o

To understand why the government measures the economy THE REST OF

the way it does, it helps to go back in time to the 1930s. The
Great Depression had the nation in a death grip, and govern- TH E WO RLD

ment planners and politicians lacked the tools to answer the big
question of the day: Was the economy getting better or worse?
To {ind out, the Commerce Dept. brought in economist Simon
Kuznets , then at the National Bureau of Economic Research, to
calculate for the first time the nation’s income and output—the
purchasing power and production of the U.S. economy. Setting
such a benchmark would allow the government to figure out if
the economy was growing or shrinking.

Working with handwritten data, Kuznets and a small group of

ILLUSTRATIONS BY DAN PAGE
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fellow economists began counting tangible things like machines
and buildings as long-term investments. It made sense, since this
was still the Industrial Age. And such calculations came in handy

Government outlays for education and R&D are incorrectly
labeled as current consumption, rather than future-oriented

investment. during World War II, when the Roosevelt Administration needed
a fix on the nation’s capacity to grind out tanks, ships, and planes.
Education/research and development S215
=TT 181 ABREAK WITH THE PAST
ysical capita — KUZNETS WORK SET THE TONE for the rest of the century, not
to mention helping win him the Nobel prize in Economics in
SUVP|U5 of rest of federal bUdgEt 78 1971. Machines and buildings were counted as future-oriented
Bilkors of dollars estimstes for fiscs year 2008 investment, but spending on education, training, and R&D was
not. No attempt was made to judge the social utility of expendi-

tures. For example, the $6 million cost of building the Flamingo
Hotel, the Las Vegas casino opened by Bugsy
Siegel in 1946, was tallied as an investment.
But AT&T’s funding of Bell Labs, where the
transistor was invented around the same time,
wasn’t even included in GDP. Kuznets himself
acknowledged the limitations of his system, yet
it stayed basically the same for most of the
postwar period.

M Investment is rising as a

By the early ’90s, Greenspan was becoming
Shtire ?[Lthnef:ﬁi?]nomy' increasingly frustrated by the official num-
ratnértha g bers’ inability to explain a rapidly evolving
B The current account economy. In 1996 and 1997 he refused to ac-

cept conventional data telling him that pro-
ductivity growth was falling in much of the
service sector, noting—correctly, as it turns
out—that “this pattern is highly unlikely.” He
also pointed out that the official numbers for
consumer inflation were too high.

At the Washington offices of the BEA, J.
Steven Landefeld, who became director in
1995, felt pressure to include numbers that bet-
ter reflected the knowledge economy. Lande-
feld isn’t a rash fellow, and the pace of change

deficit is considerably smaller.

M The personal savings
rate in 2005 was positive,
not negative.

M The part of the federal
budget devoted to current
spending is in balance.

FAMILY

Household outlays for
education, the most important
investment in the future of the
next %eneration. are improperly
counted as consumption in the

i i at the BEA, while quick for a statistical agency,

lene 2&301 rec?ﬁsmnhvtvas published data. sold bocalled Jeliberate by most. But o

ORPET U1l we UIoUE. T 1999—six decades after Kuznets laid the

Current growth, however, Education S224 gtoindwork for calculating GDP—Landefeld
may be stronger. and the BEA decided to break with the past.

Personal savings, as

The BEA started treating business spending
officially measured -42

on software as a long-lived imvestment. The de-
cision was overdue. Companies were spending

sy e VO more than $150 billion annually on software,
far more than the $100 billion for computer
hardware. And thi i

longer thanthe hardware. The fact that econo-
mists could go into stores and see software in brightly colored
boxes reassured them that it was real. “Prepackaged software is
a lot easier” to count, recalls Landefeld.

The foreign trade statistics do not reflect the human capital
being brought into the country by skilled immigrants. The
official numbers also do not show the flows of knowhow that
enable U.S. multinationals to reap high returns on their
overseas operations.

Unmeasured inflows of human capital $50-S200*

Unmeasured exports of knowhow ~ S25-S100*

Silly as it may seem now, it was a revolutionary change at the
time. But over the past seven years the economy has continued
to evolve while the numbers we use to capture it have remained
the same. Globalization, outsourcing, and the emphasis on in; _
novation and creativity are forcing businesses to shift at a dra- _
matic rate from fangible fo intangible investments.

According to BusinessWeek’s calculations, the top 10 biggest
U.S. corporations that report their R&D outlays—a list that in-
cludes ExxonMobil, Procter & Gamble, General Electric, Mi-
crosoft, and Intel—have boosted R&D spending by 42%, or al-
most $11 billion, since 2000. Yet over the same period, they
have only increased capital spending by a meager 2%, or less

| com i i A
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than $1 billion. So all together, these giants have actually in-
Creased their future oriented investment by roughly $12 bil-
lion—most of of v which doesn’t show up in the BEA numbers.

This shift to intangibles looks all the more remarkable when
we look a bit further back. P&G, for example, has boosted its
spending on R&D, which doesr;’_;_ count as investment in the
GDP statistics, by 39% since 1996. By contrast, the company’s
capital budget, which does factor into GDP, is no bigger today
than it was back then. The same is true at spicemaker
McCormick & Co., where capital spending is basically flat com-
pared to 1996 but R&D outlays to create new products have
tripled over the same period.

‘Want to see how this works? Grab your iPod, flip it over, and
read the script at the bottom. It says: “Designed by Apple in Cal-
ifornia. Assembled in China.” Where the gizmo is made is im-
material to its popularity. It is great design, technical innévation,
and savvy marketing that have helped Apple Computer sell more
than 40 million iPods. Yet the folks at the BEA don’t count what
Apple spends on R&D and brand
d@:ﬂ'gigm totaled at
least $800 million in 2005.
Rather, they count each iPod
twice: when it arrives from Chi- D
na, and when it sells. That, in ef-
fect, reduces Apple—one of the world’s greatest innovators—to a
reseller of imported goods.

That’s why the new research from Corrado, Sichel, and Hulten
is so important, and why building and improving upon it could
become a key goal of economists in the coming years. Ultimate-
ly, we might end up with a “knowledge-adjusted” GDP, which
would track the spending so crucial for global competitiveness.

Right now, though, rough calculations of these intangibles are
all we have. To help come up with their $1 trillion number for un-

measured business investment, for example, Corrado, Sichel, and
Hulten counted the portion of advertising designed to  have long-
lived effects on perception (that would include the sort of corpo-
fate image advertising seen in this magazine). They also esti-
mated the value of new product development™in the
financial-services industry, which current R&D numibers miss.

“We had to hunt around for bits and pieces of data,”_says Hﬁlten

which cost companies a lot of time on top of the cost of the in-
structors and real estate. Now online learning and other inno-
vations are driving down the cost of fraining. At IBM, the train-
ing budget fell by $10 million from 2003 to 2004, a 1.4%
decline, while the number of classroom and e-learning hours
rose by 29%. Are other companies seeing an equally dramatic
decline in the cost of training? No one knows.

