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I’s a New World

An Aussie-born Wall Street veteran shakes up a big multinational lender

HEN WORLD BANK §
James §
Wollensohn was still &
a4 young man, the §
brash Australian ob- §
tained a law degree &

President

from Sydney University, competed in
the Olympics as a fencer and earned
an MBA from Harvard before heading
off to Europe, where he beeame one of
the Continent's
standouts. Along the way, the son of
working-class parents developed a
fine eye for art and a sophisticated ear
for musie.

A foreetul opening movement, indeed,
and the second was equally impressive,
Wolfensohn, an impeccably mannered

man who sounds more like Professor g8

Henry Higgins than Crocodile Dundee,

wowed them on Wall Street as a member §

of the Salomon Brothers team that helped
extricate a financially distressed Chrysler
Corp. from the jaws of its creditors. He
went on to become a naturalized U.S. citi-
zen, start his own investment firm, amass
a personal fortune exceeding $100 million
and, as a patron of the arts, straighten out
the finances of both Carnegie Hall in New
York and the Kennedy Center in Wash-
ington. His powerful friends and advisers
include Washington lawyer Vernon Jor-
dan, former central banker Paul Voleker,
Federal Reserve Chairman Alan
Greenspan, President Vartan Gregorian
of the Carnegie Corp., Chairman Juergen
Shrempp of Daimler-Benz and CEO
Louis Gerstner of [BM. Queen Elizabeth
I1 Honored him with a knighthood in 1995,

Wolfensohn, 65, is now composing the
final movement of his professional life’s
symphony. He's attempting to bring
Wall Street creativity to the World
Bank, which boasts $162 billion in total
assets (versus $280.7 billion for Chase
Manhattan, currently the largest U.S.
bank). It is also the planet’s largest and
most august international development
agency — and perhaps its most in-
tractable bureaueracy. One of seven
multilateral banks of which the U.S. is a
member, the World Bank is charged
with fighting poverty by helping to inte-
grate developing countries into the
global economy. The aim of the avowed
liberal Wolfensohn is to transform what
arguably is a largely ineffectual opera-
tion, with a record of policy failures that
obscure its triumphs, into an effective
organization that is at once efficient, en-
vironmentally friendly and gender-sen-

investment-banking &

BY JIM McTAGUE

my health and see if I can carry on. My

B predisposition is to carry on.”

At this point the affable Wolfensohn
has no serious opposition. He's been

& scoring points with the bank’s most vo-

_ The World Bank’s Wolfensohn :
“Don’t write off Asia because of problems in Indonesia.”

gitive — while adjusting to a post-Cold
War world of governments reluctant to
pour taxpayer funds into global backwa-
ters. In contrast to private-sector re-
structurings, Wolfensohn is constrained

by politics to execute the bank’s radical -

transformation with a minimum of
bloodletting among its 10,000 employees
(more than 5,000 of them at the bank's
headquarters in Washington). This is no
mean feat and involves changing a
deeply ingrained culture dominated by
desk-bound policy wonks.

When the rumpled financier arrived
at the World Bank in 1995, he told one
U.S. senator he believed he had about a

50-50. chance of succeeding. But these
days, despite surveys that peg em-
ployee morale near rock bottom, he's
considerably more optimistie. “If you
come back in 18 months, I believe you
will find the most exciting of the
world's multinational institutions,” he
predicts. That target date roughly coin-
cides with the official end of his first
five-year term. Wolfensohn is willing to
delay retirement to his Wyoming log
cabin designed by Cesar Pelli and put
in another five years to see that his re-
forms have an opportunity to work: “I’ll
have to see if they want to reappoint
me for another five years and I'll look at

ciferous crities, like environmentalists
who had raged against its big dam and
road projects; seientists in Costa Riea
recently named a species of beetle after
him, in honor of his efforts to preserve
the eountry’s biodiversity. (Critics say

& Wolfensohn has bought the silence of

environmental groups with consulting
contraets and projects like an $80-$150
million outlay in a partnership with the

i World Wildlife Fund to protect 62 mil-

lion acres of Amazon jungle in Brazil:)
Governments of some poorer countries
in Africa are thrilled that he is forgiv-
ing their considerable debts — $5.7 bil-
lion in seven countries so far, in a pro-
gram that eventually could include 80
nations and as much as $125 billion in
I0Us. Political conservatives in the

| U.S., who believe the World Bank is ir-

relevant at best and, at worst, shores
up bad economic systems, nonetheless
have been leaving it largely alone, con-
centrating their fire instead on the In-
ternational Monetary Fund, which is
more heavily dependent on taxpayer
dollars and plays a more visible role in
economic crises like those in Asia (the
IMF makes short-term loans to
governments when they have balance-
of-payment difficulties).

The World Bank has flirted with po-
litical disaster. Some lower-level man-

§ agers recently approved a loan package

to India for a health system without ad-
vising Wolfensohn and top management
that some of the money would be used to
fund abortions in both the first and sec-
ond trimesters. (Republicans in Con-
gress are stalling IMF funding until
there are reassurances that no U.S. tax
dollars will pay for abortions; the World
Bank, which Wolfensohn says has a pol-
icy precluding abortion funding, will ap-
proach Congress for funds next year.)
Wolfensohn's strategy calls for luring
investor money to some of the world’s
most backward countries by providing
guarantees against political risk, promot-
ing joint ventures, and, most important,
by getting his bureaucrats to put down
their peneils once in a while and teach the
locals how to build stable, sustainable
civil and financial systems. Instead of
lending money exclusively for big dams,
superhighways and the other physieal

«Barron's

Manuello Paganelli it
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trappings of industrialized nations, the
World Bank will advise goverfiments, on

ghe drafting of strong commercial and en- -

vironmental laws, effective tax-collection
systems, educational institutions and fi-
nancial regulation that demands the kind
of disclosure found in developed countries.
A lot of the governments already have got-
ten religion, Walfensohn says. He cur-
rently sees opportunity for private in-
vestors in both Asia and Africa, despite
the political and economic problems on
joth continents.

“Don’t write off Asia because of prob-
lems in Indonesia,” Wolfensohn advises.
He’s impressed at the speed at which
other troubled Asian economies are
adopting market reforms — notably Ko-
rea and Thailand. “I think the Koreans
and the Thais understand that there is a
need for fundamental change,” he says. -

At Wolfensohn's urging, the World
Bank became part of the bailout of Korea
when a credit erunch crippled its balance-
of-payments late last year. The bank pro-
vided long-term loans to help stave off the
fountry’s private-sector creditors.

That was apparently a one-shot deal.
Though the U.S supported the bank’s role
in that bailout, Treasury Secretary
Robert Rubin, who is briefed regularly by
Wolfensohn, doubts the bank will play a
similar role in Indonesia. But he adds that
the final decision is up to Wolfensohn and
his bank’s directors.

Wolfensohn is also “personally posi-
tive” on Africa, a region he frequently vis-
its. “I think there’s a new leadership and a
new spirit in Africa,” he deelares. He
notes that South Afriea, the continent’s
economic keystone, could undergo some
transitional problems when President
Nelson Mandela steps down at the end of
1999. But Wolfensohn deems Mandela's
succesor, Deputy President Thabo Mbeki,
an able executive.

The World Bank president is even up-
beat — for the record, at least — about
prospects for economic and social
progress in Russia. In Moscow last week
conferring with President Boris Yeltsin
and other leaders, Wolfensohn urged the
Russians to address social problems that
contributed to recent battering of finan-
cial markets. But, he told legislators, “you
dre not Indonesia, thank God.”

Indeed, with angry citizens looting and
burning Indonesia (a client whose econ-
omy Wolfensohn and the bank prema-
turely praised less than a year ago), and
with the new rulers of India, another big
borrower, frightening the test of world
with nuclear testing, Wolfensohn might
seem at best a cockeyed optimist.

But he does harbor some concerns. One
is that the Japanese, who are doing some
belt-tightening at home, might reduce or
eliminate their contributions to the World
Bank, despite assurances from Tokyo.
When the U.S. Congress threatens to can-
cel funding for the IMF, it makes it
harder for Japanese politicians, faced with
wadgetary constraints, to resist cutting
funding to multilateral institutions.

“I think the Congress is wrong on their
positions about funding the IMF,” Wolfen-
sohn states. “But when it comes to social
issues, which are the principal areas in
a-nich the bank is involved, issues of
health, education, fighting AIDS, infra-

£ structure, of putting projects together that
% can develop American exports, there’s a
£ stronger, more visible case we can make.”
Wolfensohn sees U.S. corporations as

Kew

World Bank Lending: 1985 vs. 1995

(as a % of total lending; billions of U'S. dollars)
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Total Lent $25.40 billion

»The World Bank's lending under James Wolfensohn

has been shifting from projects, like infrastructure
and energy, that promote industrial development,
to programs, like health and education, that foster

social advancement.
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big beneficiaries of World Bank mission-
ary efforts. But he seems genuinely pas-
sionate about helping socio-economic un-
derdogs. “Jim Wolfensohn is generous by
nature,” says Washington lawyer and
Presidential pal Vernon Jordan.

