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Behivd the cfficial agenda for the conference shcula be @
set of thewas which frame the Clinton Aemknzstxaz cr's overall
economie challenge~-the phructural rsascns why the American
peonemy hasg gerfawﬂeﬁ below par: the fallure of gur schogls,
inaﬁequate worker training, the blas of US ecorcnmic institutions
“oward seort-~tarnm 4ﬂ gstment, the decaying pubiic infrastructure,
the failuve of the US fo pav aﬁeqnate athantion to guy axport
peyformance, inadeguata private investment, Anerican technology's
large relliancs on tha miiita“v angd ge forth. The uncefiicial
agenda also should emphasi ahat‘t good and stwveng in America,
and how we can mneet the c. iengs,
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The, following are Mirhematic! chaplers To 2 suory which tha

caﬁfev see snould tell tre American publlic BC can empinasize the
Ehemes by, for exanpls, summirg uyp 2 ?@Lt-w lar saszion by
reference to tham. The pecple we selact o maks prezantations, as
well as BU's talking volnts, guestlions, and any debote, should
enlargs upon these Fey themes, $o that the overall siory is told

gffpctively.

I. Tho challsenge ahsad:

1. A cyelisal "vecovepy® geill lasves che larger Psrructurallt
agenda in plags. Even when the econony gets bach on track, it's
important to remember that the long-term track we've been on
since the nid-1970s ign’'t encugh o improve the sitandard of
living of wost Anericans, Joks will return, but they won't yield
higlh incomes. ‘

2. America has keen dsperating many ney dobg curing the paste
gegagde 2nd a_balf, but net oood dobs, The real incomes of
collage-sducated Americans have kbeen increasing at a healthy
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clip; the real incones of non-college-educated Americans have
been stagnant or declining. The gap Is widening.

3. Teghnological chande. and ginbal poenomic inregration, ave
pehing these long-teyrn problens. Forsignars avren't to bhlame. Even
“if we didn't Face forsign competition, uneducated and unskiliead
Amaricansg weuld fece declining incomes due to evolving
technoloyles that supplant werkers without sxills but enrich the
jobs of those with skills.

4. Amgrican industry. and financial marxers, emohasize shoyrge
tarm profits at bthe sxpense of lono-teyn investments., The private
sgotor isnft investing as it should in worker training,
taechnolagy, or factories and eguipment. Instead, it'wy engaging in
an endless series of short-tern transacvions,. One culpribt: The
way wa've organized our capital parXets. CGur short-termism is
getting worse, as financial markeIls become more efficient,

»

3. A large and growind provertion of our natjonts ohlldrer are
heing inadegunibely fed, clothed, zand educabsd. Our ohildren ars
our nation’'s future.

. Americans svend more on heaitn =i3rd than any onher azuion, but
e very 1ittle for ouy smending., The system 18 plagued Dy
ingfliciencies, and 35 million Axcricans have no acoess to i at

ali.

7. Inosun, the pupiic and nrivate gectolrs ave conguming Lo
ang oaving inadegvate atiantion Lo iavestling in our long-~oterm
fubure. Business and governnment nust shift dirgctlion,

IX. Bnifting direcvion from & ConsSumption &conomy $o an
investmaent acsnomy fang iha financial legacy of tha Faagsn and
Bush vencs)

8. Thers's an imgoriant giffarencs wetween borrowine from $ne
future in order to ipvast in future eroductivisy, and berroying
in ordeyr s congsume codav, Public and privates debt is high by
nisteric standards, but the rsal problem is our fallurs to invest
those borrowings in our futurs productivity-~in machinery and
eguipment, pecple and Infrastructure--the unlgue asssets of a
nation within an increasingly glekal and technological economy.
(In the late 19th century, this natlon was far more indebted than
now, a5 & provortien of jrs naticnal product, put we the _
borrowings in canals, railroads, telegraph systems, and other
means of kecoming so much more productive by the early 20th
cantury that we could pay off the debt with ease).
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The Cold War is over, but a subqganciq;_mgxgigm_ggmgmg;aq_ggmz'
15 still fighting it rather than iwmore - apa ies to be s
productive and to improve our health, Relative to our past. and 3 ,
relative to othar nations, we continue to invest a big poertion’ aﬁ m'
our reseurces (talent, machinery, ete.} in defansz., We must fim

ways to convert from a defense- ~technology-industrial base to a'a
commercislly—competitive one.
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10: gggféég,ﬁagzgc sacrificing proportionatsly to ti
ability to sacrifice, The total tax barden {including Social e
Security) nas increased on the middle and lower-middle class S

while decreasing on those at the top. Fairness reguires that =
everyone gacrifice in proporticn to thelr capacity to Qg so,

what’s good and sirong aboul Amsrica

11, aperige = stil? bisesed wigh fal hha keet university systenm
§n Lhe Wwor d, [ fma mect meodueniva ynrlars (9 the cmetd oand
(g} the graatast natural wresgur—es in the wovlid. We ¢an and
St@xld LGilE en these wlrermchs.

1. Qgg, DALl businessgas Sontinus wo pe dmsaa whg wos (aruvative
in khe wor <. They account £or nIss of thea new inventicns, and
rew 3IbBs. Tullic zslicles should ansourage inncvative small
LuSinessan

3. Qun diversibhe 13 o4 goures oo sovapows. JithLin our zosders agwe
regprasenial alnmest all the thnlis groups in Yhe woyls. This rlich
diversity 2an serve A8 & TouNdaTisn sttne Sor dur wor.nd
texdersiily econemizally snd pollitically.

la. Toa Lot WAT LF UG, Whime gmsllsa ia Be e e weg
Ghallsnoag sneas. The Ypeace Jividsnd® mussn't ze sguanderad on
conswmpticon (pukiic and private Bun o wuet e dlrectel an opuRllo
ard wrivats invesiment,

13, Amerior hag = nay sveortuniss for gloral isadevshniyp ia che
new Stntsrmarional sommemy Mhe wlanal soopony isnli o2 ze-o-gSum .
game in which wa win or they wiw., Everyona can win iF all sides |
{a} invese in thelr future, {b} eczcrdinavre global fiscal and
monetary coliclss, (&) open trmmﬁaivev o glowmal urade and
investment. In addition, the First wWorld will need Tz invest 1in
the Jecond and Third. ’
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ECONOMIC CONFERENCE
-DETAILED AGENDA-

SUNDAY, BECEMBER -13, 1992

©:30-8:00 p.m.: WELCOMING RECEPTION, CLINTON BALLROOM, EXCELSIOR

MONDAY, DECEMBER 14, 1992

8:5{3 ?RIE@ON?E?‘@E?@CE BRIEFING, ROBINSON CENTER
S:i@} Mickey I%antorr: Participant Briefing
8:55 BC, AG and Etimcmic Team Enter
ASSESSMENT: DOMESTIC ECONOMY
9:05: BC Opening Statement,
9:20: Bub Solow: Macro {}vér‘viéw
9:35: John Sculley. Compettiveness and Education
9:40: Alan Blinder: The Need For an "lnvestment In People" Agenda.
‘;?:45: Marian Wright Edelman: Children in Poverty
'9:50: Questions or comments by BC/AG
10:G0: Alicia Munnell: lavesting in Infrastructure
16:05: Michae! Porter, Private lnvestment
10:10: Questions or comments by BC/AG
\6:15:.John White: The Debt.. |
¥0:20: Sruwre Ao The Ecopomic Consequences of Risinglfieaizfz Care Costs.
Z{E:éfi: Haraold Poling: Health Care Costs and Competitiveness.
10:30: Questions or comments by BC/AG

10:40: Alan Parricof: The Small Business and Endrepencurial Sector.
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L B S0
12:06;

12:15:

2130,
2:35:
2:45:

2:50Q:

3:20:
3:45:

4:0(;