CHANGING PERCEPTIONS

THAT’S WHY THE BEA doesn’t want to move too fast. It plans to
publish supplementary accounts for R&D in the next few years,
which will track R&D spending without addmg it into the official
GDP nuinbers. Other intangibles, though, remain below the
radar. “No one disagrees with this conceptually,” says BEA chief
Landefeld. “The problem is in the empirical measurement.”

But look at how our perception of the economy changes once
you add in things like R&D and brand-building. The published
data_show that total investment—business, residential, and

government—has been falling over the past three decades as a
share of national spending, while consumption has been rising.

Add in the intangible investments provided by our three econ-
omists, and the picture changes co mpletely.

Total investment nses, going from 23.8% of national spend-
ing in the 1970s to 25. 25.1% in the early 200( 2000s—much higher than
the 18.3% the conventional numbers show. That helps explain
why the economy has sus has sustained strong producumy growth,
and why foreign i investors continue to pour money into the U.S.

Factoring in the'laowiedge economy also helps us under-
stand why the recession of 2001 seemed worse than the official
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but jobs for designers jumped

Factoring in the Missing Pieces

Including R&D, training, and other intangibles in the numbers helps explain a decade of economic reality

rtance
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PERCENT
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...but worsened
the boom and bust
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statistics showed—and why the recovery was so slow. Accord-
ing to the published numbers, the six-month recession of 2001
was so mild the business sector actually grew at a modest 0.4%
pace that year. By 2003, however, more than 3 million private
sector jobs had disappeared.

One reason for this disconnect is simple: Corporations
hacked back their bu r R&D, advertising, training, and so
forth. Yes, that canceled out a ton of high-paying jobs, but had

%no direct effect on GDP. Remember that R&D and other intan-

ERIC HOFFMANN/BWL

gible business Investments are not currently counte#i&u_ﬂgn_ )
al output, Therefore, when a company laid off an engineer doing
long-term product development but kept selling the same num-
ber of its old products, GDP stayed the same. Productivity even
went up, because fewer workers were producing the same
amount of output. And if that laid-off engineer went to work,
say, building houses? National output might even have risen.
There’s enough data available through 2003 to estimate how

business intangibles would have changed the growth numbers.
For our purposes, let’s assume that overall intangible business in-
vestment followed the same path as industrial R&D and adver-
tising, for which annual data are available. Crunch the numbers
and it looks like the business sector redlly grew by only 0.1% in
2001, less than a quarter of the size of the official increase,
Growth in 2002 now also looks slower than the published data.

By contrast, the conventional numbers may be understating
the strength of the economy today. The
BEA announced on Jan. 27 that growth in
the fourth quarter of 2005 was only 1.1%.
In part that was because of a smaller-than-
expected increase in business capital
spending. However, employment at de-
sign and management-consulting firms is up sharply in the
quarter, suggesting that businesses may be spending on intan-
gibles instead. Indeed, the consumer confidence number for
January zoomed to the highest level since 2002, as Americans
became more optimistic about finding jobs.

Then again, the economy may hit bigger bumps in the years
ahead. When companies significantly trim their spending on
R&D, design, training, and other knowledge-enhancing activi-
ties, as they did in 2001, the resulting pain in terms of job loss-

v
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Trade stats miss a big chunk of the value-
creating flow of knowledge

es and reduced innovation could deepen the next downturn.

Perhaps the trickiest and most controversial aspect of the
shadow economy is how it alters our assessment of internation-
al trade. The same intangible investments not counted in GDP,
such as business knowhow and brand equity, are for the most
part left out of foreign trade stats, too. Also largely ignored is the
mass influx of trained workers into the U.S. They represent an
immense contribution of human capital to the economy that the
U.S. gets free of charge, which can substantially balance out the
trade deficit of goods and services. “I don’t know that the trade
deficit really tells you where you are in the global economy,” says
Gary L. Ellis, chief financial officer of
Medtronic Inc., a world leader in
medical devices such as implantable
defibrillators. “We’re exporting a lot
of knowledge.”

Time for another real-world ex-
ample. In December, Intel Corp. an-
nounced plans to build a new
wafer-fabrication plant in Israel. To
the statisticians, the value of that
foreign investment is the book value
of the plant—that is, the cost of

Big Companies
Go Intangible

Companies are putting more emphasis on
R&D and less on capital investment. Since
2000, the “intangibility index”—the ratio of
R&D to capital spending, multiplied b
100—has risen for 9 of the 10 biggest U.S.

Harvard’s Center for International Development, believes it
should be. He describes these cross-border flows of knowhow as

“dark matter.” Hausmann notes that U.S. multinationals consis-
tently earn higher rates of return than their foreign counter-
parts—an average of 6% on foreign operations since 2000, vs, the
1.2% foreign multinationals earn in the U.S., according to the lat-
est BEA figures. From that, he infers that the multinationals are
benefiting, in part, from knowledge exported from the US,, a
country with faster productivity growth than the rest of the in-
dustrialized world.

Using these arguments, Hausmann finds that the U.S. cur-
rent account deficit actually disap-
pears, averaged over time. “With
globalization, you develop a blue-
print and sell it in all countries,” he
says. “Countries that are good at
creating blueprints get more ex-
ports of dark matter.”

Admittedly, most trade experts
are hostile to Hausmann’s conclu-
sions. A recent report from Gold-
man, Sachs & Co. likened Haus-
mann’s dark matter to cold fusion.

erecting the building and installing 2 And the economists at the BEA wor-
the chipmaking machinery. companies that [T:‘pOI’t R&D 1y that adding knowledge exports
Not counted is the systematic ex- INTANGIBILITY INDEX® to the trade stats would make pub-
port of knowhow to Israel that en- 'L 2000 LATEST** lished data less useful. “I have a
ables that factory to operate prof- - 7 problem putting fabricated flows
itably. At the core is a program called ~ EXXONMOBIL 5.1 4.4 into exports,” says Ralph H. Ko-
Copy Exactly!, which requires that a 5 % 0.7 zlow, who oversees international ac-
new fab duplicate an existing one ~ GE™ 73.6 100.7 counts at the BEA. “You get into an
that is working well, down to how of- y ~a impossible statistical maze when
st e plam,g oumps are serviced,  MHOSOET 429.1 761.6 o gttt il
All of this critical information is doc- N thing that anyone would believe.”
umented and transferred from the P ROCTER&GAMBLE 62.9 89.0 But even if Hausmann is over-
US. to the new plant, but it is not - r r stating his case, he’s on the right
picked up by the trade statistics. PFIZER 211.0 295.4 track. There’s no doubt that the sta-
The numbers don’t catch Intel’s 20 270 9 tistical problems are formidable,
exhaustive training program either. JOHNSON & JOHNSON 183.8 239.2 but it’s also certain that the con-
To get its new plants running quick- ALTRIA 32.0 42 3 ventional trade statistics are miss-
ly, the chipmaker brings 800 or 900 s note ing a big portion of the knowledge
employees from the new fab to CHEVRONTEXACO 2 2 2 Q flows that create value these days.
spend a minimum of six months in st o Suppose we assume that U.S.
Hillsboro, Ore., where Intel develops  |\rg; 58.4 88.4 multinationals can earn an extra
new production processes. By the : percentage point of return on their
time they return home, these people gy 95.6 129.9 foreign investments by being able
will have picked up not just the de- to use business intangibles export-
tails of the process but also tribal  aj) 10 56.8 79.1 ed from the U.S. Then a rough esti-
knowledge—the unwritten lore of mate of the value of the unmea-
how Intel works. With that info in PERCENTAGE CHANGE | sured exports of knowledge is
their heads, they’re equipped to get 0201 L:%.T'_- anywhere from $25 billion to $100
the new factory up and running at 49 10 billion per year, depending on
high volume within a quarter, rather ~ R&D SPENDING +42.1 what assumptions are used.
than taking a year or more. In eco- o And let’s not forget about immi-
nomics speak, this is a classic trans-  CAPITAL SPENDING Ta.l grants. The workers who move to
fer Of human capita]' SO WhY '.i.Sl'.l’t it *“Capital spending for oil companies includes sxpendsturas for exploration 25 well. the U-S- eaCh year bl'lﬂg W'ith them
ca]]ed an exp()l't? ::L'-;,:?':..df:zf?é;;;;?e?:::swm:al memlngareﬁ:;;ag;::gi;vrenms BusinessiVesk a mOthET lOde Of Education and