Friends nete that Wolfensohn and his
wife, Elaine, feel an obligation to share
their good fortune. Wolfensohn grew up
under the tutelage of parents who, al-
though poor, were
active in helping Jew-
ish refugees settle in
Australia after World
War II. “Jim has his
own little foundation
that he doesn’t much
talk about,” says Jor-
dan. “He supports
promising artists and
musicians. One year
he brought three stu-
dents over from Russia to teach them in-
vestment banking.” Wolfensohn has put
20% of his salary (currently $224,650, af-
ter taxes — he also nets $111,410 in ex-
penses) into the foundation for most of his
working life. :

Wolfensohn is highly eompetitive, says
Jordan, who plays tennis and golf against
the banker. Adds Lloyd Cutler, former
White House counsel for President Clin-
ton, “He doesn't suffer fools” — a useful
trait for the leader of the World Bank at
this juncture. _

Over the past 10 years, private capital
that has been pouring into many develop-
ing nations has dampened demand for
eredit from the World Bank. The share of
total lending by the bank to its six most
credit-worthy borrowers fell to 6% in the

Sub-Saharan Africa
East Asia——
§outh Asia
Europe/Cen. Asia
Latin America

Mideast/N. Africa

Wolfensohn
Beetle
Costa Ricans
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fiscal years 1987-96 from 14% in fiscal "77-
86. While the bank now faces prowing de-
mand for its services in Europe and cen-
tral Asia (their share in total lending has
grown to 11% in fiseal '87-96 from 2% in
fiseal "77-86), many of these countries have
the capacity to recover rapidly and may
cease being eligible for World Bank loans
within the next few years. As a result,
strife-torn countries, and those where pol-
iey distortions © are
proving difficult to
rectify, might well ac-
count for most of the
bank’s clientele in the
next eentury.

This is no news to
Wolfenschn. “The en-
vironment in which
we operate has vastly
changed in the last 10
years,” he observes.
“The reason you have to focus people on
change — in the last 10 years, the role of
the multilateral and overseas development
assistance has been reduced from $60 bil-
lion a year to roughly $40 billion a year.
During that same period of time, private-
sector investing in the developing world
has gone from $30 billion to $260 billion.
What that says about this institution is
that we better work more closely with the
private sector. The private settor is now
the finaneial, and in some sense is the tech-
nological, engine of growth in many coun-
tries. And what you need to do is tap into
that entrepreneurial activity and recon-
ceive our own development plan within the
context of what we do in partnership with
the private sector.”

Walfensohn is the ninth bank president

since the institution, along with the Inter-
national Monetary Fund, was established
in July 1944 at the United Nations Mone-
tary and Financial Conference in Bretton
Woods, New Hampshire. All the World
Bank's presidents, by tradition, have been
Americans, named by the bank’s 24-mem-
ber executive board of directors. The U.S.
government actually conducts the search
for candidates — Wolfensohn was on the
short list in 1979, éven though he was an
Aussie citizen at the time. Each of the
World Bank’s five largest shareholder na-
tions, including the U.S., appoints one ex-
ecutive director; the other directors are
appointed by groups of countries.

The bank was established to make
loans to countries rebuilding from the dev-
astation of World War IT. When Robert S.
MeNamara came on board as bank presi-
dent in 1968, he felt the time had come to
expand the institution’s mission.

“I considered the bank a development
organization as opposed to a commerecial
bank,” says McNamara. “I focused on
poverty reduction. It had been the belief
that a rising tide lifts all boats; that if you
raised a country’s GDP, all levels of soci-
ety would benefit. A related theory was
that if you diverted resources to the poor,
it would hurt the GDP. I didn’t believe
that. You could not help the poor with re-
distribution of wealth per se. The poor are
poor because their productivity is low. So
if you raise their productivity, you ad-
vance GDP growth of the rest of society.
We proved that empirically.”

MeNamara expanded the hbank re-
sources available to developing countries.
And he dramatically increased the hank’s
presence in global capital markets, bor-
rowing not only in dollars, but in marks
and yen, as well,

The bank focused on funding big and
complex projects, like huge hydroelectric
dams. The projects never seemed to help
Jjump start the loeal economies they were
intended to help, largely because the un-
derlying financial and pelitical systems
were corrupt.

The organization became as big and
complex as its projects. Cwrrently the
World Bank Group — the formal name of
the organization Wolfensohn heads —
comprises five organizations and writes
about $20 billion each year in new loans.
The bank makes most of its loans at mar-
ket rates to middle-income ecountries
through its International Bank for Recon-
struction and Development, which has
been self-funding sinee its founding and

“has $107 billion in loans outstanding. Be-

low-market loans to poorer countries fun-
nel through the International Develop-
ment Association, which alone among the
five components depends on taxpayer
funds from 11 donors, including the U.S,

-because its borrowers often are unable to

repay. It's been replenished 11 times, in-
cluding last year, when it received $800
million from the U.S. alone (IDA may be
back for more money next year). Finane-
ing for private firms comes from the
group’s International Finance Corp., a
key factor in the World Bank’s growing
emphasis on private investment sources;
and guarantees to insure private invest-
ment in developing countries are the
purview of the Multilateral Investment
Guarantee Ageney. A fifth agency, added
in 1995, is called the Consultative Group to
Help the Poorest; it makes small loans to
Third World entrepreneurs.

Before Wolfensohn's arrival, the bank
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A picky analyst finds a bushel of growth stocks to like in the Midwest

Heartland
Heroes

An Interview With Walter H. Morris ® While mega-mergers and other flashy develop-

ments have been grabbing headlines on Wall Street lately, analyst Walter H. Morris has been

doing what he’s done for years: searching for prosaic-sounding stocks with market-beating

performance. For nearly 25 years, Walter has been scouring the country, particularly the

Midwest, looking for small and mid-eap
issues that meet his rigorous criteria for
classification as attractive growth
stocks.

Three years ago, he rejoined Robert
W. Baird & Co., the Milwaukee-based in-
vestment banking and brokerage firm,
after a 10-year detour at the nearby
Strong group.of mutual funds. His work
in the Midwest uneovering stocks has
helped expand the following of a number
of them. Barron's interviewed him re-
cently in Chieago, where he was partici-
pating in a growth-stock conference
sponsored by Baird.

— Harlan S. Byrne

Barron’s: Walter, tell us how you oper-
ate at Baird.

Morris: Well, during my entire career
I've been a research analyst. My real joy
is getting out-in the field and visiting
companies, turning over a lot of rocks
here in the Midwest to find undiscovered
value.

Q: Do you have help? -

A: I head a team with three associates:
David Manthey, Christopher Schweitzer
and Michael Schneider. We cover 44
companies at the moment. We've got two
major coverages. One is an industry cov-
erage: pumps, valves and filtration
equipment, Then we have a special situa-
tions list, without a specific industry fo-
cus, but primarily small to medium-size
Midwestern companies that we think can
make money for our clients. I've got a
wide charter at Baird because of my ex-
perience with a lot of these companies.

Q: Could you tell us about something
you oversee called Equity Twenty?

A: This is a research product originally
developed by Crandall Hays, a former
research director at Baird. The concept
behind Equity Twenty is to foeus on
some of the most profitable companies in
America. Our definition of profitability is
a minimum 20% after-tax return on eq-

uity. That's the one ironclad require-
ment that we have for inclugion on Eq-
uity Twenty.

In addition, we're looking for sustain-
able high return on equity. That is, we
don’t want just a cyelical company that
surges to a 20% level, then falls back
when the cycle turns down. We want
companies with strong balance sheets,
free positive cash flows. We want annual
sales, preferably, of less than $1 billion,
and that’s because we want companies
that we believe are still relatively early
in a rapid growth phase. I'm what is

' called a GARP — growth at a reasonable

price — analyst. I'm especially looking

for excellent managements. And I like

businesses .I ean understand, Midwest-
ern locations preferred. From a stock
price standpoint, T like companies that
trade at a sizable discount to the market
multiple, which often means companies
that are under-followed. In these situ-
ations, you should make money on
the stocks with low levels of risk. 3
Q:/n this pricey market, is it becom-
ing more difficull to find these kind
of companies?

A: Yes, it is, clearly. And I have to
pinch myself every couple of
weeks to remember that the mar-
ket is up in a 21, 22, 23 price-to-
earnings range. Being one of the
handful of guyvs who survived the
market decline of '74, when any-
thing in double-digits was consid-
ered pricey, it takes a while to get
used to these P/E levels.

Q: The ‘Seventies are ancient history

for some of today’s investors. So what's

been the record of Equity Twenty, in re-
lation to other market measurements?