Questions or comments by BC/AG

STRETCH BREAK

PANEL DISCUSSION

QUIESTIONS AND COMMENTS FROM FLOOR

QUESTIONS FROM TV/RADIO AUDIENCE

: BC Wrap Up of Assessment ¢
: BREAK FOR LUNCH--PROCEED T EXCELSIOR

: LUNCH ENDS--PROCEED BACK TO ROBINSON CENTER

-ASSESSMENT: INTERNATIONAL ECONOMY
BC Opens Assessment
Rudi Bornbusch: Giobal Overview
Jeff Garten: E.C,
Glen Fukushima: Asia
Larry Summers: FSU and Eastern Europe
BC/AG Questions and Commc}zzs about earlier presentations
Paule Srern: Mexico and Lalin America
Rabert Browne: Africa
PANEL DISCUSSION
QUESTIONS AND COMMENTS FROM FLOOR

BREAK



4: 3
4:35:
4:33:
4:41:
4:44:
5:15:

5:30:

5:30:

5:35:

5:38:

5:44:
6:05:
6:15:
6:30:

7.30:

;’V(}I{KZNG SESSION I: LIFETIME LEARNING
A. Preparation for School |
BC Opens Sesgion
Lisbetir Schorr. Government’s Role,
Heather Weisy: Parents' Role,
Arnold Hianr: Private Sector Role.
PANEL DISCUéSI(}N
QUESTIONS AND COMMENTS FROM FLOOR

END QUESTIONS FROM FLGOR

B. Preparation for Work

BC Opens Ségstm

Hfff{;f}’ Pennington:  High School Path.

Johnnetta Coler Financing the College Path,

Paid Allaire: Needs of the New Workplace.
PANEL DISCUSSION

QUESTIONS AND COMMENTS FROM FLOOR
QUESTI(:JNS FROM RADIO AND TV AUDIENCE
BREAK FOR DINNER

DINNER: ART CENTER



TUESDAY, DECEMBER 15, 1992

£:00 CONFERENCE BRIEFING: ROBINSON CENTER

"WORKING SESSION I INVESTMENT FOR SHORT TERM GROWTIH
8:?6: BC Opens Session
8:4(5: James Tobin, Aller Sinai and C?fzszes Mmﬁ;‘;’iaﬁ: Analysis of Shart Term Forecast,
8:35: PANEL DISCUSSION
9:.3{3: QUESTIONS AND COMMENTS FROM FLOOR
9:45. STRETCH BREAX {(SWITCH PANELISTS)

WORKING Sk}?ﬁlON [II: BENVESTMENT ?I(}R LONG TERM GROWTH AND
DEFICIT REDUCTION

10:00: BC Opens Scs:.sien

10:05: }Z’e!i.f Roharyr: Growth and Deficit Reduction
10:10: Henry Aaron: Cost of Deficits

HY13: Isabel Sawhill: Balancing the Twa Deficits

10:16: Bill Gray: Impaet of Cuts

10:19: PANEL DISCUSSION

11:00: QUESTIONS AND COMMENTS FROM FLOOR
11:18; QUESTIONS FROM RADIO AND TV VIEWERS
11:30: BREAK: SANDWICHES AVAILABLE

WORKING SESSION 1V: ENVIRONMENT, NEW TECHNOLOGIES, AND
T FCONOMIC GROWTH

12:15: BC Opens Sessidﬁ, Introduces AG
12:20: AG Begins Discussion

12:25: John Bryson: False Choice - business perspective,



Frank Popoff: False Choice - business perspective,

: Ly}m Williams: False Choice -- fabor perspective.

- Craig Fields: Industries of the Future

PANEL DISCUSSION
QUESTIONS AND COMMENTS FROM FLOOR

STRETCH BREAK

- WORKING SESSION V: THE CONNECTION BETWEEN REFORMING

3:00:
315
3:30:

4:00:

GOVERNMENT AND ECONOMIL GROWTH
BC Opens Session
David Osborne: Reinventing Government
Doy Ross: Rewavenung Gow:emzmzzz
Ernesio Corres: Economic Empowennent and Governnient Reform
PANEL DISCUSSION-
QUESTIONS AND COMMENTS FROM FLOOR
BC CLOSES CONFERENCE
ADJOURN

CLOSING PRESS CONFERENCE: OLD STATEHOUSE
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Presenters:
Stuart Altman
Alan Blinder

Marian Wright Edelman
Alicia Munnell

Harold Poling

Michael Porter

John Sculley

Robert Solow

John White

Panelists:

Allen, Rohert E. Basking Ridge, NJ]

Chairman and Chief Executive Officer-AT&T

Has served with Bell Telephone system since 1958,

Boards: Bristol-Myers Squibb Company; PepsiCo; ?e:ci&rai Reserve
Bank of NY, Wabash College.

Member: Bzzsmess Roundtable, Business Council, US-Japan Business
council.

Primary concern: long-term deficit reduction.

Brooks, Frank B Kenosha, WI

President and CEO, Brooks Sausag&_{ic;mpany; Inc.
Former President and CEQ, Chicago Economic Developmernt
Corporation

Recipient, 1980 Finance Achievement Award, Black Emerprzse
Magazine

Primary concern: equity investments for small businesses.



Claybrook, Ioan B. Washington, DC

President, Public Citizen (since 1982]. Public interest advocacy group
focusing on public health and safety, civil rights and liberties, clean and .
safe energy sources, campaign finance reform, citizen participation in
government, Founded by Ralph Nader. '

Former Administrator, National Highway Traffic Safety Administration
(1977-81)

Books: Rerreat from Safety: Reagan's Attack on America’s Health (1984);
Freedom from Harm: The Civilizing Influence of Health, Safety and
Environmental Regulations (1986)

Panel comments will focus on consumer perspective. Key interests for
this panel: transportation; infrastructure; investment subsidies.

Lanahue, Thomas R, - Washington, D.C.

Secretary-Treasurer of AFL-CIO (since 1879)

Chairman of the U.S. Special Trade Representative's Labor Advisory
Commitiee

Former Assistant Secretary of Labor for Labor-Management
Relations

Direcror: Muscular Dystrophy Associatdon; Urban League; African-
American Institute

Chairman: USTR Labor Advisory Committee

Glass, Diavid Bentonville, AR
President and CEO, Wal-Mart Stores, Inc.
leader of America'’s No. 1 retailer

1986 and 1991 Retailer of the Year,

Primary concern: economic stimulatdon versus potential inflation.,

Henley-Cohn, Betsy New Haven, CT

Chairman, Ansonia-Derby Water Coman

Chairman, Joseph Cohn & Sons, Inc., Atdantic Floor Covering, Inc,
Member, Committee of 200 (top business women in the U.5.)
Chairman 9th Square Tax District, City of New Haven



Hurst. Robert L. Detroir, Ml

President, Michigan Bell Telephone (since June 1992)

Member, Economic Club of Detroit; Board and Strategic Planning
Committee, Detroit Urban League; Chair, Henry Ford Hospital Board of
Trustees.

Primary concern: "When will planning begin for the National
Broadband Communications Infrastructure? Will the private sector
be a part of the planning and implementation process?”

King. Calvin Brinkley, AR
President, Arkansas Land and ¥Farm Development

Primary.concern: Small family farmers, minority farmers and land
owners, USDA policy, access to land for beginning farmers,
involverent of non-profit organizations in loan servicing for
agriculture.

Lewis, Delano L, Potomac, MD

President and CEQ, C&P Telephone Company

Served in Peace Corps and on the Hill before joining C&P in 1973,
Former Board Memb&r Catholic University; United Negro College
Fund, )

Primary concern: Tax incentives for business (large/small);
Investment tax credits - infrastructure support; Regulatory and legal
issues re. telecommunications.

Markusen., Ang R New Brunswick, NI

Director, Project on Regional and Industrial Economics at Rutgers
University

Professor of Urban Planning and Policy Development

Books: Dismantling the Cold War Economy (1992}, The Rise of the
Gunbelr (1991); Regions: the Economics and Politics of Territory
(1987)

Primary concern: trade and industrial policy,: problems involved with
defense conversion.