Ricardo Hausmann, director of

68 | BusinessWeek | February 13, 2006

skills—human capital—for free.



, -. "COVERSTORY

One celebrated example is Jonathan Ive, the man who designed
the iPod and iMac. Ive was born in England and educated at
Newecastle Polytechnic University of Northumbria before join-
ing Apple Computer Inc. in California in 1992.

Ive is not unique. Most of the workers who immigrate to the
U.S. each year have at least a high school diploma, while about
a third have a college education or better. Since it costs, on av-
erage, roughly $100,000 to provide 12 years of elementary and
secondary education, and another $100,000 to pay for a college
degree, immigrants are providing a subsidy of at least $50 bil-
lion annually to the U.S. economy in free human capital. Alter-

natively, valuing their contribution to the economy by the total
wages they expect to earn during their lifetime would put the
value of the human capital of new immigrants closer to $200
billion per year. Either the low or high estimate would make the
current account deficit look smaller.

These numbers may also seem squishy. Still, if Fed chief
Bernanke, corporate executives, and ordinary investors want to
know where we’ve been, and where we’re headed, tracking the
creation and flow of knowledge is the only way to go. M

~With Steve Hamm in New York and
Christopher J. Farrell in St. Paul, Minn.

Tuition: It's Not Like
An Ice Cream Cone

orty-two grand a year. That's
the going rate for tuition, room,
and board at Vermont's pricey
Middlebury College, where
Donna Kelly's son and daughter
go to school. “It's what we spend all our
discretionary income on: education,” says
Kelly, who lives in St. Paul, Minn. “We look on
it as an investment in their lives."
Government number crunchers don't see
it that way, though. By their reckoning, the
money households lay out for college and

./~ other levels of education—an eye-popping

$224 billion in 2005—is consumption, no
different than buying an ice cream cone or a
new pair of sneakers, Ditto for money
plowed into federal job programs, the
National Science Foundation (NSF), and
even the salary of the local public school
teacher who helped your child learn to read.

Imagine if all the money you devote to
education, plus the government's outlays for
education, training, and R&D, went into the
investment column instead. Suddenly,
Americans would look a lot less profligate.
The U.S. devotes more to education and
R&D than most other industrialized
countries. For example, America spends
well over 7% of gross domestic product on
education, compared with 4.6% for Japan.
And if the money socked away by
households and spent on education was
counted as savings, then the U.S. personal
savings rate for 2005 would be 2.0%, not
the -0.5% the official numbers show.

So why aren't these outlays being
categorized as investment? Supplementary.

accounts for government and business R&D
_are coming (page 62). But treating

education as investment is much farther off,
despite the obvious long-lasting nature of
the “human capital” asset created by

70 | BusinessWeek | February 13, 2006

education. After all, the skills learned in
school last a lot longer than the typical
computer, which is counted as investment
by the statisticians.

The reason is simple: There is no
consensus, among economists, educators,
or, for that ociety on how to
measure the value of a dollar spent on

ould it be valued higher if it
raises test scores or results in a higher wage
down the road? Should it be valued lower if
the kids are taught in a crowded classroom
or if the college economics course is taught
by a research assistant who speaks broken
English? Are high school courses in art
appreciation an essential part of the
curriculum or a mere frill? These questions
r————

Investing in
The Kids

Households are spending
more on education even as
the savings rate falls

READING, WRITING.
AND CHECKBOOKS

BERGERE. 5 b
AS PERCENT OF DISPOS#.BLE INCOME

0! toms

. W PERSONAL SAVINGS

! PERSUNAL SnENDING DN EDUCJ\TIGN
R

Data: Bureau of Economic Analysis

are not merely technical but matters of

infense pu | debate, both at

the national and local level.

Similar concerns complicate a more
rational assessment of the federal budget.
The government spends an enormous
amount, $396tmmm_§@’_?_5§%gﬂg
lived, intangible investment such as
and education, as well as such physical
assets as computers and jet fighters. So why
not take a page from the business world:
Separate out investment spending from the
day-to-day costs of running the government,

Calculating the budget that way would
put the federal government’s current
operations into surplus, since the
investment outlays exceed the total deficit of
$318 billion. What's more, it would become
clear that government borrowing was
funding investments with a future payoff. In
anideal world, Congress would weigh
whether boosting basic research, as
President George W. Bush proposed in his
State of the Union speech, was worth taking
on more debt. Today, by comparison, the
NSF is funded in the same appropriations
bill as the Justice Dept., so that more money
for long-term research may be competing
against more dollars for the Federal Bureau
of Investigation. That sort of choice
encourages short-run thinking.

In the real world, even proposing a shift to
operating and investment budgets would
scare up a lot of opposition, One fear is that
politicians would try to game the system.
Says Joseph J. Minarik, research director for
the Committee for Economic Development,
a research organization in Washington: “One
man's investment is another man’s pork—
pork being defined as spending that doesn't
generate a broad return.”

Still, calling things by their right names
has clear advantages. Persisting in the
fictig_ru@government and household
spending on R&D, training, and educatior is
only consumption’is to misunderstand the
kiwledge economy.

-By Michael Mandel in New York,
with Christopher J. Farrell in St. Paul, Minn.,
and Howard Gleckman in Washington
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MEMORANDUM FOR THE PRESIDENT
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THE VICE ppro:r
February 13, 2006 VL PRESIDENT
HAS SEEN

EXECUTIVE OFFICE OF THE PRESIDENT
COUNCIL OF ECONOMIC ADVISERS
WASHINGTON, D.C. 20502

FROM:  KEITH HALL @] UL%

SUBJECT: Retail and Food Services Sales in January (* * % %)

Percent

Public Release: 8:30 am, Tuesday (Commerce Department)

Explosive growth in January retail sales

Change in Retail Sales (nominal)
from December to January

Actual Expected
Total retail sales 2.3% 0.9%
Excluding motor vehicles 2.2% 0.8%

Nominal retail sales rose 2.3% in January, well above market expectations of about 0.9%.