A:z In the 19 years since it was first com-
piled, Equity Twenty has compounded
at just under 17%, nicely above the
broad market indexes. However,
there is one other wrinkle that
makes it even more attrac-
tive, We have roughly 35
stocks on our Equity Twenty

list, despite its name. Thus we draw on
the entire Baird research coverage in
selecting companies that meet the erite-
ria, espeeially the minimum 20% return
on equity. -

The 35 companies still is a large
group for our brokers to
work on. So we rate
each eompany on the
list every month, us-
ing a point system
from one to five,
with one being :

the most
attrac-
tive.

And these rankings are determined by a
fairly sophisticated analysis of the rela-
tive valuation of one company to an-
other. If you look at the performance
history of the various ranking groups,
the stocks that have done the best have
done much better than the overall Eq-
uity Twenty, which you remember itself
has outperformed the market. Over the
past 19 years, stocks with our No. 1
rankings have compounded at a 35% an-
nualized rate.

Q: What about risk?

A: We caution our brokers that these
are smaller market-cap stocks, with
less liquidity than the big Dow and
S&P stocks. And they are only appropi-
ate for investors with high risk toler-
ance. For that portion of an investor’s
portfolio that is aimed at taking
higher risk, Equity Twenty has
been a great product.

Q: What would prompt
you to remove a stock
from the list?
Az Above all, there’s
our rule that if a
company’s  return
on equity on a trail-
ing 12-month basis
falls short of 20%, its
stock comes off the
list. This is a striet
sell discipline be-
cause, obviously,
when a company’s
ROE falls below 20%,
at the very least its
earnings  momentum
has slowed. So it's a
kind of ride-your-win-
ners discipline. We start
with what we think is a high-
quality, rapidly growing mix of com-
panies, and we'll stick with them as long
as they compound at a very high rate.
But if they don't, they come off the list
and theoretically are eandidates
for sale.

Q: Does a sharp rise
in price lead you to
remove a stock fron
the list?
A: No, not necessarily, as
long as we still view the stock
as providing superior returns.
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tended to view the world from its com-
fortable headquarters in Washington.
One former federal official familiar with
the institution says it had evolved into a
university faculty without any students.
The work force was overly concerned
about position and tenure.

This is exaetly the kind of challenge
that gets Wolfensohn exeited. Says John
MecArthur, a lifelong friend and onetime
Harvard Business School dean: “He's
gotten into things up to his elbows
throughout life. He’s intellectually honest
and courageous, and when he sees some-
thing he thinks is wrong he weighs in and
tries to change it and, from his point of
view, improve it.” MeArthur is now at the
World Bank helping Wolfensohn with the
reorganization.

“These guys always turn up and always
tell me how to do the job better,” says
Wolfensohn. “And the great thing is that
I've known them long enough, so they
don't take any of my nonsense.”

Wolfensohn also picks the brains of
some of the world’s leading corporate ex-
ecuitives: “They come here and I sit with
them; and I talk about the issues of
change. And the issues of change we face
here are the same issues of change faced
by big industrial ecompanies, but it's more
complicated because we have a board com-
posed of representatives of 180 govern-
ments; so it’s not just a commercial board.
Secondly, we have a development function
which is ditferent from a profit function.
Thirdly, we have staff from 140 countries,
and it’s not easy to move around that staff
or just fire people onto the global market
because you have a responsibility to them.
But what all these chief executives tell me
is that you need to establish your mes-
sage; and then you have to keep repeating
it and repeating it and repeating it for
three or four years."

He's eurrently running about 400 World
Bank executives through a six-week
management training course, including two
weeks at Harvard, designed specifically for
the bank. Others are being shipped from
their offices in Washington to offices
around the world, where they can see first-
hand how bank-financed projects are far-
ing. “I'm trying to encourage people to
think beyond their past experience,” says
Wolfensohn,

In effect he is trying to turn members
of his highly eduecated staff into some-
thing more akin to Indiana Jones, the
cinematic Ph.D. who is a man of action,
nimble of foot and mind. Wolfensohn
wants his experts to be as comfortable in
the field helping governments set up
healthy financial systems as they are be-
hind a desk typing out project reports
and memos. He also wants them to de-
velop the listening skills of crack Wall
Street salesmen and listen to what loan
clients are telling them, rather than
ramming a program down their throats.
Of course, all 10,000 can’t don safari
jackets and hit the jungle trail. So
Wolfensohn is constructing a global
communications network at the bank so
that by the year 2000, politicians, busi-
nessmen and farmers in client countries
can communicate with World Bank ex-
perts by Internet or interactive video.
Wolfensohn says the bank has the talent
in house to become the world’s premier
expert on development.

Wolfensohn is by no means dismissive
of his highly educated work force. When
we pointed out that employees were not

vet bouncing off the walls the way they do
in ‘the financial district, he jumped to
their defense. “Well, they are not boune-
ing off the walls here but if you look at our
computer aceess at midnight and 1 in the
morning, the thing is flying with people
working at home. The tradition of Wall
Street, as you know, is that you have to be
there and be seen at 1, 2 or 3 o'clock in the
morning because of this erazy syndrome
which oceurred in my own firm and at Sa-
lomon Brothers and other places. I don't
think that people here work any less
hard. They work differently. But the
thing which T am trying to bring from
Wall Street is to get the people to feel a
sense of accountability and a sense of
client orientation.”

HAT DETERMINES

a country’s eligibility

for the World Bank’s

cut-rate loans, though

presumably it’s per

_ capita income, is

largely suhject to the prevailing interna-

tional politics of the day. Currently China,

with the world's fastest-growing economy,

is the largest borrower, accounting for

12% of the bank’s annual lending, or $4.3

billion, according to the Congressional
Research Service.

Almost every country is a member, The
exceptions: Cuba, North Korea, Brunei,
the Vatican, Taiwan and a few miero-
states. So far the bank’s full-time hoard of
directors, which meets as often as twice a
week, is standing four-square behind
Wolfensohn. His ability to obtain the sup-
port of what in the past has been a frag-
mented body is testament to his diplo-
matic skills. Juan Cariaga, who represents
Argentina, Bolivia, Chile, Paraguay, Peru
and Urnguay on the board, says the World
Bank has become more efficient at making
loans since front-line services were decen-
tralized, resulting in more employees out
in the field, visiting with client countries.
“It ig a tremendous change — a cultural
revolution,” exelaims Cariaga. “We're get-
ting rid of the arrogant culture that we
had and replacing it with a more client-
centered culture.”

Wolfensohn also seems to have
changed the image of the bank for the
better. “The old image was that the bank
was unconcerned with the environment
and social issues,” says Franco Passacan-
tando, who represents Albania, Greece,
Italy, Malta and Portugal. “It was aec-
cused of damaging developing countries,
assisting corrupt governments. No one
knew if funds would reach the intended
beneficiaries or remain in the pocket of
some intermediary. The bank is now ac-
tive in education and health and assessing
the social impact of development loans.”

“We've had a lot of problems,” says
Wolfensohn. “We've made a lot of pro-
gress, I think we've got more to make.”
He started off the interview in what a
pop psychologist would interpret as a
defensive posture, arms and legs
crossed tightly. Now he's loosening up,
showing us around his office. “I think
everyone should hope we make it. Be-
cause if we do, I think it will be the most
effective development instrument that
the world has ever seen. It will not be
arrogant. It will not be haughty. It will
not be defensive. It will be open. It will
be ready to learn. And it will be at the
disposal of clients.” m
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FOR INVESTORS SEEKING
GAPITAL GROWTH WITH
REDUGED VOLATILITY

T. Rowe Price Dividend Growth Fund offers investors long-term capital
appreciation potential by investing in established, well-managed companies
whose earnings and dividends are expected to grow over time. Because the
fund focuses on the stocks of compa-

nies that pay dividends, which generally

offer greater price stability and less S0,
volatility than those that do not, it
provides a relatively conservative way
to participate in the stock market.

A strong performer. The fund’s ;
strategy has proven effective. The fund 15,000
has consistently outperformed the aver- :
age of its peer funds since inception. PR T e
The fund also received Morningstar’s i S E
highest rating—five stars (%% % |—for overall risk-adjusted perfo ore
It was rated among 2,437 and 1,363 domestic equity funds for the three- and
five-year periods ended 3/31/98, respectively. Of course, past performance
cannot guarantee future results. No salés charges. ;

How 510,000 Invested 12/31/92
Would Have Grown vs, Competitors®

B Dividend Growth Fund
B Lipper Growth & Income
Funds Average

329031
25,(00+4

i

= Call 24 hours for your
jeeowrer| free investment kit

’
' including a prospectus

WIWW, tTOWﬂpI‘I'CB. com

Invest With Confidence®

T.Roweice

*40.21%, 21.66%, and 22.51% are the funds average annual tofal returns for the 1-year, 5-year, and since inception
(12/30/92) periods ended 3/31/98, respectively. Figures include changes in principal value, reinvested dividends, and capital gain
distributions. lnvestment return and principal value will vary, and shares may be worth more or less at redemption than at origi-
nal purchase. (Source: Lipper Analytical Services, Inc.)