Math s Washington, D.C,

st:f: ?reszdenz W{}:"}é Rescurces Institute.

- Columnist, The Washington Post.

Served on AAAS, Congressional Office of Technology Assessment and
National Academy of Sciences.

Co-founder and Member, Executive Committee, Surface Transportation
Policy Project.

Primary concern: She will underscore her conviction that “there are win-
win opportunities in taxing energy waste”.

McColl, Ir,, Hueh . Charic}tze, NC

President and CEO of Nations Bank Company.

Board member of several education committees and strong supporter of
educaton at all levels.

Primary concerns: Financial regulation, tax policy.

Orvis, Lacene B, Indiantown, FL
CEQ of Caulkins Indiantown Citrus Co, and Via Tropical Fruits, Inc.
Agricultural Camttee Chair of Florida Council of 100

Primary concerns: Direction of NAFTA, GATT, other trade related
programs.

Parricof, Alan 1, New York, NY

Patricof & Co. Ventures, Inc.

Has financed over 200 compaties over last two decades and today
manages over $1.5 billion on behalf of over 100 institutions.
Chairman of Entrepreneurs for Clinton/Gore

Contributed to position paper on small business/entrepreneurship

Primary concerns: what specific steps ¢an be taken for job creation in
the short term.



Renge, Beth San Francisco, CA
Trustee and Chair of The Legacy Fund for the Japanese American
Citizens League
Board Member of Japan Society of Northern CA. and California
Leadership
Former Chapter Treasurer of Japanese American Citizens League

Primary concerns: Rebuilding infrastructure.

Sandler, Marjon O.

President and C.E.O., Golden West Financial Corporation and World S&L
Association

(Golden West is the nation's third largest thrift)

Appointed to the Glass Ceiling Commission in 1992.

Primary concerns: health care costs, defense conversion. She wants to
capitalize on "honeymoon period” with change.

Shapiro, Andrew L. New York
Author of We're Number One! , defending America's high status

compared to other nations

Media coverage includes several national television shows, magazines
and newspapers

Graduate of Brown University, planning to attend Yale Law School
this fall

Presently working as staff member for The Nation and school teacher

Primary concerns: (1) How can the Clinton Administration truly
meet the needs of the disadvantaged poor; (2) What are the
President-elect's plans to address the economic concerns of young
people?

Thompson, Kathrvn G. Aliso Viejo, CA

Chairman and C.E.O., Kathryn G. Thompson Development Company
(real estate, construction, development and management of '
residential,commercial and industrial property in Southern
California)

Member, Advisory Committee on Construction Safety and Health,
Occupational Safety Health Admmlstratlon

1988 RNC Delegate

Primary concerns: bank lending regulation



Rahway, NJ
Chairman, President and CEQ, Merck & Co., Inc. (since 1985)
Former cellular physiologist and biochemist, National Heart Institute
Author of more than 100 scientific papers.
Member, President’s Commission on Environmental Quality; Advisory
Committee on Trade Policy and Negotiations,
Trustee, The Rockefeller University; University of Pennsylvania;
Danforth Foundation.

Primary concerns: high tech industry and competitiveness.



DOMESTIC ASSESSMENT I:
THE MACROECONOMIC OVERVIEW

EVENT:
Lisien to overview of the macroeconomic situation on the state of ihe economy {10 minules)
after which BC and AG will ask a few questions,

Presenter: Dr. Rebent Selow is the 1987 winner of the Nobel prize in economics.
He has been a professor at the Massachusetts Institute of Technology since
1930, specializing in theories of capital and economic growth., Under
Kennedy, Dr. Solow served as Chief .Economist for the Council of
Economic Advisors. He was one of the original six Nobel laureaies who
endorsed Putting People First when it was first released.

GOALS:

1. A major goal of the Clinton-Gorte economic agenda is to get our economy moving again
10 ensure sustained job prowth. At the heart of the Clinton-Gore economic agenda,
however, are actions to spur the long-term invesiments we need 10 increase the
productivity of our people, and to increase the American standard of living.

2. This presentation explains why a long-term invesiment agenda is needed. 1t shows that
{15, productivity growth has lagged, and that sluggish productivity has had a real impact
on the standard of Jiving of the American family.

3. Demaonstraie that the U.S. economy is burdened with significant structural probiems,
most particularly the twin deficits of the budget and weak public/private investment.
Thase problems were created over a long time, and they will'take a long tire to solve,

ATTACHED:
. Summary of Selow Assessment
. Additional poimis o note and supgested guestions for Solow

. Background:
» Productivity, wages and family mcomes
s U5, investment treads.

. Charts 1o be used by Solow

. Biographies on roundiable participants



SUMMARY OF ASSESSMENT BY ROBERT SOLOW: Professor Solow will use four or five
charts 1o assess both the siate of our short-ferm and long-term economic situation.

Short-Term Assessments

Sulow will make two points to underscore how weak this period is compared (o previous
recoveries:

. The economy has grown at only a fraction of the growth of previous recoveries,

. He will also use a chart - "The Jobs Recession” -- to compare how weak payroll
employment gain has been after the most recent recession ¢ompared to the
average gain after the previous 7 recessions.  He will then show that recent trends
in GDP growth are not great enough at this point to bring back sustainable job
growth,

Long-Term Assessment of Stagnating Standards of Living.

Solow will explain what our failure in productivity gains has meant to average American
families, The American family would be making over $12,000 more per year if productvity
had remained at the 1948-73 level for the last two decades, Solow may also point out that while
the United States is still first in productivity, our rate of productivity growth has been well
behind our competitors over the last four vears. Finally, Solow will show that only the top 1%
experienced dramatic income growth in the 1980s.

ADDITION POINTS/QUESTIONS TO KOTE:
1. haternational Comparison

American families know that their living standards have stopped rising. They must work
longer hours, rely on two paychecks instead of just one, spend less time at home - just
to stay even with inflation. Did incomes in our major competitors like Germany and
lapan also siagnate? Are they likely 1o surpass us in another ten years - a very shorn
span of time in the long sweep of history - if we do nothing?

2. Productivily Growihe

Internationally, among 10 advanced industrial nations, the U.S. was Oth in productivity
growth from 1980 to 1990, Japan’s productivity growth rate bas been three times as fast
as the U.S. [GECD Quarterly National Accounts, 19921, Is this because Japan is sl
at an earlier stage of its economic development than the United States, or does this refleg
that we are truly lagging behind?




3. What type of jobs?
We know that during the last four years there was no private sector job growth, During
the 1930s, there was substantial job growth - as much as 17 million jobs - while income

growth was poor. Prior to the 1980s, have we ever experienced a period of significant
jab growth accompanied by little or no improvement in our standard of living?

BACKGROUND:
I SAGGING PRODUCTIVITY/WAGES/FAMILY INCOMES

Weak produciivity gains have slowed real wage growth, causing family incomes to stagnate,

3 wd; Service sector productivity is notericusly hard to
measure zzzzd grows sk}wiy Manufacturing productivity grows faster because
manufacturing processes are more amenable o the application of capital, And, for most
of the postwar period, rising manufacturing productivity kept overall U.S, productivity
moving ahead briskly, as noted below. Weakening investment and the erosion of the
1.8, manufacturing sector over the last two decades has changed that,  Wiile
manvfaciuring productivity has grown in recent years, the declining share of U.S.
economic activity accounted for by that key sector has caused overall U.&. productivity
growth 10 flatten out, (The share of GDP represented by the manufacturing sector has
fallen to 19 percent now compared to 23 percest in 1980.) This table is from the
Ameri ncit on Capital Formatt

{&vcrage ﬁnﬁua Rale) o

Productivity Hourly Compensation
1959-1973 2.8 percent 2.9 percent
1974-1990 (1.9 percent . 0.7 percemt

2. Waee Growth has Slumped g3 Productivity Slowed: As noted in the above able, hourly
labor compensation, which includes benefits, closely tracks productivity gaing - exactly
as cconomic theory predicts. Thus, since productivity went flat two decades ago, real
compensation has essentially gone flat for all workers oo, The tny 0.7 percent annual
compensation gata since 1974 is an average figure, It disguises trends which have seen
wage gains diverge depending upon skill level - with the wages of less skilled blue-collar
workers essentially stagnating since 1873, and compensation 16 workers with more skills
or education rising & bit fasler. Even so, almost all families feel poorer. The cost of
major aiddle-class purchases such as 2 college education for one's children, a house, or
medical insurance have risen at roughly double the overall pace of inflation. That is why
most famifies believe they are caught in a "middie-class squeeze.