Sales of motor vehicles and parts increased 2.9% in January, after a sizeable month-earlier gain.
This increase had been foreshadowed by the automakers’ report of an increase in unit sales from a
17.1 to a 17.6 million unit annual selling pace in January. Sales of light motor vehicles have been
roughly flat at about 17 million units during the past 6 years.

Excluding motor vehicles, nominal retail sales rose 2.2%, well above the roughly 0.8% increase
expected by the market. A large rise in gasoline prices contributed to this increase. Even so, the
real increase in January spending excluding motor vehicles is likely to be among the largest one-
month increases on record (in a series that begins in 1990). The consumer price data needed to deflate
retail spending arrives next week.

The January sales gain was distributed across a wide array of retail categories.

RETAIL AND FOOD SERVICES SALES EXCLUDING MOTOR VEHICLES AND PARTS
percent change from preceding month percent change from preceding month
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Percent
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THE VICFE PRECINCA®
Welcome.ﬁ%{ustomize weather.com ly ; RESIDENT
Home My Page | Health | Travel | Driving | Events | Recreation | Home & Garden WotidP Maps-{' Mobile | Weather
Ski Forecast | Golf | Boat & Beach | Outdoors | Ski

i
Local : . Get 1-click access
Weather Enter city or US zip See weather related to ... - to your locat weather
Home > Recreation > Ski > Forecast & Snow Conditions for Jackson Hole Mountain Resort
Forecast & Snow Conditions | Resort Profile | Trail Map Eucerina
" — I-
Jackson Hole Mountain Resort, WY
Base Depth: 41-92" ucen
New Snow: 0
Primary Surface: Packed Powder
Last Report: 02/13/06 06:00 AM
Trails Open: 96 of 111
Lifts Open: 11 of 12
Acres Open: 2500
Percent Open: 100
Status: Open

"Get Eucerin now. Where

ResortCam® provided by RSN

Local Special Events | Local Sporting Events

Hours: Mon-Fri: 9a-4p; Sat/Sun: 9a-4p;

Snow Comments: Last snowfall: Feb 06/ 2 inches; Previous snowfall: Feb 04/
4 inches;

Other Comments: Winds at base: calm; Visibility: excellent;

| _10-Day Forecast | [  Hourly || Details |

Today Tue Wed Thu Fri Sat Sun Mon Tue Wed
Feb13 Feb14 Feb15 Feb16 Feb17 Feb18 Feb19 Feb20 Feb2! Feb22

L5 @ Ko 42 ¥ e 4n ¥ ﬁ; B
i L ] o 4 N . & "3 R R
Partly Snow Snow Snow Snow Few Snow Snow Partly Snow
Cloudy Shower Shower Shower Snow Shower Shower Cloudy  Shower

Showers
26°F 23°F 15°F 7°F 12°F 15°F 19°F 24°F 23°F 27°F
11°F 3°F -9°F -6°F -9°F -6°F -3°F 2°F 4°F 4°F

Chance of Precipitation
Today  Tue Wed Thu Fri Sat Sun Mon Tue Wed
10% 60% 60% 50% 50% 30% 30% 40% 10% 60%
Wind Speed
Today  Tue Wed Thu Fri Sat Sun Mon Tue Wed
10 mph 7 mph 7 mph 5 mph 6 mph 6 mph 4 mph 5 mph 6 mph 8 mph
UV Index 0 Low 10+ Extreme
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Durkin, Charles P.

From: Tutwiler, Lucy A.

Sent: Manday, February 13, 2006 8:42 AM

To: Durkin, Charles P,

Subject: Catherine Armstrong's numbers

Office: (512) 478-1003
Celi:

2/13/20006
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The NS4 Suwveillance Program: An Indispensable Touol Yoy Proteciing America
Remacks by Senator Kyl at C51€
Februarv 13. 2000

story which intelligeace historians continue to debate todav concerns the German
bomping of Coventry in the Fall of 1944, during the height of Hitler’s efforts to
bring England to her knees. It is claimed thar Churchiil received top secret
intelligence, derived from the Angle-American breaking of the Germag Enigma
code, which indicated that Coventry would be hit Iater that day. Churehill faced a
choice, evacuate Coventry and risk revealing that the Enigma code had been
broken, or sit on the information at the cost of putentially thousands of lives, He
decided to put the city's emergency services on alert and take no further action.
Coventry was sacrificed, biat the Germans had no hint that their code was
conmpromised.

Dpeaing Story;
1]
et

This story, while possibly apocryphal, is nevertheless telling, becanse it
demonstrates the preeminent vafue of operational intelligence in war, Churchill was
nat criticized for his decision, illustrating the mindset that e expect wartime
leadeys to have.

I. Set the stage:
« Wearein a protracted struggle with an enemy whose ambition is simple: kill
Americans by the millions and destroy oar way of Jife.

A. DNI Negroponte: Attacking the United States hemelaad, United States
intevests overseas and United States allies -- in that order -~ are Al
Qaeda’s top operational priorities. The group will attempt hich-impact
attacks for as long as its central command structure is functioning and
affiliated groups arc capable of furthering its interests, because even
modest operational capabilities can yield a deadly nnd damsaging attack.'

B. Enemy wears no uniform, and can hide among cur population for years
(as did the 8/11 hijackers); and coordinating and financing its mass
casualty attacks like 9/11 requires contact with their sources of support
abroad.

C. The need for terrorists to communicate provides us with intelligence
opportunities.

1 : o S ' r : . ) o T I : ‘ H :
Directar of Natonal Intellizence Jobn Nemoporte, wostimony for SSCI Hearing oo the Worldwide
Throat” Febmary 2, 2604,



1. Gur main weapen in fighting terrorism is good fatelligence
+« The NSA terrarist survedlance program is necessary, aad Amerieans expect
teir government to profect them in this wav,

AL From 4G Testimony: [t havd o imagine 2 President whe would noi
elect to use these tools in defense of the American people—in fact, it
would be irrespensible to do otherwise, The terrorist surveillance
program 18 both necessary and fawful?

B. F8I Director Mueller: ...leads from that prograrm have been valuable in
identifying would-be terrorists in the United States, individuals who were
providing material support to terrorists.”

C. DDNI Hupdey: ...the 9/11 commission criticized our ability to link things
happening in the United States with things that were happening
elsewhere. In thaf light, there are no communications more important to
the safety of this country than these affiliated with al Qaeda with one end
in the United States.*

D. bDNI Hayden: Had ibis program been in effect prior to 9/11, it is my
professional judgment that we would have detected some of the 9/11 al
Qaeda operatives in the Unifed States, and we vould have identitied them
as such.