“Morningstar proprietary ratings reflect historical risk-adjusted performance as of 3/31/98. These ratings may change monthly
and are caleulated from the funds 3- and 5-year average anoual returns in excess of 90-day Treasury bill returns with appropri-
ate fee adjustments and a risk factor that reflects fund performance below 90-day Treasury bill returns. The fund received 5 stars
for the 3- and S-yvear periods, The top 10% of the funds in an investment category receive 5 stars.
Read the prospectus carefuilly before investing. T. Rowe Price Investment Services, Inc., Distributor,
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"HE WORLD BANK/IFC/M.|.G.A.

OFFICE MEMORANDUM

DATE: May 5, 1998

:

To: Mr. James D. Wolfensohn, EXC

From: Merrell Tuck, Acting Division Chief, EXTME W é

EXTENSION: 31956

suBJECT: Interview with Mr. Jim McTague, Barron’s, Wednesday, May 6, 11 -11:45 a.m.; followed
by photo session, 11:45 a.m.- 12 noon

Jim McTague, Washington Editor of Barron’s, the Dow Jones business and financial weekly, is
planning a cover profile of you. Barron’s readership consists of approximately 30,000 influential
businessmen, bankers and wealthy investors. McTague has been a banking reporter since 1987.
Before joining Barron’s in 1994, he wrote for American Banker and USA Today. Ie also
worked as a general assignment reporter for several local US papers and did a stint as a securities
salesman for Merrill Lynch. His c.v. is attached.

Barron’s has hired professional photographer Manuelyan Paganelli to take your picture. The
photo session is scheduled immediately after the interview, from 11:45 a.m. to 12:00 pm in your
meeting room (MC-12-700 or in the waiting room area of your executive offices).

To confirm, Mark Malloch Brown and [ will accompany Mr. McTague to this interview.

McTague wants his profile of you to be different than those done previously by Institutional

Investor, Washington Post Magazine, and the New York Times. Since McTague spends most

of his time covering banking issues and politics on Capitol Hill, he will ask about your

relationship with US Treasury and the office of the US executive director. Indeed, McTague _QI .
interviewed Jan Piercy and has a request in to interview Treasury Secretary Rubin for this piece.
He is also trying to reach several of your former Wall Street colleagues and other close business
associates, including Mr. Volcker. McTague said he also plans to interview Jim Leach,
Chairman of the House Banking Committee (R-Iowa), who is a neighbor of yours in Kalorama.
He spoke today at length to John McArthur, which Mark arranged.

Also on the political front, McTague may ask about how confident you feel about IDA 12°s
passage on Capitol Hill next year (see IDA briefing note attached).

On the Bank’s image, McTague would like to know if the Strategic Compact, and our new
initiatives with outside partners have improved the Bank Group’s reputation, particularly on Wall
Street. According to McTague, several of the sources he has spoken to consider that, while
laudable, the Bank is beginning to take on too many new inititiatives.

On finance and our triple-AAA standing, McTague will ask about income dynamics and the East
Asia crisis. Is the Strategic Compact still the right corporate strategy, post-Asia crisis? Was the
Bank left flat-footed in the wake of the financial meltdown? Are staff unhappy about the
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changes being made and are they up to the tasks ahead? (Briefing note on the Strategic Compact
is attached).

On leadership style, McTague would like to know how difficult has it been for you to adjust to
the Bank’s large bureaucracy and he’d like to know what you think your goals might be for your
second term as president.

McTague is also interested in your philanthropic interests outside the Bank, as well as how your
business philosophy fits in with your humanitarian interests.

Enclosed is latest issue of Barron's, with Edgar Bronfman on the cover, as well as a recent cover
story McTague did on New Democrats.

cc: L. Passamonti, A. Tstatsakis, J. Holden, L. Foong (EXC); M. Malloch Brown (EXTVP),
K. Bergman (EXTME)

Attachments




To Meryl Tuck, World Bank
From Jim McTague, BARRON’S

Meryl, here’s the brief bic that you
requested:

I've been covering the federal government
for BARRON’S for the past four years. Prior to
that--I've forgotten the exact dates--I was
Washington bureau chief and a managing editor for
AMERICAN BANKER newspaper; banking reporter for USA
TODAY; banking reporter for AMERICAN BANKER (I
believe that brings us back to 1987); banking
reporter for the DALLAS TIMES HERALD in Dallas; a
securities salesman for Merrill Lynch; state
government correspondent for the PHILADELPHIA DAILY
NEWS; and general assignment reporter for the
ASBURY PARK PRESS; etc., etc., etc. Obviously I
Like changing ;obs.

I'm reluctant to admit that in this
undistinguished career I’ve never won any sort of a
journalism award. Nor have I been able to interest
a publisher--or an agent for that matter-- in my
two novels. I was arrested once as a peeping Tom
and an eaves-dropper in the course of my dogged
pursuit of a corrupt government official; and
happily acquitted of all charges.

I have an MA in English from the Pennsylvania
State University, which I received in 1972; and a
BS in English Literature and Philcocsophy from St.
Joseph’s University in Philadelphia, 1971.

I have four children. Deirdre is a classics major
at the University of Chicago; Alexandra is studying
biology and the piano at Cornell; Kevin is a high
school sophomore; and Patrick is in the eighth
grade.



IDA
Issues and Questions

IDA 12

e The negotiations for IDA 12 are now underway and we expect them to be concluded by the
end of the year.

e The donor countries and the Bank are in agreement that IDA lending allocations should be
based on strong performance by recipient countries.

e The negotiations are taking piace in the positive atmosphere which has been created by the
United States having become fully current on its obligations to IDA.

As President Clinton highlighted on his recent visit to Africa, performance has improved in many
countries in the region—as it has 1n other IDA countries—and so the prospects for effective use of
IDA resources have never been brighter.

It 1s too early to say how large the replenishment will be. That is ultimately a decision for the
donors. However, we have analyzed the country assistance strategies that have been prepared for
the vast majority of IDA countries. and. based on very solid numbers from these and the possibility
of several countries "re-activating" during IDA 12, the needs point towards a substantial
replenishment.

Possible Questions

~ You will almost certainly be asked hone much money e are looking for IDA 12, Ttis
important to keep your answer general as indicated above, you should not be drawn into
any speculation as to whether IDA 12 will be larger or smaller than IDA 11, which was
§22 billion, of which $11 billion was new donor resources.

» You may be asked about porential reactivators. You should say that it is too early to say, but
there is the possibility of several countries like DR Congo and Liberia.

~ You may be asked if anv East Asian countries are going to slip back into IDA eligibility,
especially Indonesia. The answer is that for a variety of reasons we do not expect any of
these countries would be eligible (or would wish to be) in the foreseeable future.

NGO Activity

Oxfam International will be releasing a paper in Washington the week of the meetings, “IDA 12: A
Chance to Deliver on World Bank Promises.” Ask Mark if you haven’t seen it. The paper, which is
more aimed at the IDA deputies than the press. expresses strong support for a full IDA-12
replenishment. but hones in on three areas where the Bank needs to strengthen its work:

Social Sector Commitments -- The paper asserts that the Bank should honor its earlier commitment
to spend $5b annually on health, educatuon. and other basic social services. If it can't make this
commitment, it should not just argue that disbursements are rising and year to year fluctuations do
not reflect general trends: it should also explore more and explain why commitments are declining.
IDA borrowers should also promise to increase their support for investments in the social sector
areas.



» Bank’s response: We are committed and ready to provide whatever level of assistance
our borrowers can absorb and utilize effectively for education, health, and other basic
social services. And whether that amount is $5 billion a year or less or even more than
that, we are absolutely prepared to give as much support as our borrowers can handle.

The i1ssue here is not any reluctance on the Bank’s part. Rather. it is that our borrower
countries can take on only so much at a time. Their capacity to implement new initiatives
productively is not unlimited. and the amounts they want to borrow each year are not
unlimited. We are pushing ourselves as hard as we can, and our borrowers are pushing
themselves hard too. and that will continue.

Results in Education -- Focusing mainly on Africa, the paper claims that 130 million primary school
aged children in IDA countries currently do not go to school, and by 2000, 56 million children in
Africa will be out of school. Meanwhile. 1997 IDA lending tell to one-third of its 1996 level, and
in Africa, total IDA education lending only amounted to $100m in 1997. The Bank, donors, and
borrowers should together develop action plans for borrowing countries that set out how they will
achieve universal primary education by 2015 (the target date set by OECD/DAC). To achieve this
goal, at least 10% of IDA resources must be devoted to primary education lending annually.

» Bank’s response: We are totally committed to helping our borrower countries achieve
major improvements in education -- including reaching universal primary education -- at
the earliest date possible. What needs to be understood is that a lot depends on what each
country 1s willing and able to do. The Bank can help -- and will. to its utmost ability. But
in the end, everything depends on country commitment and follow-through.