3 Family Incomes Have Fallen in Recep : Real compensation tracks productivity

) closely, and so does real median family incomes. Family incomes grew handsomely
until 1973 along with productivity and wages. Since then, real family incomes have
grown only by tiny amounts annually as noted in the following table. Not surprisingly,
the recession since 1989 has caused real family incomes to shrink. This table is based
on Census Bureau data '

Median Real Family Income Growih {Annual Average Growth)

19471867 2.8 percent
1967-1973; 2.6 percent
1973-1979: (.6 percent
1979-1989; | 0.4 percent
1982- 1950 -2.0 percent

IL INVESTMENT TRENDS
Economists universally agree that the most potent contributor to productivity growth is

investment, Unfortunately, America has failed to make these long-term investments necessary
for productivity growth, Getting this point across is one of the main goals of this session:

1. International Comparison

After adjusting for inflation, real U.S. domestic investment in plants and equipment has
not increased significantly over the last two decades, ¢

Real Rise in Plant and Eguipment Investment, 19‘?24%]

France: 53.1 percent
U.S: 60,5
fraly: 68.0
UK. 68.9
Germany: 73.3
Canada: ; 164.4
Japan: 209.9

Source: Council on Competitiveness
2. Domestic Investment Trend

U5, investment activity has also lagged in the 1980°s. The share of U.§. GDP being
devoted o plant and equipment investment fell one gquanter (net, inflation adjusted).

Source: Commerce Department



nvestment Grew Slowly Even During Eightics Recovery

During the eighties recovery, the most polent type of investment, in equipment, grew
only 5.7 percent annually. This growth rate was down over one-third from the 8.9
percent annual real growth rates in investment during the two previous recoveries (1970-
73 and 1975-80), |

Source: Commerce Department

LLS. Failed to Invest Adeyuately in Civilian R&D

Civilian R&D 15 one of the most important coptnbutors 1o productivity gaing, Since
1970, the 1.8, has been devoting a smaller share of GDP o civilian R&D spending than
gur compeiiors,

Japan: 3.0 percent
Germany: 2.8
U.8.: 1.9

Source: Council on Competitiveness
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DOMESTIC ASSESSMENT II:
INVESTING IN PEOPLE

EVENT:
Assessments of 118, investment in people, especially as it relates to preparing our children and
workforce to compete in a global economy.

The asscsstient is divided into three sections which will each last five minutes:

1. Competitiveness and Bducation: Presented by Jlohn Sculley; Chairman and
{CEQ of Apple Computer.

2. Skilis Gap and Structural Unemployment:  Presented by Alan Blinder, Ph.D; Professor
of Economics at Princeton University

3. Children in Poverty: ' Presented by Marion Wright Edelman;
President of the Children’s Defease Fund,

GOALS:

. Develop a strong statistical case for why we need (o invest more in people,

* Show the high rates of return of investments in people.

. Demonstrate that the US currently underinvests in people and conclude that investing in

people 1s beneficial and necessary for US competitiveness.

ATTACHED:

* "Competitiveness and education assessment”; summary of John Sculley presentation
. Additional background an competitiveness and education '

. "The economics of investing in people™: summary of Alan Blinder presentation

. Additicnal background on the economics of "Putting People Firgt™

* *Children in poverty assessment”: summary of Marian Wright Edelman preseatation
-

Additional background on children in poverty

For additional information, see briefing for Working Session 1,



SUMMARY OF COMPETITIVENESS AND EDUCATION ASSESSMENT:
John Seulley will preseat 3-5 charts to make the following points:

We are at a2 major turning point in the world economy as we shift from mass production
and mass consumption to cestomization ef goods and services and the decentralization
of work, Success in this new, global economy lies in mchmg the workforce math,
scienee and eritical thinking skills.

The U.S. education system still concentrates on educating the students who actually
graduzie from college. Most other industrialized countries have ap aliernative path for
the non-college bound, including wvocational study and school-to- wﬁrk transition
Programs,

" if we do not offer an education sysiem which addresses the needs of all our students, and

not just the elite who graduate from college, we will condemn our children to low skilled
manual work that pays low wages. We cannol leave our children unprepared w
particimze as high skill workers in a global economy.

d(illwggz Points To Make:

Ve always hear about the performaance of American students being well below other
industrialized countries. Fer example, the dropout rate in South Korea is 10 percent, and
virtually all of the 90 percent of South Korean students who graduate have mastered basic
skills, The United States does not come close 1n either category. That means that our
future workers are less well educated than workers who earn less than one-tenth what our
workers earn. Have we priced ourselves out of the world labor market? (Ray Marshall
and Marc Tucker, Thinking For g Living, 1992, p. 65)

The Commission on the Skills of the American Workforce predicts that more than 70
percent of the jobs in America will not reguire a college education by the year 2000,
What does that mean for the way we educate our young people?

Oiher Background:

»

In a commonly ciied study by the International” Association for the Evaluation of
Education Achievement, the United Staies ranked nexi-to-last in international math
{aigebra) achicvement test scores among 15.countries. Belgium and New Zealand were
smong the countries that ranked higher. ("International Mathematics and Science
Assessiments: What Have We Leamned?, National Center For Education Statistics, US
Dept. of Education, Januvary 1992)

SUMMARY OF THE ECONOMICS OF INVESTING IN PEOPLE ASSESSMENT:
Alan Blinder will present three charts o make the following points:

*

During the last twelve years productivity has remained relatively stagnant and real wages
have fallen significantly. These trends makes the case for a new 3pproach - an
nvestment in people strategy.



Rising wage isequality and an increased skills gap arc driven by the increased
internationalization of the U, 8. cconomy and changes in the work place driven by the
computer revolution. Increased automation has meant that good paying, unskitied and
semi-skitled jobs have become scarce. This increased knowledge content of goods and
services has put a large labor market premium on those able to recognize and soive
problems. Thus, it is not surprising that educational wage differentials expanded sharply
especially for young workers, during the 1980s. The gap in earnings between young
college and high school graduates doubled in the 1980s. What you earn ingreasingly
depends on what you leamn.

The real money incomes of the botiom fortieth percent of American families in 1989
were no highet than those of the analogous 40 percent of families a decade earlier. The
real money incomes of the upper twenty percent of families in 1989 were almost 20
percent higher than those of the analogous families in 1979,

Additional Points To Makg':

*

In talking about a skills gap, we know that we need better-trained workers, but we also
know that erany employers arg reluctant to invest in worker training because of the high
mobility of the American workforce. What can we do to address this problem?

We've heard a fot about this skills gap, but only 15 percent of employers report difficulty
finding workers with the appropriate occupational skills. Some say that the reason that
number is so low is that we have been slow in moving to the high-performance
workplace. Do you think that's the case, or is there another reason for the apparent
difference in opinion between someone fike you, who is looking at this from a more
academic perspective, and the business perspective?