HI. The program includes a2 number of key protections:
A, Intercepts only those commmunications where oue end of the line is located
outside the United States and one of the participants is a knnwn ox

suspected member of Al Qaeda or an affiliate organization.

B. Closcly targeted — it is not s driftnet to grab conversation and sort them
by keyword searches. From DDNI Huypder

C. US identities are removed when they are not esscntial to understand
intelligence reports, From DDNI Hayden

D. Presidential reauthorization is required every 43 days.

E. Leaders of the Iouse, Senate, and the tevo intelligence committees have
been continually briefed, and IG review is extensive.

? Attornzy Generel Alberto Gonzales, Prepazed testimony before Judiciary Cormmittes, February 6, 2006,
* FBI Director Robert Mucller, teatimony for SSCI “Heering on the Worldwide Threat,” February 2, 2006,
" DDNI Gea, Michael Hayden, Spezch at the Navonal Press Club, Javuary 23, 2006



TV, 3 basic arguments currently being advanced by opponients of tire rogram:

A. Argument 1t The program s illegal undey current law
Not true: the legaf uyguments on behalf of the program are scroag.

i, CONSTITUTIONAL AUTHORITY
Article IY, See. 2: “The President shall be Commander in Chief of the
Army and Navy of the United States, and of the Militia of the several
States, when called into the actual Service of the United States...”

a. From DOJ Letter to Congress: Under Article I of the Constitution,
including in his capacity as Commander in Chief, the President
has the responsibility te protect the Natign from further attacks,
and the Constitution vives him all necessary authority to fulfill
that duty. See, e.g., Prize Cases, 67 U.8. (2 Black) 633, 668 (1863)
(stressing that if the Natjon is invaded, “the President is not only
authorized but bound to resist by force...without waifing for any
special legislative authority”); Campbell v. Clinton, 203 F.3d 19, 27
(0.C. Cir, 2000) (Silbermaa, J., concurring)(“{TThe Prize
(Cases...stand for the proposition that the President has
indepcndent authority to repel aggressive acts by third parties
even without specific congressional autharization, and courts may
not review the level of force selected.™

b. The fact that Congress passed FISA in 1978 does not erase the
President’s Constitutional authority.

s From AG Testimony: The FISA Court of Review, the special
court of appeals charged with hearing appeals of decisions
by the FISA court, stated in 2002 that “[w]e tuke for
grauted that the President does hve that {inkerent]
authority” and, “assaming that i¢ so, FISA could not
cacroach on the President®s constitutional powver.”Seuled
Cuse, 310 F.3d at 742.°

c. It haslong been recognized that the Preaident’s constitutional
nowers include the authority to cogduct warrantless surveilance
aimed at detecting and preventing armed attacks on the United
States. Presidents have repeatedly relied on their inhereat poswer
to gather foreign intelligence for reasons both diplomatic and
military, and the federal courts have consistently upheld this

* Wiiliam E. Moschella. Agsizan: Attorney General, Letier to Sen, Roberts, Sea, Rockefeller, Rep.
Hoeksua, and Rep. Harman, December 22, 2003.

Gy

Ararey General Albecrs Gemnles, Prepared testimony before Judizinr, Committes, February 6, 2008,
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longstanding practice. Sez In re Seafed Case, 310 F,3d 717, 744
Foreign {ntel Surv. €t of Rev. 1002,

d. From AG Testimony: During the Cligton Administration, Deputy
Attorney General Jumie Gorelick testified betore Congress in 1994
that the President has inherent authority under the Constitution fo
conduet foreign intelligence searches of tiie private bomes of U.S.
citizens in the United States without a warrant, and thaf such
warcantiess searches are permissible under the Fourth
Amendment, See Amending the Foreign Intelligence Surveillance
Act: Hearings Before the HPSCI, 103d Cong. 24 Sess. 61, 64
(1964) {(statement of Deputy Attorney General Jamie 8. Gorelick).
See alse In ve Sealed Case, 310 F.3d at 745-46 5 (ames case)

e. From AG Testimeny: ...the NSA’s terrorist surveillance program
fully complies with the Fourth Amendment, which prokibits
unreasonable searches and seizures. The Fourth Amendment has
pever been understeod to require warraets in all circumstances.
‘The Supreme Court bas npheld warrartless searches at the border
and bas allowed wacrantless sobriety checkpoints. See, &£,
Micligan y. Dept, of Stute Police v. Sitz, 496 1.8, 444 {1990); see
also Indianapolis v. Edmond, 531 U.S. 32, 44 (2000)...Moreover,
although the Fourth Amendment does not require application of a
probable cause standard in this context, rhe “regsonable grounds
to believe® stapdard employed in this program is the traditional
Fourth Amendment probable ¢ause stamdard.”

i, STATUTORY
The Conrgressional Authorization for Use of Military Force, Pub. L.
No. 107-40, 115 Stat. 224 (Sept. 18, 2001) (“AUME”).

n. From AG Testimony: First, it expressly recognized the President’s
“authority under the Constitution to take action fe deter and
prevent acts of interpational terrorism against ke United States.”
Second, it supplemented that autiority Iy au thorizing the
President to “use all necessary and appropriate force against those
nations, orgauizations, or persons he determines plaaned,
authorized, committed, or aided the tefrorist attacks” in order to
preveut further attacks ou the United States. Accordinely, the
Presidents authority to use military force against those terrorist

" anamey Generzl Alberta Gonzales, Prepared testimony vefore Judiclary Commiiztee, February 6, 2606,
® Attomey Guneea! Albero Gonzales, Prepored testimony hetore Judiciary Comniitiee, February 6, 2006.

Atorney Geraral Alerto Gorzales, Prepared testimany bafore Rudiciary Comnuhies, February &, 2005,



groups is at its maximum beeause he is aeoing with ths eXpress
| a » . i '
quiborization of Conpress.””

b From AG Testimany: ...the fangnage of die AUME itsedfy calls on
the President to protect Ameyicans both at nome and abroad,” 1w
take action to prevent furthey terrorist aiiacks “against the United
-Smtes_.“fnd directs him to determine who was responsible for the
attacks.”

c. From AG Testimony: n 2004, the Supreme Coult considered fhie
scope of the AUME ip Hamdi v, Rumsfeld, 542 0.8, 547 (2004),
There, the question was whether the Presgident had the anthority
to detajn an American citizen as an enenyy combatant for the
duration of the hostilities. The Supreme Court confirmed that the
expansive Janguage of the AUMF ——“all] gecessary and
appropriate force®—ensures that the conpressional authorization
extends to traditional incidents of waghys war. And, just lile the
detention of enemy combatauts approved in Hamdi, the use of
commuunications intellicence to prevent eemy attacks is 2
fundamenial aud accepted incident of military force. 12

d. Surely, collecting intelligence about the plans and intentions of the
enemy in a time of armed conflict is an iu cident of war. History is
replete with examples of President’s usine this anthotity,

e From AG Testisnony: the day after the attack on Feari Harbor,
President Roosevelt authorized the interception of all
communjcations traffic into and out of the United States. The
terrorist surveillance program, of course, is far more focused,
since it involves the interception only of international
comraunications that are linked to al Qa.eda.m

B. Argument2: FISA is the sole authority for surveillance and must be used
¢r amended
[Note: This argament rejects the constitutionsl authority claimj

i, FISA allows for changes “as nuthorized by statute”, and the AUMF
provides that authorization.

a. From AG Testimany: FISA allows Congress to respond to new
threats through separate legistation, FISA prohibits persons from

] _ . . - . N
Algrazy General Alberto Gonasles, Prepared testmony hefore Judiciary Commitiee, February 8, 2006,
1l . . ~ .. .