Aot of countries are i fact maning better progress now. We currently expect our new
lending for education to be up significantly this year compared to last.

Citizen Participation in Policy Dialogue -- Oxfam supports the Bank's recent efforts to open up
policy discussions to civil society groups (e.g., SAPRI and the Inspection Panel). But they would
like to see participation made deeper and broader. particularly regarding the CAS. They would like
IDA Deputies to instigate clearer guidelines for participation in the CAS and a more systematic
means of incorporating poverty. gender. social and environmental considerations. Their suggestions
for making participation more effective include: (a) establishing clearer timeframes and greater
transparency related to CAS consultations: (b) establishing clearer criteria for selecting and
involving a wide range of credible civil society groups. especially those groups that would not
normally be included in such discussions: (¢) involving civil society groups in discussions around
the IMF's PFP and in CG meeungs: and (d) making the CAS available in draft and final versions
(and in local languages) to those involved in consultations around it.

» Bank’s response: We now. in the context of the recent Board Meeting on NGO relations,
have discussed participation in Bank projects and policies. While we all desire openness
and partnership in our operations. and would like the Country Assistance Strategies to
more publicly vetted. this has to be balanced against the government’s interest in
confidentiality. The recent agreement on information disclosure policy on the SAPRI
initiative is a good example of how we are trying to balance these competing priorities.

Tim Cullen, EXTVP, x31782/Kris Martin, EXTIM, x31767/David de Ferranti, HDNVP, x38729
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The World Bank

THE STRATEGIC COMPACT

One-Year Progress Report

The Strategic Compact is an action plan to make the World Bank more effective in reducing
poverty. It was proposed by World Bank President James D. Wolfensohn at the World Bank/IMF
Annual Meetings in the fall of 1996 and unanimously approved by the World Bank’s Board of Executive
Directors in March 1997. Funding resources became available on July 1, 1997.

Through the Compact, the Bank’s shareholders and management are investing in a series of
changes to transform the way the institution does business: improving its products, speeding up its
processes, lowering its costs. and increasing the impact of its work in developing countries. The
Compact is also establishing clear performance criteria against which progress will be measured, and for
which management will be held accountable.

Under the Compact, the Bank will become closer to clients, quicker, more responsive and

flexible, more focused on results, technically exceilent, more accessible and open to partnership, and
more cost effective.

The Compact will achieve that by: (a) improving and retooling its current wavs of doing
business, and (b) taking new mitiatives, and creating and offering new products and services to better
meet its clients’ needs.

Quality and Timeliness have improved ...
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Quality and Quantity of Lending is Up

One of the Strategic Compact’s linchpins is to focus more on results — something that has paid off
in the first half of the current fiscal vear in both quality and quantity of lending.

The quality-at-entry of Bank operations has continued to climb, according to the Bank’s Quality
Assurance Group (QAG). The number of Bank projects found to have satisfactory or better quality at
entry rose while the number of problem projects fell. Meanwhile. the Bank sped up the time between
project appraisal and Board approval.

World Bank/Compact backgrounder lof4



On the quantity side, both IBRD and IDA commitments and disbursements hit all-time record
highs in the first six months of FY98. Excluding Korea, commitments reached $8.8 billion by mid-FY98,
up from $7.4 billion in FY97: while disbursements rose to $11.4 billion in the first part of FY98 from
$10.6 billion at mid-FY97. The increased lending is due to adjustment operations, mainly in Russia (SAL
and Coal SECAL) and Thailand (Financial Restructuring Loan).

The overall increase in IBRD/IDA lending may also reflect the Bank’s improved responsiveness
to clients as well as client demand factors — both influenced by the work of staff and country directors,
many of whom are now located in the field. On decentralization, the Bank is moving decisively, with 22
country directors having already moved from Washington to the field — compared to only three in June
1997.

While the Bank has been decentralizing to get closer to its clients, its staff at headquarters have
been changing the wayv thev do business to improve service to borrowers. Under the new system, country
directors control their own budgets. Each is responsible for planning the Bank’s country assistance
strategy and then using their budgets to contract with the Bank’s new networks of expertise to find the
right staff with the appropriate skills to fulfill their country workplans.

Clients See Quality Improving

Borrowers have noted the improvement in the quality of Bank performance. A borrower survey
conducted by Gallup (USA) for the independent Operations Evaluation Department (OED) in the fall of
1997 showed that borrowers™ perceptions of the Bank are generally positive and improving.

World Bank Performance Survey
Owerall level of satisfaction

Addressing chient countries’ poverty reduction needs EEETEEEEEEEETEE R
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The Gallup survey. which covered 281 people in 30 developing countries. showed that Bank
performance in project preparation and appraisal is viewed as having improved during the past four vears
64 percent of respondents sayv performance has improved while only 10 percent say it has deteriorated.

Meanwhile, a survev of 10 African couniries conducted by the Bank’s Africa region between
May 1997 and January 1998. also showed that the Bank’s African clients had a generally positive view
of the Bank's work. The African client surveys. however. also pointed to the need for continued progress
in adapting global knowiedge to the circumstances of particular countries, making Bank policies more
flexible and understandable. and increasing the impact of the Bank's services on the poor. Similarly,
while the Gallup survey gave cause for optimism, it also revealed areas where the World Bank can
improve.

World Bank/Compact backgrounder 2of4



Technically Excellent, Cost-Effective

The Strategic Compact emphasized the need to improve the Bank’s technical excellence. As part
of this, the Bank’s Board approved a sweeping reform of the institution’s Auman resources policies on
April 2. The reform tackles the areas of employment, compensation and benefits, recruitment and skills
mix; but it also addresses the issues that support the development of staff which are key to the successful
renewal of the institution - a commitment to greater diversity, an emphasis on learning, a focus on
mentoring and leadership training, and effective performance management.

Another big part of the retooling of the Bank’s human resources reform was the decision to
improve Bank management. Last summer, 150 managers were chosen from the Bank’s pool of managers
for a limited number of managenal slots. Some 400 managers have also attended an executive
development program. Meanwhile. the Bank’s cost-effectiveness effort will lead to lower costs and
higher productivity.

r——— % More Flexible Products
o LRy Jor Dol Adaptable Loans — these support projects that are

In the fall of 1997. the Bank's new products |implemented in stages. The first loan in a given

team rolled out the first two products created under
the Strategic Compact to make loans more flexible
and faster to approve and disburse; .Adaptable Lending
Loans, and Learning and Innovation Loans. Aside
from these new products. the Bank made available
single currency loans earlier in 1997. Also, the Bank
is working on a pipeline of new ideas. including the
launch of a prototype of the Global Carbon [nitiative.

Responding to Change in Developmeni Arena

While the Bank is steadily unveiling new
products, it has also sped up its response to global
economic changes and its borrowers” changing needs.

[n response to the East Asian crisis, the Bank

series will be reviewed and approved by the Bank’s
Board while Bank management is given the
authority by the Board to approve following loans.
Interest in the program is high. The first Adaptable
Loan was approved in March 1998 — $60 million for
India’s power sector.

Learning and Innovation Loans —these loans have
a fixed ceiling of $5 million and will be used to test
new approaches and new sectors, often in start-up
situations, and with new borrowers. They will be
approved by management rather than the Bank’s
Board. (who nonetheless must be informed of the
loans.) In December 1997, the Bank approved the
first loan of this type, $4.7 million for the judicial
sector in Venezuela.

moved quickly to address the social and financial problems in the region. A special budget of up to $25
million per annum -- initially for two vears -- has been approved for this purpose.

Meanwhile, the Bank has also signaled its willingness to tackle new development issues such as
corruption and debt. The Strategic Compact’s focus on partnerships and responsiveness to client needs
are both reflected in the Highlv Indebted Countrv (HIPC) Initiative. On April 7. the Bank and IMF,
along with other creditors. agreed to provide exceptional support under HIPC amounting to nearly $3
billion in debt-service relief for Mozambique. making it the sixth country to benefit under HIPC.

Corruption has also taken center stage on the Bank’s development agenda. In March 1998, the
Bank issued new guidelines for Bank staff to help stem fraud in Bank-financed projects — and in client
countries more generally.

Expanding Partnerships, New Services

The Strategic Compact's emphasis on making the Bank more accessible and open to partnership
has spurred on the Bank's efforts to reach out to new partners. Recent partnerships include an agreement
in February 1998 with the World Conservation Union to create global standards on dam building and a
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partnership struck in June 1997 with the World Wildlife Fund to help conserve the world’s forests and
promote their sustainable development.

The Bank is also working hard to expand its advisory role for its borrowers. A big part of this is
creating the “Knowledge Bank™ — which will help developing countries to draw on the Bank’s vast pool
of development expertise. At the same time, the Bank will reach out to its partners for the best
knowledge they have to offer. The Bank recently allocated increased resources to facilitate rapid
development of knowledge systems and the program is already being implemented in many areas of the
Bank’s work.