Tuday almost one of every five people who works full-time does not carn enough (o
support his or her family above the poverty line. The fraction of workers working full-
time and making low wages (those that would be insufficient o raise a family of four
above the poverty line} has increased {or all workers and especially for young workers.
I believe we need 1o increase the Eamned Income Tax Credit for working families, but
what else can we do to support parents,who are working 40 hours a week but still make
less than the poverty line? ‘

ther Ba i

Family income growth has been sluggish and unequal since the early 1970s. The
economic expansion of the 1980s failed to. benefil & substantial fraction of American
households by enough 1o offset the losses incurred during the recession of the early
1980s. These famities have fallen even further behind in the recent recession.



CHILDREN IN POVERTY ASSESSMENT:
Marian Wright Edelman will present three charts to make the foliowing poins:

Young familics are in trouble begcause of a devastating combination of profound changes

_in the American economy, government's inadequate response to families in trouble, and

changes ia the composiiion of young families themselves.

20.4% of American children lve below the poveny line in spite of the fact that the U.S,
is one of the most powerful and wealthiest economies in the world.

The rate of children in poverty in the United States is more than twice that in Japan or
any leading industrial country in Burope. {(Marshall and Tucker, p. 65)

America's children are not being adequately prepared to compete economically in an
ingreasingly competitive world economy. We need to make a commitment that no child
is left behind--all children must be prepared fo start school and must be given a "healthy
start™. A number of investments that start our children off on the right foot in life have
been proven to wark and to save public doliars,

Additional Poinis To Make:

Many of these programs like Head Start and WIC are becoming infegrated with child-
care programs. How can we betler coordinate services in order (o best serve our
children? ’

You showed that chart which indicates that every dollar the government spends on Head
Start saves us at least $3 down the road. Now it's my understanding that the evaluation
of the Perry Preschool Project ia Michigan, which is considered 10 be the best study on
this subject, says that there is a 36 return on every $1 invested, What are the factors that
influence how high the rate of return is for Head Start-type programs? Does it largely
depend on how many years the ¢hild is in the program?

Qﬁ}é? Background:

More than one in every five children,{more than 14 million) are growing up poor. Une
in four children i3 raised by just one parent. Half a million a year are born to teenage
girls who are ill-prepared to accept the responsibility of motherhood. Furthermore, the
¢hild poverty rate has been increasing steadily over dime; the child poverty rate has been
higher In every year since 1980 than in any previous year since 1965.

The American infamt mortality rate is scandalously high relative to those of other
advanced industrial pations. Many American children and mothers receive inadequate
medical care and live in deprived matenial conditions.

Every dollar on immusizations saves us $10, and every dollar on WIC saves 53,
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DOMESTIC ASSESSMENT II1:
PUBLIC AND PRIVATE INVESTMENT

EVENT:

Assessments of U.S. private and public investment trends, and the ways in which these trends

affect .S, competiliveness.

The assessment 15 divided into two sections, each of which will last five minutes.

!, Public Investment;

Presented by Alicia Muounell, Ph.D

Senior Vice President and Director of Rescarch for the Federal
Reserve Bank of Boston. She has served on advisory boards for
the World Bank, MIT, the Economic Pelicy Institute and AEL

2. Private Investment: Presented by Michae! Porter
Professor of Business Administration at Harvard Business School
since 1973, He is a leading authority on competitive strategy and
served oo President Reagan’s Commission on Indusinial
Competitiveness.  He directed a pro bono study of the
Massachusetts economy in 1991, Some ﬁ}f hi% pabhcalmns are;
The Competitive Advantage of NMatons, Cor :
Tec?zm ues for Anai zing Indu z‘x n
GOALS:
= Demonstrate that public invesiment "crowds in" rather than "crowds out" private
nvestment.
. Demonstrate thal the LS. is underinvesting in- plants and equipment and R&D, and
suffering in terms of growth as a result,
* Demonsirate that countries with the highest investment rates also have the highest growth
rates.
ATTACHED:
* Public sector investment assessment: summary of Alicia Munnell presentation

L I BN T O A

Possible questions {or Munnel

Background information on infrastructure

Private sector investment assessment: outline of Michael Porter presentation
Summary of Michae! Porter stedy on private sector investment

Passible questions for Pornter

Possible points of contention {presented in question/answer form}

Key elements of Clinton-Gore plan

Charts that might be used

Biographies of roundtable participants



PUBLIC INVESTMENT ASSESSMENT:
(Summary of Munnell presentation)

The increasing focus on infrastructure issues reflects the lack of attention to both public and
private investment during the 1980s, when most of the nation’s outpul went for current
consumption.

Experts concerned about continued low levels of productivity growth argued for shifting
resourees from censumption to investment.

Public capital investment in the 118, is not only low compared o historical levels but also falls
well below that in other developed countries. )

The argument for increased public, as spposed to exclusively private, investmient rests on

three premises: s

1. The drop in public capital spending reflects more than demographic and other
developments such as the completion of the interstate highway system and the
education of the baby-boomer generation: a serious decling has occurred in the
stock of productive infrastructure.

2. This decline represents a real ecomemic loss,  For example, the state of our
transportation infrastruciure is beginning 1o serve as a drag on economic
performance. Recent research suggesis that greater public capital not only
enhances the guality of life but also leads to increased private sector output,
Public capital enhances the productivity of private capital, raising its rate of
return and encouraging more investment. One stindy on the relationship between
public capital and eroployment growth showed that public capital had a positive,
statistically significant effect on employment growth at the state level.

3 Numerous investment oppoertunities have been ideutified with high ratios of
benefits to costs.  For example, cost-benefit studies reported by the CBO {(1988)
mdicate that the relurn to projects designed 1o mamtiin the average condition on
the federal highway system-couid be as high-as 30t 40 percent.

Voters are willing (o pay for more infrastructure investment, as expressed in bond elections and
other referenda. Eighty percent of infrastructure bond propasals submitted to the voters between
1984 and 1989 were approved and the margin exceeded 66 percent on average,

Impraved construction design and pricing should not be considered an aliernative o

infrastructure investment, but rather a policy to be pursued in concert with a major capital
investment initiative,



Three specific suggestions for identifying those areas with the biggest payoffs:

I Federal matching grant rates must be reduced; states and localities must bear af
feast half the costs to easure that the money is spent sensibly,

2. One profitable investment area is aviation. The U.S. has the best aviation
industry in the world; airlines need to earn enough money to buy planes, and for
airhaes 10 be profilable, airports must be safe and relatively uncongested,

3. A major infrastructure initiative, combingd with a significant deficit reduction
effort, raises the importance of carefully considering the introduction of & capital
budget at the federal tevel.

POSSIBLE QUESTIONS FOR MUNNELL:

Q.

Q.

As we proceed with our Rebuild America plan, what exact definition of infrastructure
should we use? How has this definition changed?

Do you agree with the Federal Highway Administration’s projection that $50 miliion
worth of anm;al pubizc capital investment between 1990 and 2009 will be required from
all sources just to mainiain highways and bridges at their current level? [1991 Status of
the Nation's H;ghwaymnd Bridges, Federal Highway Admanistration, 11/91]

What role do you see the private seclor taking in the development of high-tech
infrastructure (high-speed rails and national information network)?

What is the best evidence that public investment "crowds in” private investment? Are
there ¢lear historical examples?