Artorey General Alberta Gonzales, Prepared wstimony before Tudiciary Commitiee, February 6, 2006.
17 4oy (Tomporal 4 The I . . .

Anomey Ceneral Atherto Gonzales, Prepares lestmony wefore Judictary Commiftee, February §, 2006,
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Acamss Deneral Alberg Gonales, Prepared wsnmeny bofors Judiciary Committes, February 5 004,



il.

intentionally “engagling] . .. electronic surveiliancs under coivg
of law exvept as authorized by statute” For the reasons L have
already discussed, the AUME provides the relevant stalutory
authorization for the terrorist surveillancs program, Hamdi
raakes elear that the broad lapguage in tzg AUDIF eap satisfy &
requirement for specific statutory authorization set forth ip
another law.”

The enhauced Terrarist Surveillance Program is necessary given the
agility and resourcefulness of our terrorist enemy, which TiSA camnut
match, Actionable jntelligence has a short shielf life.

PDDNI Hayden has testified that FISA is poorly suited to the
carrying out of this kind of program.

«  PDDNTI Huypden: ... don't think that anyone cap inake the
claim that the FISA statute is optimizzd to dea) with or prevent
2 9/11 or tg dea] with a lethal enemy vho tikely already had
combatants inside the United States.., The president’s
authorization allows us to track this kind of call more
compreheusively and more efficiently. The trigger is quicker
and 2 bit softer than it is for a FISA wayrant, but the intrusion
into privacy is atso limited: only international calis and only
those we have a reasonabie basis to believe involve al Qaeda or
one of its affiliates.”

. IT has been suggested that FISA’s 72 hour provision allows for

ereater {lexibility, but this is hardly the case.

e From AG Testimony: Some have poinied to the provision in
FISA. that allows for so-called “emergency authorizations” of
surveillance for 72 hours without a court order, Thereisa
serious misconception about these emergency auilhorizations.
We do not and cannot Approve emeryency surveillance under
FISA without knowing that yee meet FISA’s normal
requirements. In ovder to authorize smergency surveitlance
under FISA, tiie Attorney General must personatly
s“deteymine[] that . . . the factual basis for issuance of an order
under {FISA] to approve such surveitlance exists.” ... Thus, fo
initiste surveillance under a FISA emergeacy aulhorization, it
is not cnough to rely on the best judgment of our intetligence
oificers. Those intelligence officers would have to get the sign-
off of lawyers at the NSA, and then lawyers in the Department

15 . ] ¥ L . . . P
Anorney General Alberto Gonzales, Prepared lesimony befors Tudiciary Committes, Febrdary &, 2006,

T Gen, Michacl Hayden, Speech at i Natiopal Press Club, January 23, 2006.



of Justice would have to be satisfied tnat the statutory
requirements for emergency authorization ave met, and {inally
as Attorney General, T would have to be satisfied that the
proposed surveillance meets the requizements of FIS4. Finally,
the emergency applieation must be file:d 25 sGon #&
practicable,” but withia 72 howrs."

« Putsimply, this is not standard wiretap activity. It is much
different and the problem is that the Attorney General may not
know what he is going to get out of 4 particular gjeciromit
surveillance until he gets it. FISA’s 7T2-hour rule demands that
tiie A certily that he will be able to meet the FIS A standard
before the activity even happens. Henee, FISA limits the
intelligence community’s flexibility in an unaccepiable way.

C. Argument 3: Oversight by Congress should be increased
. ‘While there is some merit to this point, it is hard to guarantee the
necessary operational secrecy ia the current political atmosphere.

i Therc is a clear tension between the desire tor more oversight and the
potential for more unauthorized and harmful disclosure.

ii,  Those entrusted with knowledge of this program must be committed
1o its protection. Not all are. Opponents of thre program vpenly
celebrate the leaks while demanding that they be fully briefed on it,

a. Senator Leahy: Mr. Atterney General, ean you see why 1 have
gvery reason to believe we never would have found out abouf this
if the press hadn't? Now, there has been ta}lc about, well let’s go
prosecute the press. Heavens. Thaunk God we have o press that at
teast tells us what the heck you guys are doing, because you are
obviously not telling us."”

i The leaders of our infelligence comprunity believe that these leaks
have been extremely damaging to our gatiopal security.

a CLd Director Goss: ...J'm sorry to tell you that the damage has
been very severe to our capahilities to carry out ovY mission.

b. DAY Negroponte: ...any time sensitive sources aud methods axe
revealed in the public domain, through jpress stories or othervwise,

16 . 5 . .
Attornay General Alberta Gonzales, Prepared testimony befare Tudiciary Conumittee, Febrmary 6, 2006.
17 o Pt P - - b H g

7 Seiator Panick Leaby, Queztioning of Attorney General Gonzales, Judiviary Commitice, February 6,
20006,

" CEA Diresior Porter Goss, tostineny Sor 2301 “Hearing on ‘he Worldwids Threat” Eehroery 2, 2000,



At VICE PRESIDEN

that this carries with it the grave danger, of prejudicing, adverseiy
affecting our intelligence operations, and in many instances lives
can be directly at stake. And 1 must say that in the ninc months
shat ['ve been in this job, one of the greaicst disappointments tha:
[ personally have had is experiencing the degree to which peopie
are willing to talk about classified matters to the public ‘
medin, And we've got to bring that kind of activity to a stop.””

v So what kind of oversight would be both helpful and wworkabie?

A. Senator Specter FISA Court Proposal: Seeking 2n advisory npinion from
the FISA Court would be both unprecedented and unwarranted. The U.S.
Supreme Court would never review such a non-justiciable case. There is
a0 case or controversy and quite probably a political questien.

B. Amend FISA: There is simply no need to amend FISA, as the Attorney
General testified. The President already has the authority to conduct the
program under the Constitution, and the AUMIF also meets the FISA
requirement for “authorization by statute.” Moreover, drafiing an
effective amendment would be difficult; it would likely be either too
general or too specific.

C. Reeular Briefing to SSCY and HPSCI: “after-action report” could cover
enough relevant information to allow Congress o conduct meaningful
oversights

i.  Is the program being executed as it was infen ded, i.e., in accordaance
with the guidelines (without discussing the operational details of the
guidelines)?

ii. Have any U.S. persons been subject to surveillance who, under the
guidelines, should not have been?

iii. Inanoy cases shere this might have happened:
a, Was there any damage from this occurrence?
b. Are adequate measures being taken to ensure that it does not
happen again?
iv.  The “gang of eight” should be provided with the guidelines governing
the exceution of this program as well as a general assessient of the

results.