Costs

A high and rising share of the Compact’s overall costs will be met through a stringent program
of savings and redeployments. Net additional investment under the Compact—excluding the cost of
staff separations—is $250 million. This funding will be phased in to ensure that it is in line with the
Bank's absorptive capacity: $100 million annually in FY98 and FY99, and $50 million in FY00.
Approval of the Compact’s funding will be contingent on the Board’s annual review of the Bank’s
budget and work program.

By FYO0I, the administrative budget will return to its current level, subject to demand for the
Bank’s improved products and services. This goal will be met through significant increases in

productivity as well as the program of savings and redeployment. aided by a comprehensive cost-
effectiveness review.

The total cost of staff separations 1s projected at $100-150 million over the Compact period, with
a first installment of $60 million approved in March 1997. Separation funds will not be used where

retraining or reassignment is an optian. nor to finance the release of poor performers. The Board will
receive tull reports on the implementation of the separation program every six months.

For more information on the World Bunk s Strategic Compact, go to our website at WWW WORLDBANK.ORG and
search for “Strategic Compact”.

Updated by External Affairs April 1998
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‘NewDogs

Moderaze Democrats tug at the party's leash, help shape budget deal, threaten fight over trade
BY JIM MCTAGUE

HE REPLIBLICANS AREKT

the only party living in 2

House divided. The Demo-

crats in Congress are be-

ing tested by hesiad dis-

putes over economic pobi-
cles between the pariy's loft and night
And, like Republican conservatives. De-
maocrauc libersls are scandalized by the
moderate focces of Lhew party. They
wuteh In anger as “New De-
mocraa” like President Bill
Ciinwon and Vice Preswent
Al Gore stiempt o pull the =
party of FDR snd LBJ toward
the philcsephical conier, where
New Democrats believe most
volers how recside. Tha bal-
anced-budget and tax-cul legis-
lation, derided by both the Re-
publican right and the Democ-
ratic leflt. was a vietory for the
New Democrats - and espe-
cially for a breed of congres-
sional New Democrams wha
siyle  themseives ~“New
Doga."

Thus far the party has kopt s dif-
{erences from escalating into the kind
of public blowups Lhal have embar-
rassed Republicans. But keeping their
tempera leashed will beeome incress-
ingly diffieult next month when Lhe
President asks (or sutherity to expand
the North American Free Trade
Agreement. 3 New Democrat initiative
that is vigorously opposed by labor. a
powerful Lberal alty., The fight

original Nafta brouhaha during Clin-
ton's first term.

This struggle may be wooble for
tha party, but it bodes wuil for in-
vostors. b Jcast a3 long aa the New
Democrats kecp racking up victanes.
Their ecoacrmc philosophy (s near
enough L the markst- friendly GOP's
to augur a significant reduction in polit-
ical viak for investors in the years
ahaad.

If the pariy is to win future elections.
New Democrats preyach, it must romnain
pro-employee, yet teass being anti-busi-
ness; and Democratic regumes no langer
must view government 25 @ means o
overtax the wealthy w reward the indo-
unz. but perceive il 83 an investor in

promises ta be more bitter than the §

S

-

more to Lhe financlal pages and away
from Wasghington news. Privale invests
ment plans are where Baby Boomers
look these days o build their retire.
maent nesl eggs: they've lost faith in the
Socinl Security system. Republican poil
ster Bob Taster says hig surveys for
The Wall Street JournaVNBC News
Poll indicate that 50% of all adults cur-
rently hsve more than $5,000 each in
mutus! funds and stocks. “People who
have a financisl siske in the
country are a
little more

careful &8

in the way they
vote,” cbssrves {ormer Prasident Cer-
ald Fard.

The Demacratic divide is ss'deep s
the ome smang Rapublicans in the
House, where right-wing groups like the
Conservative Action Team, or House
CATs, wied w dethrune Speaksr Nowt
Gingrich far steering down the middle of
Une read. That aruptisas mads headlines.

New Democrata sre the inadvertent
spawn of Walter Mondale, the Min-
nesota liveral who jousted with Ronald

Reagan for the Presidency in 1984. Mon-
dale ran as 8 typical tax-and-spend De-
moevat; he carried his home state and
the Diatrict of Columbia. As s handful of
Desnocrats read the resalts, the public
was tired of rowing o Waashinglon's
drum beal. They cresled an unaffical
party lJeboat called the Democratic
Lasdership Council and began preach-
ing & right-of-ceniar message that the

_majerity af the Demoeratic congregation

{ound repulsive.
The very first chairman of the argani-

dent in 1992, he was
pecied (o reinvent the

,  party so that it beeame con-
b servative on fiseal poliey
and moderste to bberal
on sovial lssues. B
Clinlon was slow warm-
ing to the task. During
his first two years in af-,
fice be vacillated be-

) '\ tween old-fashioned
liberaliam

- his

he had to govern to the lefl becsuse Con-
greas was dominated by passlonate lib-
erals of tha Gephardt variety and Lhe
Republicans refused to wark with the
new Prasident. Clinton’s early atyle also
reflected an intarnal Whits House de-
bate betwean New Democrets and old
ediewere.

“We werw Lrying to spend money on
rescarch snd education and at the came
tims be (iscally responsible,” recuiis
Lsura D'Andres Tysan, a former Clinton
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as a problem that had o be dealt
witi, which is a New Demaocrat
posiuan. But the older hibersi phi-
losophy was at wark. oo They
wers sdjusting the (ax code to

QR CLINTON. THAT DE-
bale was settled deci-
pvely when the GOP
trounced the Demo-
crats in 1884 mid-
larm election and
took conuol of both housss of
Cangress for the first time In 60
years, aays Elaine Ksmarck. who
untld a few weeks age was Al
Gore’s semor pobcy adviser.
(She's now al Harvard, where
sha will run a program for the
John F. Kennedy School of Gov-
ernment. called “Visions of

Democratic Canines
A FIELD GUIDE

Habaar
Predamminanty B Iaubartd, -
though same bezadonally show yp =

~

done? They claim they ars fune
damentally dilferent from Ra-
publicans: Their brand of con-
servatism, they say, s humane,
while Republicans, they argue,
have & sink-or-swim atlilide to-
ward the poor. Says Raemer,
"We want smaller and smarter

Tem Delay of Texas, Lhe
House Republican whip, eon-
tends the New Dogs merely
are liberals trying to disguise
their spats from the voters.
Other Republicans concur,
pointing out that New Democ-
rat Clinton wouldn'L spprove 8
welfare-to-work hill ‘until 2
business-unfriendly minimum-
wage provision [avored by lib-
erul giants like Sen. Edward
Kennedy of Massachusells was
thrown in.

Governsnca for the 21st Cen- m more niral press. - can be lound in other climes, W DOO MORAR
tury.”) And yei sbout a wile | ldenuiyng heatures: ienirfyng features: Idenitying fedlutes: dol:ln'tulklilfc
away, 3 majority of the Democ- | o Rught of center on fiscal and The 24 members ol the Shue Dog  Mhese ald-style liberals st cham: a liberal, but in
rats on Capitol Hill believed the economi issues and st lef of Cosblon have been arownd since pion the sociakwetfare state and 2 the past he has
party had lost that election be- cemer on s0Cial ises. February 1995 tax yyslem designed 10 redotribute voted with them
cause ils message hadn't besn o Prenpedy interested m thiee o They ave “blue” because thew the nation’'s wealth. ) 58% of the time
liberal enough. s3ues: the “new economy.” moterate 10 (ONSEvalve verws »They tend 10 be pider than New on economic malters aad dase Lo

In the 1986 Presidential race, | wducition and trade. wase choked off by the bheral Dogs and have much more T0% of Lhe Lime on socie) jasues,
Clinion seemed L0 have proved @ They preach Incal responsibilty. wang of the pany. senaeity. sccording to the Almamae of
the House members wrong. He | s business-inendly, tavor free 'Mhmh;enmhnmm - Americen Palitics, Scolds the
ran 85 8 New Democrat against rade 3nd Erwsoa 2 leang, alben talanong the & ey e Personalily. privataly thoughtful but publicly

Republican Bob Dole, sounding #

the baianccu-Duagel and

2is8 conservaUve ON SOCDI Hiues.