BACKGROUND INFORMATION ON INFRASTRUCTURE:

Highway travel is expected to grow by 63-100% over the next 30 years. [Office of
Technology Assessment; Federal Highway Administration, 11/91}

Estimates of total additional public infrastructure investment needed per year range from
$45 billion to over $100 billion. [The Public’s Capital, 7/89, University of Colorado,
Harvard Usiversity}

$1 bilhion of spending on highway and bridge construction results in an estimated tolal
oulput in the economy of $2.4 billion and employment of an estimated 52,000 persong,
{CRS Report for Congress, 5/10/50]

Delaying nceded highway improvements can increase costs as much as 200%. [Federal
Highway Administration, 11/91]



By 1994, Japan, Germany, and France are all expected to bave fully operational
advanced telecommunications networks that can carry voice and data information
concurrently. Because the rate of American telecommunications dropped an average of
8 percent a year in the 19803, such sysiems are expected to be less than half complete
in the 1.8, by 1994, [New York State Urban Development Corporation)

Though maglev. (high-speed traing) was invented by two American scientists in 1960, the
U.S. invesied of only $3 million in research between 1966 and 1975 and then abandoned
the effort.  Meanwhile Japan invested $1 billion. Demonstration trains are already
operating in Japan and Germany. [New York State Urban Development Corporation]
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PRIVATE SECTOR INVESTMENT ASSESSMENT:
{Cutline of Porier presentation)

Porter will make the feiiewiug points in his présentaiicr; {see altached charts):

The foundation of a nation’s competitiveness is based on the capacity of a nation’s
firms to continuously innovate and upgrade. Upgrading requires sustameé
investment in specmizmé agsets, knowledge and skills,

Forms of iﬁvmtments include physical assets, intangible assets (e.g. R&D,
employee training, development of supplier relations).

The United States is investing less than Germany and Japan in equipment and
civilian R&D.

Countries that invest a large share of their income grow rapidly. The United
States has one of the lowest investment rates of any developed countries, As a
result, over the past thirly years, the United States has a lower productivity

- growth rate than the United ngéa:}m Canada, France, Germany, IHaly and

Fapan.

1.8, privlate investment s lower because both the macrocconomic environment
and the U.S. system for the aliocazlerz of capital do not encourage these types of
investments.

SUMMARY OF MICHAEL PGRTER STULY:
(Capital Choices: Changlug the Way Amgerica Invests in Industry)

Michael Porter recently completed a study on the U.S. system for allocating capital, He

conciuded that “many American firms invest 100 little in those assets and capabilities mogt

required for competitiveness (such as employee training or R&D), while others overinvest in

areas (such as usrelated acquisitions) that -add little 1o the couatry’s long-term economic
strength.” The problem, according to Porter, 15 a “flawed .S, syszem for allocating investment

capital fo commpanies and to specific projects within companies. '

Evidence of investinent problem:

]

Many 1.8, industries are declining refative to Germiany and Japan,

Investment in plants and equipment, civilian R&D, corporate training,
rejationships with suppliers, and start-up losses to enter forgign markels is lower
in the U.S. than in Japan or Germany.

American CEQs believe that their companies have shorter time horizons than their
COMPENLOrs.



The average holding period of stocks has declined from over seven years in 1960

to about two years today,

Recomumendations for systemic reform:

]

To address these problems, Porter recommends reforms in several areas:

i

lmprove the macroeconomic environment: Increase private and public sector
savings, and create a stable macrocconomic environment,

Expand true ownership throughout the system: Outside owners should take
larger stakes and play a more active and construciive role In the companies.
Also, ownership should be expanded to directors, managers, employees, and even
customers and suppliers.

Better align the goals of capital providers, corporations, directors, managers,
employees, customers, suppiiers and society: For example, by creating
incentives for long-term equity incentives, the government could encourage
mvestors 10 look for companies with attractive prospects five or more years in the

future. '

Improve the information used by investors: Require disclosure of information
that would help investors judge the Jong-term prospects of a company, such as
patents, the education and training profile of employees, or the share of sales
represented by new products.

POSSIBLE QUESTIONS FOR PORTER
Q. What are some of the steps that the .S, can ake to lengthen the time horizons of U.S.
companies?

Q. Wihat will happen f our major competitors continue o out-invest us in plant and
equipment by as much as 2 to 17



POSSIBLE POINTS OF CONTENTION:

Q.

A‘

A

How do you avoid pork barrel projects?

The casiest way is to give the President a line ilem veto. Beyond that, it will be essential
that President-elect Clinton send a clear message to Congress at the front ead that pork
barrel politics will not be tolerated. Additionally, quantitative determinations should be
used when possible to determine what levels of expend;tzzres are appropriate in what
projects and what geographic areas,

How will eavironmental concerns factor into infrastructure invesiment decisions? By
improving and expanding our highways, won’t we be encouraging more travel, thereby
creating more pollution?

We will make smant infrastrucuure investments which will result in enargy-efficient and
envirormentally sound transportation. Better highways will result in less congestion, and
other techpologics (such as high-speed rail) will move more people, guicker, witl less
poltution, In addition, our other commitments to energy and environmental policies will
ICIain song.

KEY ELEMENTS OF CLINTON-GORE PLAN:
Public Investment

Create a Rebuild America Fund with a $20 billion federal investment each year for four
years,

Put public records, databases, libraries, and educational materials on line for public use
{national information network).

Develop high speed rail networks and high-tech short-haul aircraft,

Private nvesiment

Provide a targeted investment tax credit to encourage investment it siew plants and
eQuipment,

{reaie a permanent research and development tax credit to reward compames that invest
in new wehnology.

Gffer a S0 percent tax exclusion 10 those who take risks by making long-term invesiments
mn new busingsses,
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DOMESTIC ASSESSMENT IV:
THE DEFICIT

EVENT:

Assessment by John White on the impact of the federal debt and ballooning budget deficits (5
minutes).

Presenter:  John White was just named Director of the Center for Business and
Government at the Harvard Kennedy School of Government, From 1988-
1991, he served as corporate Vice President of Eastman Kodak Company.
He was the Chairman of the'Board and CEO of Interactive Systems
Corporation from 1981-1988, and from 1978-1980, he was the Deputy
Director of the Office of Management and Budget. After drafting the
economic plan for the Perot campaign, White endorsed the Clinton Gore

plan.

GOALS:

. Stress the importance of the deficit to America’s long-term productivity and growth. As
this is an assessment, the discussion should not get bogged down in_ specific
prescriptions.

. Show Americans how much the CBO baseline that was used by

both Clinton and Perot has worsened since each put out their respective plans, due to
changes in economic and technical assumptions, and RTC financing actions by Congress.

. Explore the different components of spending that are driving the rise of the deficit --
health care and interest spending.

ALSO IN THIS BRIEFING

o Summary of assessment

o Additional points to note and possible questions for White

. Charts that might be used

. Biographies on roundtable participants



SUMMARY OF JOHN WHITE'S ASSESSMENT ON THE DEFICIT:

White's presentation may be one of the high points of the first day. The main chart he
will show is one that points out the change in the baseline assumptions since Perot and Clinton
released their respective plans.

The main goal here is for White to show that the government’s official deficit projections
have gotten worse since Puiting People First and the Perot plan was put out, Both of those plans
relied on the January 1992 CBO baseline -- the most authoritative baseling at the time they were
released,  The chart will show that most of the increase in the most recent {(although not
officially released) deficit baseline since then has been due to {1} the failure of Congress and the
Administration to deal with the S&L bail-out; and {2} to changing economic and technical
assumptions, Initially, CBO projected that more. assets' would be purchased in FY 1993
(increasing the deficit), with many of the assets sold n later vears (lowering the defich).
Furthermore, the sluggishness of this recovery has lowered both current and {uture revenue
estimates. ‘

White may also show charts prepared by Chairman Panetta’s staff that show the shifting
of the composition of the deficit over periods of time. The key point here is eritical: while the
deficit has been increasing, it has not been increasing because there has been too much increase
in discretionary domestic investment. Instead the chart shows that increases have been in health
care costs and interest payments on the national debt.

White may also explore 2 matter we have been recently discussing: whether a better
measure of our economic health than just the deficit number, is the debt/GDP ratio.



POINTS TO NOTE/QUESTIONS FOR JOHN WHITE

1.

In 1992, America spent $880 billion on health care. CBO projects that health care costs
will consume 18 percent of GDP by the year 2000, or almost $1.7 trillion dollars. By
comparison, in 1963, health care expenditures consumed only 6 percent of GDP 1o 1965,
In the next five years, health care spending will increase faster than any other part of the

- budget. [CBO]

Bob Reich points out that the current Debt/GDP ratio was the same now as it was in the
mid-1950s. Yet, in the mid-1250s, productivity and growth were far higher. Why do
you believe this is? Does this support the view that what counts most is not just how
much you borrow, but what you are borrowing to invest in? At that point, we were
rebuilding our educational system, the national highways and preparing for the space
race.