VI. CONCLUSION

9 n: . b r : VT ST an ; sy
Direcior of National Intellizence Joha Negroponte, testimony for SSCI “Hearing on the Waorldwide
Trrzat,” February 2, 2005
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From Testmony of 2411 Commission Co-Chairmen:

“Tye American people must be prepared for a long and diFficuit struggle, We dee a
determined enemy who sees this as a way of aurition - indead, as za gpochal
struggle, We expect forthey attacks. Against such an eneray, there can he no
complacency. This is the challeuge of our generation. As Americans we musc siep
forward to accept that chal!enge.”20

From the Attorney General’s Testimony:
Y ¥

“In confronting this pew and deadly enemy, President Bush promised that “[wle
will djreet every resource at our command—every means of diplomacy, every tool of
intelligence, every tool of law enforcement, every financial influence, and every
weapon of war—to the disruption of and to the defeat of the global terror network.”
The terrovist surveillance program deseribed by the President is one such tool and
one indispensable aspect of this defense of our Nation.>”'

vt p ™ o= 1 e ' - -
S The Hon, Thomas 5, Kéan and the Hou, Lee H. Hamilton, Public Stateinent upon release of the 9711
Conrission Repert, Tun 22, 2003

T ey L . . T . .
Adorney Ganol Vuerto Gonzeles, Prsparsdcstimony oo isor ity Committes, February 5, 2006,
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It doesn't have to: Butit
does need to change.

Islar

L e '-_'

BY FAREED ZAKARIA

George W, Bush is not a man for second thoughts, but
even he might have had some recently. Bver since 9/11, Bush has
made the promotion of democracy in the Middle East the center-
piece of his foreign policy, and doggedly pushed the issue. Over
the last few months, however, this approach has bornc strange
fruit, culminating in Hamas’s victory in Gaza and the West Bank.

Before that, we have watched it steength-
en Hizbullah in Lebanon, which (like
Hamas) is afien deseribed inthe Wastasa
terrorist orgauization. In Imyg, the policy
has brought into office conservative relj-
Zious pardes with their own private mili-
tas. In Egypt, ithas bolstered the Mustin
Brothethood, one of the oldest funda-
meptalist organizations in the Awb
world, from which Al Qaeda descends.
"Democracies replace roacntmont with
hape, respect the rghts of their citizens
and theii uciglibury, xad join the fight
against tercor” Bush said last week in
iy Stute of the Undon address. But is this
true of the peopl coming to power in the Arab world today?
Thig iz an issue that deserves serious thought, w¢ll beyond
peinting to the awkwardness of Bush’s position. Bush's prc-
scription is, after all, one acoepted by many governmoents: it is
Mgo European policy to push for damoceratic reform in the Mid-
dle East. And in fact, littde has happened aver the last few
months that makes rthe case for continoed support of Muslim
dictatorships. But recent events do powerfully sogpest thac if
we dom'e bewier undetstand the history, culture and politics of
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to spread democracy
turning into a fiasco?

. the countries that we are “kefbrming;” we
will ha in firr 4m extremely tocky rida.

There i3 a tension in the Istamic wadd
between ghe desire for demootasy and a -
gpect for liberty. (f¢ i5 1 12nsion that once
raged jn the West and sl exists in pockers
today.) This is most apparent in the ongoing
fury over the publication of cartoons of
the Prophet Mubammad fo a small Danish
ntwspaper. The cartoons werroffensive and
needlesgly provocative. Had the paper pub-
Jished racist caricatures of other peoples or
ecligions, it would also have beeu sousadly
candemned and perhaps boyeotied. But the
cartoonist and cditors would wat have
feared for their lives. It is the violence af the
response in some parts of the Muslim worfd
that rugpesiz a rejection of the ideas of teler-
st and treedormn of expression that are at
the htart of modern Western socicticy.

Why ate all these straing rising now? Te-
lami; findamentalism was suppased to be
o the wane. Five years ago the best schol-
ars of the phienomenon were writing books
with tiles like “The Failure of Political s
lamn™ Observert pointed to the cghanstion
ofthe Iranian revolution, the ehhing of spe
port for radical groups from Algedia to
Eaypt to Sandi Arabia. And vet one seas po-
litical fslam on the march across the Middle
Bagt today. Were we all wiong? Has Islansic
fundamentalism gotten a secand wind?

There: are those who argue that the col-
Japse of the Axab-Israsli process, the
war on terrot, and the bloodshed in Af-
ghanistan and Iraq have alj contributed to
Use ik liat Yslam is under Siege—provide
ing radicsls with fresh ammupition, This
is nel, however, a wholly convincing case,
For one thing, apposttian o the Iraq war is
not a radieal phenomenon in the Middle
East, but tather an utterly mainstream
ane. Almost every povemment opposed it
Morcover, the rise and fall of Yshaic fun-
damentalism was a broad and deep phe.-
nomenon, born over decades, It could
hardly reverge itself an the basis of 2
year’s news. Does anyone believe that if
there had been no fraq war, Hamas would
' have lost? Or thar the Danish cartoons
would have, hean published with no tesponsc?

The political Iglamist movement has changed over the last 1
years. Thrrngh much of the 1080 and 1000, Ilamic fondamental.
istg had revolutionary aims. They sought the violent overthrow of
Weales n-ullind megimes 1o have them replaced with Islamc states.
Thia desire for Tslamic states and not Western-style democracies
wus ot the corc of their message Oficn trunyitional in thely oljec-
tives, they spoke in global terms. But it mrned out that the appeal af
this idealogy was limited. People in Algeria, Egypt, Saudi Arahia

EEFTTR Rafr. AFFSLTTY ieuCa, 1FTEATT. ™

FERAUARY 1%, 2008 NEWSWEEK 15

o [MagT P TvoT 5 |
Masly R ITn



R LT S LHAIL, i LR VT woLorug Ll MV NI

¥

) and countless other Maces mjected it; in Bact, they prudgingiy a. by vigilantes When enteding the offipe of Inqs prime minister,

/ violent overthrow, revolution and social chans, their idegs could  cal deserr. I Irag, the reason that theve are ng countervailing lip-

were still protesting the dietators, but now they arganized demon-  mueh of the Muslim worlg Islam became the language of; political
l strations in &vorofdunnemnyaud honest politica, SPPOSILion ltzonst it wigg the anly Fangunpe thateould not be cerg.

very
groupelike Al Qaedn, {Somc of this tadicalism remming within the counyry, and often beyond. It was the methoy by which Palcigtar’
diaspora communipeg of Kurope moge 5trongly than in the Mig. Gen, Zm uhHag maintained his oW dictatorship in the 19803,
dle Bast itself) put it 5 natable thay wept before 9/11, Fespt's cmﬁngaﬁr:bongerﬁmdamann!istmovemmtthm that coun-
Muslim Brotherfraod condemned wrrorism directed apainst the try bad eves known,

Mubaik regime, and i recently distansed itself wven from the
/ 1actics of the Iraq) insurgency, If has 5ought instead to build sup.