Lovd bark, not much bite. They

Maren: "The Democ-
rstic Party has tended to stand

1 nave been known to turn on Pres-
smaller-goverument themcs. As s el 3 dend Chnton sehem they think hew | for rediatribution of wealth, ex-
always with \he President, there § Frisky, angrgeuic, loud bark, Persanality: maveng 100 1ar 10 the nght on cusing criminal and sbagymal
was soma backaliding, Which en-§| 99 bite. e 37 memben; of the Extremely independent. They wil ssues. Bul unkska the membars pf | Dehavior, and cresting entlile-
gered hia New mf 'ﬁﬂﬂmﬁ_m“ﬂ wart wih the GOP 10 obtasn thew the (onsersauwe wing of the ments for peoplr inatesd of op-
brethran. For example. he ve- 5| the Wew Dogs. wan to pull the gosls. The GOP lesdership oham congressional GOP, they are less poriunities. We're move reflee-

toed legislalion aumed at curbing §}
dass-action lawsms Dby tart
lawyers. bi(muiwmwth

party sway (rom the ieh and more
toward the center of the phio-
sophetal specirym.

kot the group's help 10 caunie
e House s Uberal weng.

other party Snamuis.

nclimed 10 get vio hghts with

uve of the New Deal = enable-
ment w give a belping hand o
thase when it's heeded, but nol

Prasidential eampaign. Mest of
the lewsuiw ware leveled at S0i-
con Valey, home of the new industnes
the New Democcrasta caim they want to
promote.

But Clinton won Uhe slection, and slong
with him a small but voesl bloc of House
members wha also had campsigned on
New Demacrat themes — like balancing
the budget and using Lax cuts to help the
middle class. They were largely clectad in
suburban districts where voters lesn right
yet were ummed ofl by the extreme
rheteric associated with Newl Gingrich
and his CATs during the 1885 government
shoudawn.

Lo
These theas O = :
New Democratc Cosbuoa sarty the year

Phatowaphy Gingah, Tard and Grheidl ARV Wiid

Knawn 25 New Dogs, to distingulsh
them from LUhe more socially conaervative
Blue Dog Democrats, Uwir New Democ-
ratic Coalitlon of 7 members has helped
overcome libersl resisiance and cresis
mamentum (or Lhe Clinton agends in Con-
grl::s. especially his balanced- budget
p

“New Dogs are mueh more interested
in what makes the economy Lick than in
socl lsgues like abortion” says the
chairman of tha House Democratic Cau-
cus. Vie Fazig of California. whe runs
with the sew pack. Adds [ormer Gore

aide Kamareic “The old Democrats love
jobs but hate the employers. The New
Democrats want lots of jobs and good
wages but understand thst the private
seclor is whers jobs are creatad. Thoy
practice fiscal prudence snd wags no
clasg werfare.”

The New Dogs were collected into a
caucus by three House members from
suburban and rursl districta:  James
Moran of Virginia, Calvin Dooley of Cali-
farmis and Tim Roemer of Indiana. Why
didm't they just convert Lo Republicanism,
3 some of their frustrated colleagues had

with Alew Oog help.

b crests long-letm repen-
dency.”

With the economy humming snd the
stock markets mxubersnt. the President
and his New Dog pack are convinced that
his second Lerm represents m once-in-a
lifetime oppovtunity to polish the party’s
image 5o that it will be identified with ace-
nomic growth and opportunity, not the
Grest Society. This is why Clintom, with
the assisisnce of New Dogs, cujacked
the GOF's balsnced-budget and wax-cut
vehicles in the face of opposition frem in-
Muential parly liberals like House minority
eader Gephardt, wha fret about deep cuts
in programs benefiting their Lrsditianal

;. iecAND NOW YHEy-ul VIENED BY DTHEDS

way they vare.”
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~gnstituents — labor, inner-city blacks
and environmentaliats.

Clinton also has loyal supporiers in the
Senstc, Minority leader Tom Daschle.
while not & card-currying Noew Democrar,
says: “['m very sympathetic to the DLC
sgenda. They have a major conuribution to
make to the caucus and the party. | sup-
port most if not all of what the DLC has
propased.” Sen. Joseph Lisberman of
Connceticut, the current chalrman of the
Nemocratc Leadership Council, is st~
tempting L eoordinata eflorts becwesn
New Dogs in the Housa and sympathizers
in the Senate o that more of the agenda
is enactad before the President’s term is
up in 2000.

“Votera ratified Lhis way of thinking
when they cleeted Ronald Reagan Presi-
dent in 1880 says Wil Marshall an
economist al Lhe Progressive Paliey Inst-
tute, 8 Washington think tank that sup-
plies intellectunl fodder o New Dem-
ocrats. Bul will “this way of thinking™
continué 0 plsy wei enough in the na-
ton's growang suburbs., where hghily
regulated high-tech marketplaces have
produced the best jobs?! Here reside the
swing voters, who usually determine
which party econlrols the While House
and Congress. But though their Instinca
are right on. the New Democrats might
well be undereaumating the rightward
drift of the voters, who, new polla show,
ars more concerned about ups and downe
on the stock tables than the ias and ouls
af politics.

Bab Teeler. whose polling firm, Caold-
water Corp.. 5 based in Ann Arbor,
Mich., ssked peopic between July 28 sod
28 if they had more than $5.000 In stocks
or mutus! funds. Much to Teeter's sur-
prise, 60% of all adulta answered affirma-
tively. The number is astronomical be-
cause 1L culs across all races, sexes and
Income levels: 51% af Lhe afllirmatve re-
apondents were white and 12% ware
black; 45% were women; 33% made be-
tween $30.000 and 350,000 2 year and
15% earned under §20.000. Mutual funds,
which have conducied similar polla. are
aware of Lhe trend, but the politicsl ram-
ilcations of the numbers have been over-
looked by both parties.

“l don't know il many of my Demo-
cratic collesgues have mada the connce-
ton yet,” Sen Lieberman (old us the

“The Lkely consequence of the
budget deal is a decade or more of
Democrat Admunistraions . . . .
Gephardt is completely owt of
step with the umes. "
=Dick Moeris

other day. “There's sull a lot of wailing
sbout capital-gains (ax breaks besefiting
the rich. *

Clinton eertainly has made the connec-
Uoa. The success of the economy is one
reasoa the public has awarded tha Presi-
dent 3 61% approval raung despite
Whitewaler. Paula Jones, campaign-fi-

ciaco’s suburbs. “The leadership will try Lo
sell you, but not bite you.”

Tauscher and her New Democrat col-
Jesgues had betier gut 3 Latanus booster.
Liberal fangs slready are bared in antici-
pation of the Presidents reguest that
Cangress revive his “fast Lrack™ authority
ta negoliste trade deals, under which law-
makers can't amend a Urade pact bat must
vote it up or down by a statutory deadline.
Every President since 1974 has had the
power; Clinton's expired in 1984.

Tha President needs the authority to
open the Nafia agreemeat to Chile and
other South American countries. But In
oppesing (ast-track, Jabor unions are ar-
guing that Nafta has cost 420,000 Ameri-
can jobs. Gephardt is siding with the
unions, which are doing all the leg-break-
ing for him. The AFL-CI0 is warning De-
moeTats who appose labor on fast-track

ter Deutsch, a fiery young New Dog
from Floride. Deutseh says there's a 50-
50 division in the Democrat caucus be-
twean ald-line liberals and the centrists.
If that’s Lrue, the fast-lrack dedate
could leave the party divided a3 jt maves
Into the 1938 congressional election see-
son.

Some political enslysts would argue
that Clinton already has succeedad in
Uansicrming the party and thul liboral
House Democrats just don't get it Says
Kamarck, the former Gore adviser: “The
Clinton Demoeratie Party in 1997 is in fa-
vor of  balanced budgeL (ree trade, the
end of welfare as we know it and a smaller
federal government. Thase are four dra-
matic and significant changes in the imags
of the Democrats since 1991." Sha pre-
dicts New Democrat Gore will run on
Clinton's legacy and promise to advance il
with some New Democrat

e P Y. eunc | THOY'TE All Capitalists

sbout the halanced buaget | ®A6Bndng 10« suiwey by padsier Bob Tevter lor The Wall Steet
and (ax cuts came pro- | AMmVNSC News Poll, Lhe percantage of aduh Amencens=Bc/oss
dictably from the hps of boundanes of sex. age. race and mcome-gwwng B keast £5,000
Gephardt, who most De- n stacks and munual funds i supramgly high. Palitzians are
mecrata believe will raise | 'akmgnote.

mGu'! far the ;“,'En-;: Percratage of Americans with 55.000 invesied

nation in 2000. Gephardy

while not making sny pre-

(uture, twld us he isp’t an

oldtime liberal and dis-

putas tha DLC's aceount of

all New Democrats,® he

s8YS-
Cephardt  clums he
brings fresh solulions Lo u-

old problems, which is pan

h ]]“ n‘ll

[ kace |
mmmumwm

u-ulm-mau-
5308 130X JSOR 350K

{dens of his own.

Dick Moryis, the former
White House politicsl consul-
tant, saszerts that Clinton, by
engineering balanced-budget
and tax agreements. already
has sald the publie on the
New Damocerat agends. “The
likely eonsequence of the
budget deal is a decade or
more of Democratic Adminis-
Uations,” he nays. However,
he adds, becuuse Clinton haa
been Jeas successinl in mov-
ing the party's congressional
wing Lo the center, the resull
will be continuing contral of
the Congress by ihe GOP.
For one thing, Morrin sas-
sertn, “The American people
prefer 3 divided govern-

of the New Democrat
chlMlnu-(nl
"Emsl’uﬁ'ﬁl.nde.'l'hc

part of any treaties. He believes they
should.