The logic of using a debt/GDF ratio is, | understand, that what really counts for a nation,
Iike a family, 15 not how much debl you have per se, but how much you are in debt
compared 10 your income. Yet, some Americans may feel skeptical when they hear
economists using different — and more confusing ~ deficil measurements. What are the
types of targets that would be reasonable in judging what is an appropriate debt/GDP

ratio? o ‘

1 know that in addition to the federal deficit we have also segn a strong increase in
personal debt as percentage of disposable income. Indeed, the ratio has gone from 65%
in 1574 to 93.9% in 1991 according o the Departroent of Commerce. How much of the
problerm in our national savings problem do you see a3 emanating from increased private
debt as a ratio of personal disposable income?



BACKGROUND

Long-term Deficit Reduction and Why It’s Important
Source: "Why Deficits Matter” by David Wyss of DRI/Mgraw Hill

While there is debate over how quickly the new administration should aim to reduce the

deficit, there is general consensus by economists that a long-term commitment to deficit
reduction is critical to America’s competitiveness in the world economy. Here are some major
points you might want to raise in the discussion:

DEFICITS IMPEDE INVESTMENT With large budget deficits, an increasingly large
percentage of the federal budget must go to paying just the interest costs on the debt
alone. In the 1980’s, consumer spending rose from 62.8 percent of GDP in 1979 to 66.9
percent in 1989; at the same time, gross business fixed investment fell from 13 percent
to 10.8 percent. In short, a shift away from an investment-led economy to a consumer-
led economy.

DEFICITS KEEP PRODUCTIVITY LOW The large percentage of GNP going to
interest costs on the deficit mean less available funds for investments in the major
components of economic growth like education and technology.

DEFICITS EAT INTO PRIVATE SAVINGS As federal budget deficits have ballooned
over the last 20 years, the country’s savings rate has declined. The personal savings rate
dropped to 3.3 percent in 1987 from the postwar average of 7.5 percent. Corporate
savings over the same time pericd fell to under 1 percent during the 1980°s, as compared
to the post war average of 2.9 percent of GDP. In sum, consumption instead of savings
and investment dominated consumer.and business trends.

DEFICIT AND DEBT KEEP FAMILY INCOMES LOW/REDUCE JOB
PROSPECTS High government borrowing and the low levels of private and corporate
savings and low private and public investment leads to lower productivity rates, which
translates into lower real wage gains, lower family income, and bleaker job prospects.

DEFICITS PUT AMERICA AT A COMPETITIVE DISADVANTAGE Heavy
borrowing, much of it from foreign sources, meant that our share of world markets
dropped, the trade deficits with several countries widened, and contributed to the severe
decline of America’s manufacturing sector in the 1980°s,

DEFICITS RAISE LONG-TERM INTEREST RATES The influx of foreign capital
borrowed by the U.S. Treasury to finance the deficit caused American long-term interest
rates 10 rise, again impeding investment, and pushed up interest rates abroad, slowing
the international flow of capital.



Center for Strategic and International Studies:
The Strengthening of America Report

In itg section on "Getting our Fiscal House in Grder”™, the CSIS Commission, ¢o-chaired by
Senators Nunn and Donienici, argues that controlling the deficit and reforming the country’s tax
system ought 1o be the country’s top two priorities. Specifically. the Commission argues, the
deficit must be reduced to

*

INCREASE SAVINGS AND INVESTMENT. The drop in savings during the 1980's,
largely caused by the deficit and static real family income, has already cost America
about 15 percent of its capital stock.

THE DEFICTT TAKES AN INCREASING PERCENTAGE OF THE FEDERAL
BUDGET. Federal spending has jumped from $500 billion in 1970 to $1.5 trillien in
1992, with over $002 billlon of. that spending going to mandatory programs
{entitlements).  Measures such as payroll taxes, intended {o cover the costs of these
expenditures, are failing to keep up with the growth of these entitlements.

CAUSES: If not reversed, the path of slow growth, rising health care costs and aging
population mean that the deficit will get worse than current projections in the latter half
of this decade,

AYOID DEFICIT GIMMICKS The Commission argues agaiust the so-cailed past
*silver bullets” often cited as main ways to balance the budget:

* Laws: Gramm-Rudman-Hollings and similar laws to balance the budget, including

. Line item velo: President can’t trim more than 2 % of discretionary spending
with this measure.

. Bi-ennial budgeting: too confusing and not responsible.

* Agency consolidation: not significant savings.

PRESCRIPTIONS: The Commission presents two “hard line™ choice to balance the
budget by the year 2002 without touching the Social Security Trust Funds, which can be
pursued separately or togethers

» Cut_spending: defense cuts, eliminate COLAs except for the poor; caps on
mandatory spending (no inflation adjustment).

» Raise Taxes: a value added tax; 3 50 cent gas tax; environmental "green” taxes
and other consumption-based taxes; increase in the AMT, Restructure income tax
code to reward savings.
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DOMESTIC ASSESSMENT V:
HEALTH CARE .

EVENT:
This presentation will examine the crisis in rising U.S. health care cests and the effects which
these costs have on the U.S. economy.

This assessment 1s divided into two sections, which will each last five minutes:

k. The Burden of Rising Health Care Costs:

Presented by Stuart Altman: Professor of Natfonal Health Policy, The
Heller School, Brandeis University

2. Health Care Costs and U.S. Competitiveness

Prezented by Hareld Poling: Chairman and C.E.Q. of Ford Motor
{ompany

GOALS:

To wentify the economic implications of the rising health care costs in the United States -

- bath for the budget deficit and for the competitiveness of U8, firms.

To establish & clear connection -- using the example of the U.S. auto industry -- between
health care costs and the decreasing competitiveness of U.S. products in the global
marketplace.

To make 1 clear that the status quo is unacceptable.

ATTACHED:

-
*

Summary of the preseniations
Ciestions: Addriional points to explore with the presenters

Rackground:

. Congressional Budget Office’s, Economic Implications of Rising Heaith g;ar
Costs, Qclober 1992,

. Major tenets of the Clinton/Gore health care plan, as outlined dunng the
campaign,

Possible points of contention
Charts that might be used
Biographies of roundtable pariicipants



SUMMARY OF ASSESSMENT:
1. The Burden of Rising Health Care Costs:

Professor Altman, who has published extensively on the subject of controlling health care costs,
will use a vanety of charts 1o illustrate the increasing share of U.S. product consumed by rising
health care oosts and the corresponding effects these have had on the federal budget deficit,

’ Medicare and Medicaid are the fastest growing portions of the budget; if their
growth is not contained - and they continue to be financed through budgel
deficits ~- they will raise ipierest cogls alone on the federal debt by §91 billion by
2002,

Altman will stress that this burden has been intensifying with no commensurate benedit to the
economy or to the standard of living of U.S. workers. Health care costs now consume almost
15% of our nation’s product, yet 37 million people remain uninsured and over 60 million do not
have adequate (nsurance, [1992 Green Book]

. In 1992, America spent 38380 billion on health care.

. According to the Congressional Budget Office, federal health expendilures will comprise
30% of total federal spending by 1995,

Altman will also probe into the reasons for rising health care expenditures -- examining the
elements of private health ingsurance premiums,

The U.S. spends at least 25% more of its GNP on health care than any other industrialized
nation -- ahmost twice as much as many nations,

2, fiealth Care Costs and U.5. Competitivencss

Harold Poling, the C.E.O. of Ford - who joined the company as a cost analyst in the Stesl
Division and has repeatedly identified health care as-one of Ford's most compelling problems -
- will use the case of the U.S. auto industry to illustrate the direct impact rising health care costs
have on UL S, competitiveness and employment,  The goal of this session i1s fo show that aside
from the obvious consequences of exorbitant health care costs {ihe health of the American
people, the budget deficity, there are other less apparent but equally damaging effects.