POTLEOr its oum socisl any politon] prograv in Epypt Forits part,

embodied by
afi and Hospj

v

rimar Kadd

ot .

e pelitics_ and it ha brouphe

, ey feol thut they got & bas.

i5 coming t fermg with demooracy, however, should not be raized versipn o the West mhd thar S S the WESE was no
misiaben fbracbmingmtermwid:Wesmm \'BfUBSSHChastCﬂ]- e rip el fh FInanyway. Tolomic fand ontadism ployy

J 50, tolerance and freedom, The program that mogs, ofthesegroups ~geas to these feelipyrs, T¢ evoles aut) cnbicity, nride, culfural zg.
fSpouce is deeply Hlibers!, involeing the revecsal off womery dgfity, “veness and defiance. These Idcas have e

second-clagg Citizenship for miporstics nd confrontation with the Formdi

West and Tame). The most dramautic =ample of these trends Bin  inap age of global Ceoumnicy uad Ameriean Dower, Iy fhce of

southern Irxq, where Shiite religions parties nie without any the Powerlessness, abienating and confiusion that the m

e ANY ISEABISTS iy W

=% s Lo religlouyzy : 355y "h*&".a- _""f:':E";.\ | .a’ 7 l‘:t" :L; K w
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. add a 6-ine
says cana
‘g‘é‘n Dl on these 2 Ppages
sohelp fit

and EOVErming partesns with ;
little thought as to whay wongg | ¢
teplace them, We believed that
democracy and ftedom would
solve the problegs of diziarder,

divigion ang dysfunction,

Or concider Iran. Kooy
Aménirang <on-
vinest that, thie vasy majogy of
Tramiens hated chejy tegime and
Were tt}n.ngdcspcratcly to aver.
throw it; all we needed w dg
was hielp them fomene a revpla-
tion, There’s Tirtle droubt that
thé regime i brutal and unpop-
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ulae. But it also appears to have
some basis af suppert, in mosques,
patronage  systems and  poorr
pars of the counby. And those
who do notsupportitare notauto-
matically Western liberals, After
all, there was an slection In fmn
and, despite lowtzmount, the even-

that religious intolerance and
antimodern attiindes not he
treated us culeral vanatons
that must he | respested.
Whether it 33 Hindo intoler-
ance i Judia, and-Semitom,
in Europe or Mushim bigotry
in Saudi Arabia, the modens
world dghaly condemns them,
all a5 violating untvessal val-
aes, Recent months have only
highli: £ promat

democracy ond promoting

h e Ml

the Iorees of polit-
economie a0d sociaf ib-
vrty—is the more diffondtugd
more impartand task. And
; ‘ :ﬂlﬁaih?eﬁe a serics af nagty
';'iE_ﬁTmﬁc OMCOmes, as Wi -
RECENT EVENTS SHOW THAT Shesrons
DRORGTING DIEMBRCRACY This fight is not on the
ANEY 'a@mgﬁ%ﬁﬁﬁ LAy it o e The e st
ARE SFIPARATE PROJECTS. j’;‘ﬁ%ﬁimﬂ?%s{’;
ecades, ey nced help.

tual vote was free engd secret {Back when the winner of {ranian  Recall thatin Hurape for much of the jast 100 years, when liber
elections was a liberal, Mohammed Khatami, people often cited 2l democruts were not given assistance, nationalists and com-
the vote ag proof that the fundamentalists were failing) Five can: _ munistg often triumphed through the democratic processes.

didabes took part in the most recent race. ‘The pro-Wastern liberal Above zll, the forces of woderation thrive in an atmospheae of
came n hith; the conservative West-Dag Eif " succees, Two Muslim societies in which there Iz little extremism /
Tee Turkey nnd Malaywia. Both ac upen pulitically and theiving

Y OWN GUESS, AND IT IS JUST A GUESS, XS  cconamically. Compare Pakistan today—growing at ¥ percent a
thmemmmlmﬁmmm—whh Crousaul Ziw's conntry, and you can sce why, for all the
peisihe ik ek i ¥y cornforinbile

ranotivy either = s b CHMC  noise, findamentalism thers is waning I you are

e Jese 1k ta Mow icnp,
There are better and worse ways to handle mdical Islam, We \‘!;ﬂ’n;’

with the modern woild

¥l

ligious figures do bsve some hold on their populations) Add to this  adminigtration’s wrragance has been a great boon to the nastiest

2n apparatus of repression and §60-a-barrel o} and You have a gzoups in the Middle Bast, which are seen as the only ones who
MAMIGE-

can stand up 1o theimperial bully. We should recopmize hos var-

We heave un!ymlol: acIrag to Sce that Shitere- should not feed the fury that helng them win adherents. The Bush \igi

; _ daily tesevision  ied thege growps are: some violen ToL 30 = 3
%mm‘e_ﬁ_ but alloviativ, wubnidh ; —and win] vide rarher iR £, &
2Nti~cOTRIpToG PrOjets and, above all, nationalism in the foom en, for example, Bush a pagatitics to his T VJ

¢
the nucledr [Ggracy. ARmAdigad may be o mystic, but most of  oHmes of “mdical Ishuay” e rade a mistake, Russia has waged a -t’ f
his actions are those of 2 populist, using the foroes that wall wark o horrific was against Chechnye for hon decades, killing morc than ﬁ“ y("
¥eep him n power, THis pl%ﬁm of Itan, grayand comples, ismuch 100,000 civilians. "To speak of that conflict in the same breathas ?
Jess satisfying thitn the black-and-white caricasure, But it mightbe  the London bombings, as Bash &id. is to sugpest thatany mea V" 7 ("

¢loserto the truth. Muslim kills, whatever the provocation, it's all the rame o him, 1
Elections ith % i ive Bush his due. He lus cucteedy and powerfaily argued that
They have codified a reality that existed . Hamas wos al-  blind assistance to the o 3 £ WS A policy
eady a major Player to be reckoned with in Gaza. The Mushm — that wos producing represstinn and instability, But he has not yet
Brotherhood is popular in KEYpL, whether o7 B0t Hostiz Mularsk—Thund a way t genuinely agsistin e Promotion. of pala. eno.
m%mmmﬂmm ? in thereg ﬁo’i‘gmm"
m—— smay oy __is that the United States—and the West in general—are not seen as

may ot mod : relves, it they will surely lose some of | genuing woll-wishers aud sllics ul'the peofiles of these countrtes in
at mystical alture they now have. The martyrs sill brcome may- their aspirarions for a hetter life. We have gtopped partrering with

OF5, WL i& qoiE a fall 1 oA, R — T Middle Bastern regimes, but wehave not vel mam:
But to accept these forees is not o celebrate them, Itisimpodant i ipwi

p with Middle Eastem socisties,
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