Whatever Gephardt ends up calling
himsell, ha is clearly locked in a ciassic
aiphs-beta struggie for contral of Lhe De-
mocratic pack. Bul he's hean careflul thus
far not o tear any flesh and make the

party look as ludicrous as
the f(euding Republicans.
Though he has voted agminst
Llinton's legisiative initia-
tives and boycolted White
House ceremonies eelebrat-
ing bipartisan agreements,
the protesis largely have
been symbolic. He hasa't ac-
tively tned to thwarl the
PresidenlL by (hreatening
New Democrate in Congress
who have joined with moder-
ate Republicans to pass bud-
I'l. tax and trade legisla-

Pwmnm.ncaphardt
always advises. “Vole your
district. [U's your first re-
spomsibility.” Fazio. the No.3
Demecrat in the Nouse, il
that “the kind of leadership
you sppreciate.”

“Nobody ever grabs you

ey Cobhwier (ore

that the federation will openly fight them
with millions of dollars in Lelevision ads in
the 1988 election. Disobedient New Dogs
will be 8 particular target. Says AFL-C10
lobbyist Peggy Tuylor: “They are eliLisL.
They are dnnragmg of some aspeets of
wade niopsm.”

The labor foderation his been calling
on freshman New Dogs to reconmder
their affilistion, “We dida’t ask the mem-
hors to leave the group,” Taviar renarte.
“Wa just poinled out Lhat Lthev are joining
a group with 3 particular ideology: 11 this
really where you want Lo be?"

The pressure sppeats 0 be working.
Fer instance. New Dog Debbie Subenow
of Michigan. who sounded New Demoorat
themes when she defeated incumbent Re-
publican Dick Chrysler in 1996 but ran on
union money. appears 1o be wavering.
Though she voird in favor of most-{avored-
Ration trade status for China, a Clinton ini-
tiative. she's likely Lo oppasa fast-tackc =
don't intend ta vote for it unless strong pro-
wizions an worker standards and environ-
mental issues are incorporated.”

New Dog Cslifornian Robert Matsui,
whose experlise on trade matlers is re-
spected by both parties, says Lhe coali-
tion will splinter on fast-track, bul mosl
of its mambaers will side with the Presi-
dent. New Dog co-founders Moran and
Duolay, a Califormisn, will lzad Whe
charge, Matsui predicis, alang with New
Dog Jim Davis of Florida. Caucus mem-
bers don't have (o vote a8 a bloc Lo main-
tain mmheralnp

“This u

nd 'I.'n
sJMr m

g1

Llc ru m
I-v.llu .I -nuwnur’ || L.

menl.” More imporiani:
“GephardL is complelely oul
of 5tep with the times.” For this reason
he prediets Gore will beal Gephardt
deeisively for Lhe nomination in Z000.

HIS$ DIVIDED GOVERKMENT

is & rontinuanian af the nur-

come of the 1996 election,

Ssys Republican elder

statesman  Garald Fore:

“The American people we
philosaphically more wmoderate than
they arc cxtreme. Take the 1996 eloc-
tion. The Amevican people voted for
Clinton because he sppemied Lo be a
moderate Democrat and they voled
sgainst Dole because he appeared Lo be
too far to the right. On the other hand.
they turned down the congreasional De-
mocrats because they are suUll hanging
on o Lhe old libersl Democrat philos-
ophy and also becmuse they wanted a
check on Clinton,”

Alvin From, the president and one of
the founders of the DLC, rveently 1e-
leasar palling results showing that 56% af
Democraws believe the government’s role
is (o creste opportunity, not redistribute
woalth. Rank-and-lile Demonaie suppost
the President’s Nar Demoeratic agenda,
he ssid, and E7% support giving Clinton
fast-track Lrude authority.

Ford doesn't believe the Demoperatic

Mf 'hﬂw aa“ Mhé%’ﬂlmw“

ml A npet ey vl b ygen
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liks Rep. Barney Frank of
Massachuseus, I¢ is [ar o
early, Frank believes, to tell if
the New Democrats have ur

their numerous svowals, are
true belicvers of the New De-
mocraUc creed. Clinton has
sunply been accommedaling
the GOP realny, Frank says,
and Uhe acwal thrust of the
Democratic Party is in 8 direc-
tion oppasite the New Deme-
asls’,

But if Frank is wroag and
Morrnis and From are correct and Lhe bak-
anced-budget agreement has changed the
Democrat Party, Clinon recsived help
from an unexpected quarter = House Re-

publicans.

Hard-line stands by the partys [ar
right, which adds up te abeut 70 vates (the
exact roster of the CATS is sacret) tended
o moid maoderates in both parties o a
cohasive and decixive force m the budget
and Lax debales.

Though the GOP controls the House, it
dmnhyanutindonbymvm'nu
chamber has 435 members — 228 Repub-
licane. 207 Democrats and Vermont's So-
cislist Bernard Sanders. (Sanders views
Clinton's damesti¢ policy as being “to the
right of Richard Nixen™ and lamenta,
“We're sesing the merger of the two par-
ties into one large, corporste party.”)

The aarrow advantage the GOP has in
the House. coupled with 3 Senata majority
Lhal lacks the 60 voies needed W overnde
Presidential vetoss. mesat that ha
revolutionaries would have Lo be satiafied
with incremental changes. Michasl Castle
of Delaware, whe heads a group of 30-30

for Clinton and a moderate aganda.

Early in the year Democrats in the
House were lining up behind Gaphardt to
uppﬂdubaluﬁ-hﬂtﬂphnmdha
anticipated cuts. Had he sueceeded, it
would have reproducad the same gridlock
voters ppresved Lo revolt ngwmst in the
1996 election.

At sbout the same tima, Maran, Roe-
mer and Dooley conceived of the New De-
mocratic Coalition. Declares Fazio: “The
muwumaymmwmu
always exsted. but previously thay had no
way (0 be heard. axcept individually. The
left of Lhe party was belier ized.”

A speech by Tuuscher (o the csucus
baek in May is ersdiled with sending 8
wake-up cali Lo her colleagues.

Taumcher says that. hawng growm up
in an [rish Catholic (amily in New Jersey,
she is genedeslly a Democrat. She's also a
farmer Wall Street trader and investment
banker, and founded ChildCare Registry.
which sells background information on
child-care providers. Her Rarrow victory
in California was personsily expeasive.
She spent $1.73 million of her own and
her husband's. money (William Tauscher,
s Republican, is CEQ of Big Board-listed
Vansiar, » computer retwailer).

Tauscher feared tha caucus would turn
ita back on the balanced-budget proposal.
“So | stood up and said, ‘T've been here lor

o, il e i T gt SR NG T

gressional District sre going 1o send me
back. But frankly, they could kiss me
guodbye If we can't deliver n balanced-
bud;ubill.'ltnldthunthcnmknfop-
portunity for Democrats around the coun-
try is in disticts like mine. Members like
me must have thiz balance of fiscal re-

American people want, but we also have to
protect their pockethooks. 1 had never
stood up in the caucus befare. T had never
falt compelled before, plus 1 was the new
kid snd | dign't think they cared what 1
thought. But 1 was really concerned we
could lose the opportunity of dispelling
the label ‘tax-snd-spend liberal' which
does not apply to the vasi majority of
Democrals.”

HE GROUP CAME TO THE
attention of Clinton. He met
with members at the While
Houss. Gore visited tham
several limes on the Hill
and the White House

chiel of stafl, Erskine Bowles, snd Clin-
ton's legislative-alfairs director, John
Hilley, began stlending the group’s
weekly meetngs, using their input to
draft s balanced-budgel proposal to
counter ane offered by Republicans.
GCore's chiel of stafl. Ron Kisin, says
Clinton and Gore latched on o the group
because of that supporl and hecause of
the view that (hey will berome & pivotal
group in the House.

Even some Republicans acknowledge
the New Democrats' ascendancy. Ob-
serves the top ide of one conservative
congresaman: “The New Dogs have been
Clinton's muscle versus Gepbardi and
have thua disarmed him in many battles
with the Presideni which has been 3
surprize. The budget batde and the
China MFN vote are (wo prims exam-
ples”

Demoerats in swing districts will de-
termina who eontrals Congress, and that
gives the New Demoerats mors! suthor-
ity,” says Ed Kilgore, political director of
the Democratie National Committee.

But whst if thé group splinters on
fast-track, the first really tough test af
the New Democratic sgenda? New Dog
Jim Turner of Texas. who s also » Blue
Dog. seems optimistie the group will
westher this first big politiesl test: “The
posple imvolved undarstand how critieally
imporzant this effort is 1o the future of
the Democratic Party. There may be dif-
figulty on select igsues. But there wijl be
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