Gur inability 10 control health care costs adds significantly to American business costs, making
our final products less competitive at a time when weakened world demand has dampened export
markets for the U.S, A direct causal relationship between the soaring costs of health care and
declining 1.S. employment will be established. The health care cost per automobile «- or the
portion of an auto’s total cost that was used to provide employee health care -- is nearly twice
as much in the U.S. as in Japan., Over $9G0 of the cost of each V.5, car goes to health care,
compared to $314 in Japan.

ADDITIONAL POINTS TO NOTE:

4 Altman will probably note the CBQO projection that, without reform, health care costs will
' conlinug to soar -- consuming {8 percent of GDP by the year 2000, or almost $1.7
trillion dollars. Ask him: What would implications be for the U.S. economy in the year

2000 if these projections are indeed realized?

[Altman will probably respond that: The Congressional Budget Office notes that if
federal spending on health care (Medicare and Medicaid) could be held 1o #s 1991 share
of GDP, the nation’s growih in the year 2000 would be 2.2 percent higher than CBO
currently predicts it 1o be. [CBO, October 1992] I be does not mention this point, it
is & good one fo bring up or around which to frame & question.]

. As 1 believe your international comparison chart illustrates, health care spending in
Germany has consistently held at around 9%. 1 know that Germany has a sysiem of
universal coverage under which all citizens receive quality, affordable health care. How
has Germany been able to do this? What lessons can we draw from their expenence?

BACKGROUND:

A. Economic Implications of Riging Iealth Care Costs
Congressional Budget Office, October 1902

The U.S, spent about 12 percent of the nation's GDP on health care in 1990 -- more than twice
the amount spent on national defense and nearly twice the amount spent on education, CBO
cxpects heallh care spending o grow (o 18 percent or more of GDP by the year 2000} - an
increase as large as that between 1965 and 1991, Much of this will result from advances in
medicine, but misaliocation of resources will grow as well,

Special Characteristics of the Health Care Market:

There 15 & weak relationship between what U.S. consumers pay for health care and the valug
they place on health care, because of health insurance and the delegation of treatment authority
w.providers, Compared with other industrialized countries, the U.S. spends a much greater
proportion of GDP en health but does not have a substantially healthier population.




Three charagteristics make cost coatrpl difficult, First, the system of financing health care is
fragmienied, raising administrative costs and making piecemeal reform unlikely to succeed,; as
costs can be shifted from one arga (o another, Second, this fragmentation gives consumers fitle
bargaining power to negotate lower prices. Third, the market exercises only leose control over
the acquisition of new capacity 1o the health care system.  Additional capacity leads to higher
COSLS.

Why Are Health Coste Rising So Ranidly?

De,mogragth change, defensive medicing, and the spread of AIDS do not account for much of
the increase.  Muost of the growth is simply from the upward trend in per capita spending for
-services.  Medical technology advances are a major cost factor which faces little market
discipline, with no assurance that their costs will be justified by their benefits.

How Rising Costs for Private Health Insurance Affect the Economy:
The sharp rise i health costs, together with. slower growth in productivity and total

compensation, are the main reasons for the weak growth in workers' real wages and salaries
. over the past 20 years.  Allowing employees-to buy health insurance with pretax income
encourages them 6 buy more insurance than they otherwise would. Employer-paid costs tend
o be shifted o employees in the form of lower wages or nonmedical benefits. For this reason,
rising healih costs have little direct effect on the international competitiveness of U.S. firms.

The subsidy borne by the tax system is ultimately paid for by higher taxes, reduced public
services, or by future generations in the form of a larger federal debt. An increase in the
subsidy (because of higher insurance costs) would protuably increase the size of the federal
budget deficit under current policy because there is no actomatic mechanism to offset such
revenue losses with either spending cuts or tax increases.

The Rusing Number of Uninsured Workers

In 1990, 33 million people under the age of 65 did not have insurance coverage. By the year
2000, CBO cxpects that number to grow to almost 40 million, One reason for uninsured
workers is the voluntary nature of the system, Low-income workers may prefer higher cash
wages, or sitnply cannot afford insurance. A second explanation i3 the increased use by
insurance companies of experience rating and policies that exclude high-nisk people.

The Effects on the Shape and Structyre e LAD0
Rising health care costs may dlst{m L%ze 132}{}1" mari;ci as em;;iayers move low-wage workers to

part-time status with no insurance or eliminate the lowest-paid positions and hire Independent
contractors. This reduces the flexibility of the labor market,

How Do the Costs of Government Health Programs Affect Government Budeets and the
Economy? Medicare and Medicaid are the faswst-growing portions of the federal budget -- from
I percent of GDP in 1970 to 3 percent in 1991, 10 an expected 6.1 percent of GDP by the year
2002. The growth alone will cost the government an additional $313 billion in the year 2002.
If these cost increases are financed through a larger budger deficit, they will raise the interest
costs on the federal debt by $91 billion in 2002.




Swates spent 3100 million on health care in 1991, CBO projects spending will rise 10 $244
biilion by 2000 -~ an average increase of more than 10 percent each year. Rising costs are likely
o crowd out other state prioriiies.

Effects on the Federal Budset Deficit

CBO projects that under current policy the federal deficit will swell to more than $500 billion
by the year 2002, largely as a result of increased spending for Medicare and Medicaid. CBO
caleulations suggest that if federal spending on these programs could be held to its 1991 share
of GDP, output (real GDP) would be about 2.2 percent higher that the CBO baseling by the year
2002, Incomes {as measured by real gross pational product) could rise éven more -- by about
2.4 percent - because servicing costs on debt to foreigners would be reduced. In addition, a |
reduction in federal borrowing would improve the competitiveness of U8, industry, as a decline
i the real value of the dollar lowers the prices of U.S. tradable products,

B. "Putting People First® on Health Care

1. National Health Budget:

A board of consumers. health providers, business and labor leaders will ¢siablish a
national budget to contain growing health care costs,

2. Managed Competition:

Managed Competition will make the budget work and maintain quality, Managed
competition pools consumers and businesses in large regional groups to increase their
bargaining power; and makes health care networks compete by submitting bids,
consistent with their budget o provide consumers with a comprehensive plan, In many
arcas, managed care networks will take some time to develop. During that time,
traditional insurance plans will pay doctors and hospitals according t0 a schedule of fees
ensuring ibat budgets are met.

3 Insurance Company Regulation:

Uinder the new plan, insurers will be required to compete on faly lerms easuring that
recipients recgive the highest quality care at the lowest price.

4, The Plan dovs the Tollowing:

. Bans Exclusions for "pre-existing” conditions,
* Reguires “community rates.”
. Ends the “fine print" by requiring policies to cover a core package of benefits

including preventive and primary care, illness care, prescription drugs and basic
mental health services.



Additional Major Cost Control Steps:

We will reform medical malpractice laws; eliminate {iwg price gouging and cut red fape
by streamiining billing systems.

Universal Coverage: Privately-Provided, Publicly-Guaranteed

The plan requires employers 10 ingure workers, with tax ¢redits to help build businesses
mieet their obligations. Businesses can join a purchasing group for cheaper rates and more
choices for employers, and the smallest businesses will be phased in last. There is no
payroil tax. The plan guaraniees that the unemployed will receive private coverage
through the purchasing groups based on ability to pay and phases in universal coverage
as cost conirol measures generate savings. Expands long-term care for the elderly and
disabled. Increase access to heaith care providers through expanded school-based, rural
and toner-city clinics.

POSSIBLE POINTS OF CONTENTION:

You may be asked to specify whether, in an attempt to reduce federal expenditures on
health care, you would cut Medicare and Medicaid and the extent of these cuis.

Small business owngrs are also concerned that health care reforms could impose
additional costs on them that they can ill afford.
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